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NOTICE

Notice is hereby given that the Thirteenth Annual General
Meeting of the Members of Khandwala Securities Limited will
be held at Cooch Behar Room, Cricket Club of India (CCl),
Brabourne Stadium, Churchgate, Mumbai 400 020 on 26"
August 2006 at 10.00 a.m. to transact the following business:

ORDINARY BUSINESS:

THIRTEENTH ANNUAL REPORT 2006

VOTE INSTEAD OF HIMSELF / HERSELF AND THE
PROXY NEED NOT BE A MEMBER.

The instruments of proxy should be deposited at the
Registered Office of the Company not less than forty-
eight hours before the time fixed for the Meeting.

Explanatory Statement as required by Section 173(2) of

1. To receive, consider and adopt the audited Balance the Companies Act, 1956 in respect of Special Business
Sheet as at 315 March 2006 and Profit and Loss Account under Item No. 4 & 5 of the Notice is annexed hereto.
for the period ended as at that date and the Reports of The Register of Members and the Share Transfer Books
the Directors and Auditors thereon. of the Company will remain close from Wednesday, 23

2. To appoint a Director in place of Shri S M Parande who August 2006 to Thursday, 29" August 2006 (both days
retires by rotation and being eligible, offers himself for inclusive) for transfer of Equity Shares.
re-appointment. Members are requested to bring their copy of the Annual

3. To re-appoint Auditors M/s. Udyen Jain & Associates, Report, as copies of the Report will not be distributed

Chartered Accountants, the retiring auditors of the
Company, to hold office from the conclusion of this Annual
General Meeting until the conclusion of next Annual
General Meeting and to authorize the Board of Directors
to fix their remuneration.

SPECIAL BUSINESS:

again at the Meeting.
Members are requested to bring their attendance slip,
duly signed, so as to avoid any inconvenience.

Members desiring any information on the accounts at
the Annual General Meeting are requested to write to
the Company at least ten days in advance, so as to

4. APPOINTMENT OF SHRI KALPEN SHUKLA AS A enable the Company to keep the information ready.
DIRECTOR Pursuant to the provisions of Section 205A(5) and 205C
To consider and if thought fit, to pass, with or without of the Companies Act, 1956 dividends for the financial
modification(s), the following Resolutions as an Ordinary year ended March 31, 1999 and thereafter, which remain
Resolution: unpaid/unclaimed for a period of 7 years will be
u . transferred by the Company to IEPF. Members who have
RES.OLVED THAT Shrl_KaIpen Shukla, who was not so far encashed dividend warrant(s) for the aforesaid
appointed by the Board of Directors ‘?.t the Bqard Meeting years are requested to seek issue of duplicate warrant(s)
held on 28" October 2005 as an Additional Director under b . ) :

. . y writing to the Company’s Registrars and Transfer

Se_ctlon 260 of the Comp_anles Act, 1956 and wh_o holds Agents, M/s. Karvy Computershare Private Limited,
_ofﬂce up to the date of this Annual General Meetlng a_nd immediately. Members are requested to note that no
in respect of whom the Cpmpany has recelved. notice claims shall lie against the Company or IEPF in respect
u/s. .257 of the Companles Act, 1956 proposing his of any amounts which were unclaimed and unpaid for a
candl_dature for thg office of Director, be and is hereby period of seven years from the dates that they first
appointed as a Director of the Company and shall be became due for payment and no payment shall be made
liable to retire by rotation. in respect of any such claims.

5. APPOINTMENT OF SHRI AJAY NARASIMHAN AS A

DIRECTOR

To consider and if thought fit, to pass, with or without
modification(s), the following Resolutions as an Ordinary
Resolution:

“RESOLVED THAT Shri Ajay Narasimhan, who was
appointed by the Board of Directors at the Board Meeting
held on 28" October 2005 as an Additional Director under
Section 260 of the Companies Act, 1956 and who holds
office up to the date of this Annual General Meeting and
in respect of whom the Company has received notice u/
s. 257 of the Companies Act, 1956 proposing his
candidature for the office of Director, be and is hereby

Brief profile of additional director seeking appointment,
is enclosed in the Explanatory Statement.

10. Members are requested to

» Intimate to the Company changes, if any, in their
registered address at any early date.

» Quote ledger folio / beneficiary numbers in all their
correspondence.

For and on behalf of Board of Directors
For Khandwala Securities Limited,

S M Parande
Chairman

appointed as a Director of the Company and shall be
liable to retire by rotation.”

NOTES

1. A MEMBER ENTITLED TO ATTEND AND VOTE IS
ENTITLED TO APPOINT A PROXY TO ATTEND AND

Registered Office:

Ground Floor, Vikas Building,
Green Street, Fort,

Mumbai 400 023

Dates: 28" June 2006

Place: Mumbai
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EXPLANATORY STATEMENTS PURSUANT
TO SECTION 173(2) OF THE COMPANIES
ACT, 1956

(Pursuant to Section 173(2) of the Companies Act, 1956)

The following Explanatory Statement sets out all the material
facts relating to the Special Business under Item No. 4 and 5
of the accompanying Notice of the 13" Annual General
Meeting of the Company to be held on Saturday, 26" August
2006 at 10.00 a.m.

Item Nos. 4

Appointment of Shri Kalpen Shukla as Director of the
Company

Shri Kalpen Shukla was appointed as an Additional Director
of the Company with effect from 28" October 2005 by the
Board of Directors at its meeting held on the same day. As
per Section 260 of the Companies Act, 1956 an Additional
Director holds office up to the date of the ensuing Annual
General Meeting. The Company has received notice in writing
under Section 257 of the Companies Act, 1956 from a member
along with deposit of Rs.500/- signifying their intention to
propose the appointment of Shri Kalpen Shukla as a Director
of the Company.

Shri Shukla is having a wide range of qualifications from
well-known institutes across India. He is Chemical Engineer
(B.Tech.) from Indian Institute of Technology, New Delhi
(1984) and PGDM from Indian Institute of Management,
Ahmedabad (1986) -two of the most prestigious and globally
acclaimed academic institutions.

Detailed Bio-data of Shri Kalpen Shukla is appearing in the
Report on Corporate Governance in this notice.

Shri Kalpen Shukla doesn’t hold any shares in Khandwala
Securities Limited as on date of Notice.

Shri Kalpen Shukla is member of Audit Committee and
Chairman of Compensation Committee of Khandwala
Securities Limited. He dose not hold any position on Board
of Committee Memberships or Committee Chairmanships or
Directorship in any other Company as on date of Notice.

Your Directors recommend the resolution for your approval.

None of the directors are concerned or interested in the said
resolution except Shri Kalpen Shukla.

Item Nos. 5

Appointment of Shri Ajay Narasimhan as Director of the
Company

Shri Ajay Narasimhan was appointed as an Additional Director
of the Company with effect from 28" October 2005 by the
Board of Directors at its meeting held on the same day. As
per Section 260 of the Companies Act, 1956 an Additional
Director holds office up to the date of the ensuing Annual
General Meeting. The Company has received notice in writing
under Section 257 of the Companies Act, 1956 from a member
along with deposit of Rs.500/- signifying their intention to
propose the appointment of Shri Ajay Narasimhan as a
Director of the Company.

Shri Ajay Narasimhan, aged about 36 years, having
professional qualification having done MFC, D S M &
Bachelors in Science. Shri Ajay Narasimhan is a senior level
executive, with over a decade long experience in successfully
identifying, creating and managing strategic business
initiatives, resulting in enhanced business opportunities and
value creation. Have sound understanding of the global
business trends in the international securities industry (FSI)
space, especially with respect to application of mission-critical
technologies. Have held Management and Executive
positions with independent charge and worked in various
capacities with leading securities-industry technology
specialist firm and stock exchange.

Shri Ajay Narasimhan doesn’t holds any equity shares in
Khandwala Securities Limited and he is member of
Compensation Committee and Corporate Governance
Committee as on date of Notice.

Shri Ajay Narasimhan is Director on Board of M/s. STP
Domain Technologies Pvt. Ltd. and doesn’t hold any
Committee Memberships or Committee Chairmanships in any
other Company as on date of Notice.

Your Directors recommend the resolution for your approval.

None of the directors are concerned or interested in the said
resolution except Shri Ajay Narasimhan.

For and on behalf of Board of Directors
For Khandwala Securities Limited,

S M Parande
Chairman

Registered Office:

Ground Floor, Vikas Building,
Green Street, Fort,

Mumbai 400 023

Dates: 28" June 2006
Place: Mumbai
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Come; let s join hands for a new experience

DIRECTORS’ REPORT

The Members,
Khandwala Securities Ltd.

Dear Shareholder,

Your directors have pleasure in presenting herewith the
Thirteenth Annual Report along with Audited Statement of
Accounts for the year ended 31t March 2006.

FINANCIAL HIGHLIGHT
(Rs. in Lakhs)

Year ended  Year ended

31st March 31st March

2006 2005

Total Income 1221.89 985.56

Interest & other Financial Charges  55.10 56.22

Depreciation 52.35 50.43

(Loss) / Profit before Tax 411.48 174.49
Provision for Tax (including

Deferred Tax & Fringe Benefit) (194.32) (30.33)

(Loss) / Profit after Tax 605.81 204.82

Appropriations

Transfer to P & L from DRR 100.00 -

(Deficit) / Surplus carried forward 4.58 (701.22)

Reserves and Surplus 380.29 475.70

DIVIDEND

Your Directors doesn’'t recommended a dividend for the
financial year under review due to augment and conservation
of resources.

LISTING

The Company’s equity shares continue to be listed on The
Bombay Stock Exchange Limited, The National Stock
Exchange of India Ltd and The Madras Stock Exchange. The
applicable listing fee has been duly paid to all relevant Stock
Exchanges.

CORPORATE GOVERNANCE

As per Clause 49 of the Listing Agreement with the Stock
Exchanges, a separate section on Corporate Governance
together with a certificate from the Company’s Auditors
confirming compliance is provided in the Annexure forming
part of this report.

DIRECTORS

During the year Mr. S. K. Mehta resigned from the Directorship
w.e.f. 2@ September 2005 due to his ill health. Mr. Kalpen
Shukla and Mr. Ajay Narasimhan were appointed as Additional
Directors on 28™ October 2005 and being Additional Director,

they hold office upto the date of ensuing Annual General
Meeting and their appointments are proposed at 13" AGM
for members’ approval.

Mr. S M Parande a Non-Executive Independent Director. He
is retiring by rotation in this meeting and being eligible offers
himself for reappointment. He was also appointed as chairman
w.e.f 171" June 2005. Resolutions to give effect of Appointment
of Mr. Kalpen Shukla and Mr. Ajay Narasimhan and
Re-appointment of Mr. S M Parande are given in detail in the
notice enclosed with this report.

Your permission was obtained in the Extra Ordinary General
Meeting held on 25" May 2006 for the increase in
remuneration of Mr. Paresh J. Khandwala, Managing Director
of the Company from Rs. 18/- lacs p.a. to Rs. 25/- Lacs p.a..
Your company has made an application to Central
Government for their approval along with members’ resolution,
for which their sanction is awaited.

OPTIONALLY REDEEMABLE
PREFERENCE SHARES

The member’'s permission was obtained in the twelfth AGM
held on 2" September 2005 for the issuance of Optionally
Redeemable Convertible Preference Shares. However, the
allotment to the said Special Resolution was lapsed due to
non receipt of purchase consideration. Hence, special
resolution was lapsed without allotment.

SECRETARIAL AUDIT REPORT

CONVERTIBLE

Your Company voluntarily appointed M/s. Savita Jyoti,
Practicing Company Secretary, to conduct Secretarial Audit of
the Company for the financial year ended March 31, 2006.
The Secretarial Audit Report confirms that the Company has
complied with all the applicable provisions of the Listing
Agreement, The Companies Act, 1956, Depositories Act, 1996.

SETTLEMENT OF LEGAL DISPUTE

The Board would like to inform you that the Company has
arrived at One Time Settlement with the management of
M/s. Kumar Housing Corporation Limited (erstwhile
M/s. Sukumar Estates Limited), against whom your Company
had initiated legal case in past.

PREFRENTIAL ALLOTMENT

Your Company had proposed to issue and allot Equity Shares
to investor. Management of the Company had called the EGM
on 25" May 2006 to approve Special Resolution for issue of
9,43,000 Equity Shares to M/s. Sarthak Consultants Pvt. Ltd.
on preferential basis. The said resolution was duly approved
by members. Your Company is in a process of obtaining in-
principal approval from Stock Exchange.
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MANAGEMENT DISCUSSION AND ANALYSIS

Management Discussion And Analysis is attached to Directors
Report.

INDIAN CAPITAL MARKETS SCENARIO
Primary Markets

Riding on the stock market boom, companies have raised Rs
23,616.38 crore through follow-on issues and initial public
offerings in the concluded fiscal 2005-06, the biggest amount
ever from the primary market during a fiscal, beating the
previous financial year's Rs 21,431.56 crore. A significant
feature of last fiscal's primary market for public issues was
the dominance of follow-on issues. According to Prime
Database, which tracks India’s primary market, 26 listed
companies have raised Rs 12,861.30 crore through follow-
on issues during 2005-06, the second biggest amount through
this route in a fiscal after 2003-04's Rs 14,629.92 crore. This
is about 90 per cent higher than the previous fiscal's Rs
6,769.24 crore. However, the total money raised by
companies through the initial public offerings declined by
26.64 per cent in 2005-06 at Rs 10,755.08 crore, compared
to Rs 14,662.32 crore in 2004-05, the Prime Database data
showed.

I.  The Real Economy

The Indian economy exhibited strong performance during
2005-06, led by sustained growth in the industry and the
services sectors. According to the advance estimates of
the Central Statistical Organization (CSO), the real
GDP growth accelerated from 7.5 per cent in 2004-05
to 8.1 percent in 2005-06.

Industrial production registered strong growth during
April-February 2005-06 on the back of broad-based
manufacturing activity. The manufacturing sector
recorded growth of 9.0 per cent in 2005-06 (April-
February) on top of 8.9 per cent growth a year ago. On
the whole, industrial production recorded growth of 8.0
per cent as compared with 8.2 per cent in the
corresponding period of the preceding year.

Growth in the services sector accelerated to 9.9 per cent
during April-December 2005 from 9.7 per cent during
April-December 2004, benefiting from robust growth in
the major sub-sectors viz., ‘trade, hotels, transport and
communication’, ‘financing, insurance, real estate and
business services’ and ‘construction’.

The buoyancy in manufacturing and services sector
activities and the positive business confidence and
expectations suggest that the recent growth momentum in
the Indian economy is likely to be maintained in 2006-07,
as has also been projected by different agencies.

Il.  Fiscal Situation

The revised estimates for 2005-06 placed the key deficit
indicators of the Central Government lower than the

budgeted levels. This was enabled mainly by
compression undertaken in non-Plan expenditures in
respect of interest payments, subsidies, grants to the
States and defense expenditure.

As per Reserve Bank records, during 2005-06, gross and
net market borrowings (excluding issuances under the
Market Stabilisation Scheme) of the Centre amounted to
97.3 per cent and 94.3 per cent of the budget estimates
as compared with 70.6 per cent and 51.0 per cent,
respectively, a year ago.

During 2005-06, the States raised Rs.21,729 crore, i.e.
84 per cent of their gross allocation. The weekly average
utilisation of WMA and overdraft by the States during
2005-06 was significantly lower than that during the
previous year.

The Union Budget 2006-07 committed to resume the path
of fiscal consolidation under the FRBM so as to eliminate
the revenue deficit by 2008-09. The key deficit indicators,
viz. gross fiscal deficit, revenue deficit and primary deficit,
as per cent of GDP, are budgeted to be lower in 2006-07
than the previous year’s level.

Monetary and Liguidity Conditions

Monetary and liquidity conditions remained largely
comfortable during 2005-06 although there was some
tightness in liquidity conditions during the last four months
of 2005-06 reflecting partly the impact of the redemption
of India Millennium Deposits (IMDs). The Reserve Bank
injected liquidity through unwinding of the Market
Stabilisation Scheme (MSS) and repo operations under
the liquidity adjustment facility (LAF) along with some
private placement of the Central Government securities.
As a result, the banking system was able to meet the
sustained pick-up in credit demand from the commercial
sector.

In the face of the rising demand for commercial credit,
banks restricted their incremental investments in
Government paper. Strong growth in deposits as well as
access to non-deposit sources also enabled the banking
system to meet the enhanced demand for commercial
credit. Scheduled commercial banks’ non-food credit, on
ayear-on-year basis, registered a growth of 30.8 per cent
as on March 31, 2006 on top of 28.8 per cent a year ago.

Money supply (M3) expanded by 16.2 per cent on a year-
on-year basis as on March 31, 2006 as compared with
13.9 per cent a year ago. On a fiscal year basis, M3
expanded by 20.4 per cent during 2005-06 as compared
with 12.1 per cent a year ago. In this context, it may be
noted that data on fiscal year variation for 2005-06 are
not comparable with those of the previous years as the
data for 2005-06 include 27 fortnights while usually the
data for a year include 26 fortnights. Moreover, the last
reporting Friday of 2005-06 coincided with March 31, the
closing day for banks’ accounts, thereby giving rise to
the phenomenon of year-end bulge in aggregate deposits
and credit. Reserve money expanded by 16.9 per cent
on a year-on-year basis as on April 7, 2006 as compared
with 15.1 per cent a year ago.
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IV. Price Situation

Headline inflation firmed up in a number of economies
during 2005-06 on account of international crude oil
prices reaching a record high and remaining at elevated
levels. Accordingly, many central banks tightened
monetary policy during 2005-06 in order to contain
inflation and inflationary expectations, especially in view
of the fact that a significant part of the increase in
international crude oil prices is increasingly viewed as
somewhat permanent.

In India, headline inflation and inflation expectations
remained well-contained during 2005-06, despite
continued dominance of supply-side factors. Fiscal and
monetary measures undertaken since mid-2004 to
reduce the impact of imported price pressures on
domestic inflation and to stabilise inflationary
expectations were successful in containing inflation
towards the desired trajectory during 2005-06.

In India, year-on-year wholesale price inflation was 3.5
per cent on April 1, 2006 as compared with 5.7 per cent
a year ago.

VI. The External Economy

During 2005-06, India’s exports continued to maintain
the momentum of high growth for the fourth year in
succession, registering strong growth of 24.7 per cent
on top of 26.4 per cent growth a year ago Imports of
petroleum, oil and lubricants (POL) increased by 46.8
per cent during 2005-06, reflecting the impact of sharp
increase in international crude oil prices. Non-oil imports
posted a growth of 25.6 per cent during 2005-06 as
compared with 33.3 per cent a year ago. The trade deficit,
based on DGCI&S data, increased by 52.7 per cent over
the previous year to US $ 39.6 billion during 2005-06.
Balance of payments (BoP) data available for April-
December 2005 show that the current account deficit
widened in line with the growth in investment demand in
the economy. The balance of payments position,
nonetheless, remained comfortable during 2005-06 as
capital flows continued to remain large. India’s total
external debt declined by US $ 4.0 billion (3.3 per cent)
during April-December 2005 to US $ 119.2 billion at end-
December 2005, primarily reflecting the redemption of
the India Millennium Deposits (IMDs). India’s foreign
exchange reserves were US $ 154.2 billion as on April
7, 2006; at this level, they were US $ 12.8 billion higher
over a year ago level, despite an outgo of US $ 7.1 billion
on account of redemption of IMDs in December 2005.

YOUR COMPANY’S PERFORMANCE
Secondary Equity Market Operations

During the year under review, your company performed in
line with the market performance. Company successfully
managed to bring in reputed institutional clients. The company

improved its cash flow situation during the year. With the
equity stock indices ruling at unprecedented levels, there was
a spate of IPO’s in the previous year. Due to favourable market
conditions, promoters took the opportunity to raise capital and
fund their expansion plans. This was backed by strong
economic fundamentals—the real GDP growth accelerated
from 7.5% in 2004-05 to an estimated 8.1% in 2005-06.
Service Industry grown multifold during the year 2005-06. This
in turned increased the secondary equity market operation of
your company and accelerated in increasing Brokerage
Income. By the end of this fiscal we see that there was a
positive flow emerging in the cash flows of the entire business,
leaving sufficient room for us to increase business. Our equity
broking group did a volume of Rs. 16.08 bn in the traditional
cash markets and Rs 50.34 bn in the Futures and Options
markets.

We have now addressed the business challenge facing the
company comprehensively in 2001 and are set to move in a
powerful growth mode in the coming few years. We appreciate
the long-standing commitment expressed by our customers
and are now the essence for which we will continue to grow.
Our business focus continued to remain hybrid in nature with
our clients spread across selected institutions, corporate and
high networth individuals.

Merchant Banking

During the year Investment Banking Group of your company
executed three public issues worth Rs. 74.56 crores acting
as Sole Lead Manager and two Acquisition assignments.
During the Public Issues, your company received over
whelming response from the public / investors. Besides acting
as Lead Managers/Book Running Lead Managers to the Initial
Public Offerings(IPOs), we have been able to provide unique
solutions to meet client specific needs spread across the
gamut of Mergers & Acquisitions, Private Placements and
Corporate Advisory. The vibrant equity markets coupled with
our business intelligence and expertise enabled us to further
strengthen our relationship with existing clients as well as
add new ones.

Your company has achieved niche in executing assignment
related to Public Issue / Corporate Advisory Services / Capital
Restructuring / Acquisition under Take over Code of SEBI
etc. The total revenue generated stood at Rs. 2.06 crores
during the year under review up 58% as compared to Rs.
0.30 crores in previous year. Your Company is focusing on
activities like Mergers & Acquisition, Private Placement,
Corporate Advisory services etc. to move up the value chain.

With the booming secondary market, the number of
companies that hit the market to raise funds has increased
significantly. We are currently handling five potential public
issues and two acquisition assignments, whose delivery would
bring your Company back into the race amongst the leading
Investment Banking and Merchant banking entity in Indian
markets.







Sr
No

Particulars Details

1 | Designation Managing Director

2 | Age 51 years
3 | Remuneration Rs.18,00,000/- p.a.
4 | Date of commencement 9" February 1993
of employment
5 | Nature of employment,
whether contractual or otherwise | Employment.
6 | Other terms and conditions Nil

7 | Nature of duties Managing the Company and
involved in Policy Making
decision process and

executing the same.

8 | Experience 31 years.

Permission has been obtained in the Extra Ordinary General
Meeting held on 25™" May 2006 for the increase in
remuneration of Mr. Paresh J. Khandwala, Managing Director
of the Company from Rs. 18/- lacs p.a. to Rs. 25/- lacs p.a.
Your company has made an application to Central
Government seeking their approval along with members’
resolution. The sanction to that effect is awaited which their
confirmation is awaited.

COMPLIANCE CERTIFICATE

A certificate from the auditors of the Company regarding
compliance of conditions of Corporate Governance as
stipulated under Clause 49 of the Listing Agreement is
attached to this report.

PERSONNEL

The Board wishes to place on record its appreciation for
sincere and dedicated efforts put in by all the employees.
Employee-Management relations continued to remain cordial
throughout the year under review.

DIRECTOR’S RESPONSIBILITY STATEMENT

Pursuant to the provisions of Section 217(2AA) of the
Companies Act, 1956 as amended by the Companies
(Amendment) Act, 2000 the Directors confirm that, to the best
of their knowledge and belief:

(i) in the preparation of the accounts, the applicable

accounting standards, have been followed along with
proper explanation relating to the material
departures, if any;
(i) appropriate accounting policies have been selected
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 as at 31st March 2006 and of the
Profit & Loss of the Company for the said period;
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(iif) proper and sufficient care has been taken for the
maintenance of adequate accounting records in
accordance with the provisions of the Companies
Act, 1956 for safeguarding the assets of the company
and for preventing and detecting fraud and other
irregularities; and

(iv) that the accounts have been prepared on a going

concern basis.

PARTICULARS REGARDING CONSERVATION OF
ENERGY, TECHNOLOGY ABSORPTION AND FOREIGN
EXCHANGE EARNINGS AND OUTGO

a) Conservation of Energy:
Your Company consume electricity mainly for the
operation of its computers. Though the consumption
of electricity is negligible as compared to the total
turnover of the Company, your company has taken
effective steps at every stage to reduce consumption
of electricity.

b) Technology Absorption
This is not applicable to your Company as it has not
purchased or acquired any Technology for
development of software from any outside party.

c) Foreign Exchange Earnings/Outgo
Foreign Exchange Earnings 1 Rs. Nil
(previous year — Nil)
Foreign Exchange Outgo : Rs. 11,59,000/-
(previous year—Rs. 5,39,000/-)

DEPOSITS

Your Company has not accepted any deposits from the
public and, as such, no amount of principal or interest
was outstanding as of the balance sheet date.

ACKNOWLEDGMENTS

The Board of Directors takes this opportunity to express
its sincere appreciation for the assistance, support and
cooperation extended by various Central and State
Government departments / agencies, financial institutions
and banks. Lastly, the directors wish to sincerely thank
all the shareholders for their continued support.

For and on behalf of the Board of Directors
Khandwala Securities Limited

S M Parande
Chairman

Date: 28" June 2006
Place : Mumbai.




KHANDWALA SECURITIES LIMITED

‘Outstanding Corporate have one thing tn common an absolute sense of mission”

MANAGEMENT DISCUSSION AND ANALYSIS

Industry Overview

In FY 2005-06, the primary market sustained momentum
backed by a buoyant secondary market and improved macro
economic fundamentals. During 2005-06, 138 companies
accessed the capital markets and mobilized Rs.27, 814
Crores as compared to 60 issues, which raised Rs.28,256
Crores in 2004-05. While the number of issues was more
than double that in 2004-05, the amount mobilized however,
was less by 3.5% in 2005-06. Amount raised by public issues
was modestly lower at Rs.23,169 Crores in 2005-06 compared
to Rs.24, 640 Crores in 2004-05. Even though the number of
IPOs was higher at 79 in 2005-06, the amount raised through
IPOs witnessed a marginal decline. During 2005-06, 79 IPOs
raised Rs. 10,919 Crores compared to 23 IPOs mobilizing
Rs. 12,382 Crores in 2004-05.

During 2005-06 the companies preferred the equities route
to raise funds, rather than seek any other funding. As the
interest rates have started to rise. All the IPOs during the
year were by private sector companies except that of Gujarat
state Petronet Ltd. On the other hand the number of rights
issues during 2005-06 was higher at 36 mobilizing Rs.4126
Crores as compared to 26 issues mobilizing Rs.3, 616 Crores
in 2004-05. The highest resources mobilization for any month
was December when Rs.8985 Crores was raised. There were
17 mega issues in 2005-06 and twenty issues were highest
in the month of March 06. The largest issue during the year
was that of ICICI Bank Ltd (Rs.5101 Crores) followed by
Hindalco Industries Ltd (Rs.2, 227 Crores) and Bank of Baroda
(Rs. 1633 Crores).

Industry wise, banking / financial institutions were the
dominant resource mobilises in 2005-06 raising Rs. 12,439
Crores through 12 issues. Six public sector banks raised
equity worth of Rs. 5413 Crores in 2005-06. The number of
issues was highest for Information technology (15 issues)
followed by textile sector (13 issues). During the financial year
2005-06, private placement has been a major source through
which significant amount of funds have been raised. The total
amount reported to BSE and NSE through private placement
was Rs.95, 717 Crores (463 issues) during 2005-06. NSE
accounted for 78% of the total amount reported by the two
exchanges.

Indian financial markets remained orderly during 2005-06
even as interest rates edged up across the spectrum. Money
market conditions, which remained comfortable up to October
2005, turned somewhat tight thereafter. Call money rates
generally remained within the repo-reverse repo rate corridor
except the last quarter of 2005-06. Rates in the collateralised
segments of the money market — the market repo (outside
the LAF) and the Collateralised Borrowing and Lending
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Obligation (CBLO) segments — however remained within the
corridor. The collateralised segments account for a growing
and predominant share (about 70 percent) of the total money
market turnover. The call rates have eased to below 6.0 per
cent during April 2006 so far, reflecting improvement in
liquidity conditions.

The foreign exchange market remained more or less orderly,
exhibiting two-way movements. Yields in the Government
securities market hardened during 2005-06, with the increase
at the longer end less than at the short-end.
In the credit market, deposit and lending rates edged up during
the year as credit demand accelerated further.

Rights issue

Similarly, rights issue mobilization recorded an increase of
14 per cent in 2005-06 at Rs. 4,126 crore, compared with the
previous year's Rs 3,616 crore. But, the rights issue figure
was just 33 per cent of the Rs 12,630 crore raised in the
boom year of 1992-93. In the rights issue category, the largest
issue was from Hindalco Industries, which raised Rs 2,227
crore. The other big rights issuers included Nicholas Piramal
(Rs 333 crore), Pantaloon Retail (Rs 224 crore), Titan
Industries (Rs 127 crore), Trent (Rs 118 crore), Andhra
Pradesh Paper Mills (Rs 113 crore) and GIC Housing (Rs
108 crore). Looking ahead, analysts said the 2006-07 also
looked set to continue the trend. As many as 31 companies
have already applied for or have obtained SEBI approval for
raising Rs 2,153 crore. Some of the major ones include Bajaj
Auto Finance’s Rs 950 crore and California Software’s Rs 27
crore issues.

Secondary Market

The stock markets witnessed bullish conditions during 2005-
06 with the benchmark indices touching all time high levels,
driven mainly by support from the Flls on the back of strong
macroeconomic fundamentals of the Indian economy,
congenial investment climate, sound business outlook and
robust corporate earnings. Liquidity support from mutual
funds, firm trends in the major international equity markets
and surge in ADR prices also buoyed up stock markets.

Positive measures announced in the Union Budget, 2006-07
such as raising Fll investment limit in Government securities
and corporate debt, treating open-ended and close-ended
equity-oriented schemes on par for dividend distribution tax,
rationalization of excise duties and relaxation in fringe benefit
tax also helped to boost the market sentiment.

Reflecting all these factors, the BSE Sensex increased by
whopping 73.7% to close the fiscal at 11,280 points, while
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the S&P CNX Nifty increased by 67.2% to 3,403 points over
the same period. The total turnover in the cash segment
increased sharply during 2005-06. The market capitalization
also surged on account of increase in stock prices as well as
listing of new securities. Listing of new securities added more
degree of flexibility, depth, width and choice for investors.

The rally in the stock markets during 2005-06 was widespread.
Amongst the major sectors, BSE capital goods index
registered the highest gain (156.0%), followed by Consumer
Durables (115.4%), Fast Moving Consumer Goods (FMCG)
(109.9%), IT Sector (49.2%), Public Sector Undertakings
(PSUs) (44.0%) and Banking Sector (36.85%).

Gains by the capital goods stocks reflected the pick-up in
investment activity and the Government's emphasis on
infrastructure developments in the Union Budget, 2006-07.
The consumer durables stocks were buoyant on the back of
strong growth in sales, good financial results of some of the
companies and mergers. and acquisitions in the sector. The
FMCG stocks benefited from the normal progress of monsoon
and its positive effect on sales, and abolition of excise duty
on branded foods and reduction in excise duty from 16% to
8% on selected fast food items in the Union Budget, 2006-
07. Banking sector scrips gained due to several factors such
as pick up in non-food credits of the banks and permission to
banks to issue perpetual bonds and other hybrid instruments.
Favorable proposals in the Union Budget, 2006-07 relating
to the banking sector such as conversion of non-tradable
special securities into tradable SLR Government of India dated
securities, and inclusion of fixed deposits of scheduled banks
of maturity not less than 5 years in Section 80C of the Income
Tax Act also boosted the banking sector scripts.

Indian market exuberance was reflected in the mammoth fresh
fund infusion by the foreign institutional investors (FlIs), which
was US $ 10.9 billion for the fiscal on top of net purchases of
US $ 9.1 billion during the previous year. Mutual funds also
made net purchases in equities of Rs. 14,308 Crores during
the year as compared with net purchases of only Rs. 448
Crores during the previous year. To sum up, it was a fiscal
that reiterated the emergence of India as a formidable
economy in the global business arena, with its benefits
continuing to attract global investors to the capital markets.

Mutual Funds

The fiscal 2005-06 was a historic year for the mutual fund
industry. 190 new schemes were launched during the year
as against 97 in the previous year. The amount mobilized
through new schemes was Rs.70, 583 crores as against
Rs.25, 764 crores in the previous year representing an
increase of 173%. The total funds mobilized during year stood
at Rs.10, 98,158 crores against Rs.8, 39, 662 crores in last
year representing an increase of 31% The AUM (assets under
management) on 31t March 2006 stood at Rs.2, 31,862
Crores as against Rs.1, 49,554 crores at the end of the
previous year, registering an increase of 55 % over the year.
The rise in stock markets resulted in the equity mutual funds
giving excellent returns to the small investors. Many of the
schemes gave returns in excess of 50 percent. Reliance
Mutual fund created history when its NFO collected Rs.5700
crores from over 9.29 Lakhs applications. This was the
Highest NFO collection ever in the history of the Indian mutual
fund industry. Mutual funds are getting a good response from
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the small investors in the times of increased volatility in the
stock market. As a result of discounting of IPOs after listing
and volatility in the secondary market, a large number of the
small investors have shifted to mutual funds.

Insurance sector overview:

Insurance business can be broadly classified into life and
non-life segment.

Life Insurance:

The Life Insurance business rose by 41% for the year ended
31st March 2006. The industry data can be categorized and
compared in following manner.

(RsinCr)
Life Insurance 2005-06 2004-05 | Growth
Individual Single Premium 10998.99 5904.61 | 86.27%
Individual Non Single Premium 19889.04 | 15245.83 | 30.46%
Group Single Premium 4406.24 4013.98 9.77%
Group Non Single Premium 603.68 365.23 | 65.29%
Total 35897.95 | 25529.65 | 40.61%

It can be observed that growth in life insurance premium of
41% is mainly driven by growth in individual single premium
business of 86% and group non-single premium of 65% The
group non single premium underwritten for the year ended
31st March, 2006 is entirely underwritten by private insurers
covering 28,51,686 lives compared to 22,45,355 lives covered
in corresponding previous year.

Share of private insurers in total life insurance premium

Year 2005-06 2004-05

Insurers LIC Private LIC Private
Insurers Insurers

Individual Single

Premium 79.58% 20.42% 82.80% | 17.20%

Individual Non

Single Premium 65.09% 34.91% 74.65% | 25.35%

Group Single

Premium 89.56% 10.44% 92.25% | 7.75%

Group Non

Single Premium 100% - 100%

Total 71.44% 28.56% 78.23% | 21.77%

The share of private insurers has increased from 21.77%
to 28.56% of total life insurance premium in current year
2005-06. The share of private insurers has grown across all
schemes of life insurance business.

A further segregation of the life premium underwritten overall
during the year indicates that Life, Annuity, Pension & Health
contributed to 73.57%, 4.30%, 22.11% & 0.02% respectively.
The private insurers have more concentrated on life segment
amounting to 92.26% of total premium underwritten.
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Non-Life Insurance.

The non life insurance business has grown at 16.2% for the
financial year 2005-06 and the gross written premium has
crossed Rs. 20,380 Cr. Two new players, ICICI Lombard and
Bajaj Allianz, have crossed the premium mark of Rs.1000
crore in the financial year.

Private players have recorded a gross premium underwritten
for the F.Y.2005-06 of Rs.5426.86 Cr registering a growth of
52.54% on previous years premium and public sector
managed to increase their premium only by 7% over previous
year.

If customer service level improves, the market can hope to
attain growth rate of 18% or more in 2006-07.

Future outlook of insurance sector.

An expert group of Cll (Confederation of Indian industry) has
projected that the size of the insurance market will grow to
Rs. 145,000 crores over next 10 years translating into an
annual growth rate of over 19.6% Life and health insurance
has a very high potential to grow as very large section of
insurable population remains to be insured in the country. So
far only 3% of population is covered by health insurance and
life insurance premium as a percentage of GDP in India was
2.26% as against global penetration level of 4.59%

Indian Debt Market

The Indian Debt market remained weak during the Fiscal year
2005-06 after the interest rate cycle reversed from soft to
hard in 2004-05. Reverse Repo rate (Benchmark Rate) in
India has increased by 75bps from 4.75% to 5.50% during
2005-06 and further increased to 5.75% w.e.f from June 08,
2006. Increasing interest rate in India is a response to the
inflationary pressure in India coupled with increasing global
interest rate scenario. The recent rise in interest rates will
help India to bridge gap between the local-global interest rate
differential. Global Interest rates are on rise in order to tighten
the monetary conditions in the economy by controlling liquidity
to curb inflationary pressure. Fed rate has increased by
200bps from 2.75% to 4.75% during 2005-06 and further
increased to 5.00% w.e.f from May 10,2006.

Inflation firmed up in a number of economies during 2005-06
on account of international crude oil prices reaching a record
high and remaining at elevated levels. Accordingly, many
central banks tightened monetary policy during 2005-06 in
order to contain inflation and inflationary expectations,
especially in view of the fact that a significant part of the
increase in international crude oil prices is increasingly viewed
as somewhat permanent.

Inflation and inflation expectations in India remained well
contained during 2005-06, despite continued dominance of
supply-side factors. Fiscal and monetary measures
undertaken since mid-2004 to reduce the impact of imported
price pressures on domestic inflation and to stabilize
inflationary expectations were successful in containing
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inflation towards the desired trajectory during 2005-06. In
India, year-on-year wholesale price inflation was 3.5 per cent
on April 1, 2006 as compared with 5.7 per cent a year ago.

Monetary and liquidity conditions remained largely
comfortable during 2005-06 although there was some
tightness in liquidity conditions during the last four months of
2005-06 reflecting partly the impact of the redemption of India
Millennium Deposits (IMDs). The Reserve Bank injected
liquidity through unwinding of the Market Stabilisation Scheme
(MSS) and repo operations under the liquidity adjustment
facility (LAF) along with some private placement of the Central
Government securities. As a result, the banking system was
able to meet the sustained pick-up in credit demand from the
commercial sector.

In the face of the rising demand for commercial credit, banks
restricted their incremental investments in Government paper.
Strong growth in deposits as well as access to non-deposit
sources also enabled the banking system to meet the
enhanced demand for commercial credit. Scheduled
commercial banks’ non-food credit, on a year-on-year basis,
registered a growth of 30.8 per cent as on March 31, 2006 on
top of 28.8 per cent a year ago.

Money supply (M3) expanded by 16.2 per cent on a year-on-
year basis as on March 31, 2006 as compared with 13.9 per
cent a year ago. On a fiscal year basis, M3 expanded by 20.4
per cent during 2005-06 as compared with 12.1 per cent a
year ago. In this context, it may be noted that data on fiscal
year variation for 2005-06 are not comparable with those of
the previous years as the data for 2005-06 include
27 fortnights while usually the data for a year include 26
fortnights. Moreover, the last reporting Friday of 2005-06
coincided with March 31, the closing day for banks’ accounts,
thereby giving rise to the phenomenon of year-end bulge in
aggregate deposits and credit.

Reserve money expanded by 16.9 per cent on a year-on-
year basis as on April 7, 2006 as compared with 15.1 per
cent a year ago.

Key Interest rates in the economy such as call money market
rates, reverse repo rate, repo rate and yield on treasury bills
and government papers moved up mainly due to rise in
reverse repo rate. Average daily volumes in the Wholesale
debt market fell down by 42% to Rs. 1754.70 Cr during
2005-06. However the overall market capitalization increased
to Rs. 1567574 Cr from Rs. 1461734 Cr and also the average
trade size increased to Rs. 7.68 Cr from Rs. 7.14 Cr.

Market operations — raising market share:

During the year in a booming market, your company has
managed to hold on to its market share and continues to retain
its standing as one of the pre eminent local players on the
bourses.
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With the BSE card to be activated during the month of June,
your company is poised to grow by leaps and bounds in the
broking segment during the current financial year.

Capitalizing on opportunities:

The trick of the trade in this line of business is to be at the
forefront when markets are active. We adopted this strategy
during the fiscal and it has borne rich fruits. In the F&O
segment, we were the most aggressive during the months of
April, May, January and March. While the opening months of
the fiscal witness a spurt in business due to the Budget
announcements and other economy related factors, activity
during January perks up due to Fll business. Of course,
activity during March is at a feverish pitch as clients are keen
to maintain as little stock as possible on books. Our trades
during these hectic months has averaged Rs. 750-800 mn
per month. Research has a big role to play during such times
as strategies are drawn up well in advance. In fact, at any
point of time we have many alternate investment strategies
in order to suit the requirements of individual clients.

Excellent prospects ahead:

While the spectre of high oil prices keeps on rearing its ugly
head at regular intervals and the US and EU try hard to
mollycoddle China for revaluing its currency, the prospects
for Indian companies by and large keep getting better with
every passing year.

While its true that the kind of bottomline growth rates posted
by the corporate sector during the last two years would be
hard to replicate, the constant churning keeps throwing up
new investment opportunities. The trick is in being both nimble
and awake notwithstanding your size. This is the art we have
perfected over the years as our growing clout has never
clouded our ingenuity.

Continuing on the zealous forays abroad, Indian companies
are now no longer reaping a lonely furrow. While Infosys
closed another gargantuan overseas offering at a sizable
premium to market price, even Tata Chemicals has plunged
into the arena by taking over an Egyptian company. Why,
even a hitherto small company like Jindal Polyfilms is planning
acquisitions in the developed markets. This shows the latent
potential in Indian companies as new opportunities keep
emerging every year. We, at Khandwala Securities are always
tuned to such opportunities and spare no efforts in making
the most of such ideas.

Internal Control Systems

The Company has and adequate system of internal controls
to ensure that all assets are safeguard. The management
ensures that the controls are implemented through well-
defined organizations structure, documented policy and
guidelines and manuals towards achieving efficiency in
operations and optimum uitilisation of resources.

The internal control systems are supplemented by an
extensive programme of internal audits by the Company’s
Management Audit Team and the independent Internal Audit
Team. They cover on a continuous basis all areas of
operations and marketing functions. Their scope also includes
evaluation of all financial, operating and system controls. A
qualified and independent Audit Committee of the Board
reviews the internal audit reports and the performance as
reported by the Internal Audit Team. The external auditors
express their views on the adequacy of internal control
systems as well as financial disclosures. The Board is
apprised on all business aspects regularly.

Human Resources

The strength of KSL has always been the involvement of its
people, team orientation, their high integrity, abiding loyalty
and deep commitment to the organization. Over the years, a
culture has been created in KSL, which encourages learning
and experimentation and enhances ownership feeling.

Cautionary Statement

The statements in the Report of the Board of Directors and
the Management’s Discussion & Analysis Report describing
the Company’s projections, estimates, expectations or
predictions may be forward looking statements within the
meaning of the applicable laws and regulations. Actual results
could differ materially from those expressed or implied since
the Company’s operations are influenced by many external
and internal factors beyond the control of the Company.

For and on behalf of the Board of Directors

Khandwala Securities Limited

S M Parande
Chairman

Date: 28" June 2006
Place : Mumbai.
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To,

Board of Directors
Khandwala Securities Limited
Ground Floor, Vikas Building,
Green Street, Fort,

Mumbai 400 021

Dear Sirs

We hereby certify that, to the best of our knowledge and belief:

1.

We have reviewed the balance sheet and profit and loss account and all its schedules and notes to accounts, as well
as cash flow statements and the Directors report;

These statements do not contain any material untrue statement or omission of fact nor do they contain statements
that might be misleading;

These statements together present a true and fair view of the company, and are in compliance with the existing
accounting standards and / or applicable laws / regulations.

The Management are responsible for establishing and maintaining internal controls and have evaluated the
effectiveness of internal control systems of the company; deficiencies in the design or operation of internal controls,
if any, and what they have done or propose to do to rectify these;

The Management have also disclosed to the auditors as well as the Audit Committee that their are no instances of
significant fraud, that involves management or employees having a significant role in the company'’s internal control
systems; and

The Management have indicated to the auditors, the Audit Committee and in the notes to accounts, whether or not
there were significant changes in internal control and / or of accounting policies during the year.

For Khandwala Securities Limited

S. M. Parande
Chairman

Date : 28th June, 2006
Place : Mumbai
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in the world] led by client choices and preference.”

CORPORATE GOVERNANCE REPORT

1.

Corporate Governance a lifestyle

The Corporate Governance is a way of lifestyle
deliberated in decision-making process by Management
of Company. It is a way that necessitates taking into
account the stakeholders interests in every process in it.
The Company believes that good Corporate Governance,
with transparency and independence as its key
ingredients, provides a market, oriented framework for
the objectives of Companies.

The company has adopted a Code of Corporate
Governance, which is in line with the best practices. Boards
are responsible to shareholders for the company’s
performance and growth. Companies cannot prosper
without the trust and support of their stakeholders. Corporate
governance is often the distinguishing factor between
companies that advance competitively and those that lag
behind. Today, there is sufficient empirical evidence to
suggest a strong and positive correlation between good
corporate governance, earnings and stock value.

The Company has adopted whistle Blower Policy as
per requirement of revised clause 49 and has moved
further in its pursuance of excellence in Corporate
Governance.

Board of Directors:

The Board of Directors comprises six director’s all
professionals in their capacity who brings in a wide range
of skills and experience to the board. All the directors of
the company, except the Managing Director, are non-
executive directors.

Five directors are independent directors. ‘Independent
directors who apart from receiving directors’ sitting fees
do not have any other material pecuniary relationship or
transactions with the Company, its promoters, its
management or its subsidiaries, which in the opinion of
the board may effect independence of judgment of the
director. The details of Board Members are as under;

Name of member Position

Shri Shreedhar M Parande | Chairman, Non Executive,

Independent Director
Managing Director and CEO,
Promoter Director

Non Executive, Independent
Director

Non Executive, Independent
Director

Non Executive, Independent
Director

Non Executive, Independent
Director

Non Executive, Independent
Director

Shri Paresh J. Khandwala
Shri Prakash Shah
Shri Rohit Chand#

Shri Kalpen Shukla*

Shri Ajay Narasimhan*

Shri Suresh K Mehta**

#

*%

A

Appointed on 23" July 2005
Appointed on 28" October 2005
Resigned on 02" September 2005

Khandwala Securities Limited is a Company managed
by Board and the Board meets at regular intervals to
consider accounts, review of operations, formulate
corporate policies and set up goals. The Board has
constituted following committees viz;

*  Audit Committee

e Shareholder / Investor Relations Committee
*  Remuneration / Compensation Committee

»  Corporate Governance Committee

None of the Directors on the Board are a Member on
more than 10 committees and Chairman of more than 5
Committees as per the requirement of clause 49 of the
listing agreement, across all the companies in which he
is a Director.

The information on Composition of the Board, Director’s
attendance at Board Meetings held during the year and
at the last Annual General Meeting, Directorships in other
companies and committees of other companies are given
in below mentioned chart.

The Constitution of Board as on 31st March 2006

Name of the
Director

No. of Other
Directorships / Committee
Memberships / Chairmanship

Committee
Membership /
Chairmanship

Attendance
Particulars

Board| 12
Meetings|AGM

Other| Committee| Committee
Director-| Member-| Chairman-
ships ships| ships

Committee
Chairman-
ships

Committee
Member-
ships

Paresh Khandwala 8/8
S. M. Parande 8/8
Prakash Shah 5/8
Rohit Chand 3/8| No 2/4 Nil 5 2 Nil
Kalpen Shukla 2/8

Ajay Narasimhan 2/8

Suresh Mehta 1/8| No 3/4 Nil Nil Nil Nil

Yes 214 1 2 Nill Nil
Yes 3/4 1 5 Nil Nil
Yes 214 1 2 Nill Nil

N.A. 2/4 1 Nil Nil Nil
N.A. 214 Nil Nil Nil Nil

Note: Directorship in Private Companies is not considered.

B.

Attendance of the Directors at Meetings of the Board
and of the Members

During the financial year 2005-06 Eight Board Meetings
were held as detailed below:

25™ April 2005, 11™ June 2005, 17" June 2005, 23 July
2005, 2™ September 2005, 28" October 2005,
8" December 2005 And 28" January 2006. The details
of attendance are given in table shown above.
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The Twelfth Annual General Meeting was held on
02" September 2005. The details of attendance are given
in table shown above.

Board Procedure

A detailed agenda is sent to each director in advance of
Board and Committee Meetings. To enable the Board to
discharge its responsibilities effectively, the Chairman
appraises the Board at every meeting of the overall
performance of the Company, followed by presentations
by the other board members. The Board has placed
appropriate risk assessment and minimization
procedures. The Board also reviews strategy and
business plans, annual operating and capital expenditure
budgets, cash flow and fund flow statement, investment
and exposure limits in compliance with statutory /
regulatory requirements and review of major legal issues,
adoption of quarterly / half yearly / annual results including
limited review report and secretarial audit report, major
accounting provisions and write-offs, corporate
restructuring, minutes of meetings of the Audit and other
Committees of the Board, information on recruitment of
officers below the Board level, including the Compliance
Officer.

Code of Conduct

The Company has laid down detailed Code of conduct
in pursuant to Revised Clause 49 of the Listing
Agreement and Amendment thereof for all Board
members and senior management (senior management
— core management team excluding Board of Directors
which would comprise all members of management one
level below the executive directors, including all functional
heads). Affirmation of Board members and senior
management regarding compliance with the code on an
annual basis is duly received.

A Declaration of Compliance of Code of Conduct from
Mr. Paresh J Khandwala, CEO and Managing Director is
enclosed as Annexure |. The Company has also laid down
detailed Code of conduct in pursuant to SEBI (Prohibition
of Insider Trading) Regulations, 1992 and Amendment
thereof for all Board members and Designated
Employees and adherence to the same is reviewed
periodically.

Directors seeking re-appointment

Shri S M Parande, Director of the Company seeks
reappointment

Mr. Parande is B. Sc. Gold Medalist, M. Sc. Dakshina
Fellow and first in the university, LLB. First class first,
LLM. (Commercial Law) first in the university, CAIIB, AIB
(London), Diploma in German Language and has
Certificate in French Language.

Mr. Parande has worked in State Bank of India starting
as a Management Trainee with Branch experience for
almost a decade thereafter he was exposed to corporate
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(into industrial finance) lending, handling all the corporate
accounts in State Bank of India who has the largest
market share in the country. In other words the exposure
was to all industries and all the corporate houses and
MNC's.

He was responsible for setting up the first hundred
percent International Business Banking Branch of State
Bank of India. Was then posted to State Bank, Frankfurt,
West Germany (for 5 and half years), and looked after
the operation in Germany and rest of Western Europe.

He also looked after the corporate planning of State Bank
of India in the Chairman'’s office before being selected to
set up SBI Capital Markets Ltd as Executive Director. In
SBI Caps he was responsible for setting up the SBI
Mutual Fund, the first Mutual Fund set up in country (aside
from UTI). Successfully launched an offshore fund of over
US $ 250 Million in collaboration with Morgan Stanley
and secured mandate for and managed a convertible
bond fund of US $ 50 Million by Asian Development Bank,
Manila. Also handled the public issues of a few hundred
companies as also the syndication of debt and advisory
services for all corporates.

As a special assignment he was given the task of acting
as a liquidator of Bank of Credit and Commerce
International, Bombay Branch. Successfully ensured that
all the depositors were paid deposits in full along with
interest (the only case of its kind in the world for BCCI).

He was Managing Director of State Bank of Hyderabad
with over 750 Branches all over in country and over 15000
employees.

Shri S M Parande appointed as Director of Khandwala
Securities Limited in the Board Meeting held on 30th June
1995.He is having in total about 43 years of experience
in the Capital Market having large investment portfolio.
The major role is executing Corporate Planning, Handling
Public Issues, and Syndication of Debts etc.

Private Sector:

He was associated with the Hinduja, Mafatlal and Mittal
Groups in their venture in connection with financial services
after voluntary retirement from the State Bank Group.

Other Directorship of Shri S M Parande
1. Shrishma Fine Chemicals (Karnataka) Limited
2.  Omtex Industries Limited
3. Shweshta Marketing & Finance Services Limited
4. Greater Bombay Co-operative Bank Limited
5. Global Tax & Finance Limited

Shri S M Paranda is a member of Audit Committee & Chairman
of Shareholder’'s committee of Your Company and is not
member of any Committee in any other Company.
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Appointment of Additional Directors at AGM

Appointment of Shri Kalpen Shukla as Director of the
Company

Chemical Engineer (B.Tech.) from Indian Institute of
Technology, New Delhi (1984) and PGDM from Indian
Institute of Management, Ahmedabad (1986) -two of
the most prestigious and globally acclaimed academic
institutions.

He has worked in Industry for over 19 years in the areas
of Sales / Marketing, Business / Market Development,
Brand Management, Strategy Planning and
Implementation, Management Consultancy etc. He has
received excellent exposure to many of the contemporary
international management practices in some of the most
competitive and challenging work environments.

He possesses a judicious blend of strong business
acumen having worked with Hindustan Lever Ltd.,
Johnson & Johnson, Pidilite, Godrej & Boyce coupled
with sound appreciation of latest E-Business applications
and Internet Technologies (British Gas Broadband
India Ltd., Reliance Infocomm, Satyam Infoway etc).
He is also Advisor to companies across India as well as
outside India.

He is a member of Mckinsy Quarterly online Global
Executive panel.

He has attended and conducted many programs for
Personality Development / Team Management and
Leadership / Strategic Management Practices etc.

He has presented many papers on Strategy Planning,
Marketing and Corporate Governance. He is also a
regular visiting faculty at many Management Schools in
Mumbai / Ahemdabad.

Appointment of Shri Ajay Narasimhan as Director of
the Company

Shri Ajay Narasimhan, aged about 36 years, having
professional qualification having done MFC, D S M &
Bachelors in Science. Shri Ajay Narasimhan is a senior
level executive, with over a decade long experience in
successfully identifying, creating and managing strategic
business initiatives, resulting in enhanced business
opportunities and value creation. Have sound
understanding of the global business trends in the
international securities industry (FSI) space, especially
with respect to application of mission-critical
technologies. He has held Management and Executive
positions with independent charge and worked in various
capacities with leading securities-industry technology
specialist firm and stock exchange.

Shri Ajay Narasimhan is Director on Board of M/s. STP
Domain Technologies Pvt. Ltd. and doesn’t hold any
Committee Memberships or Committee Chairmanships
in any other Company as on date of Notice.

3. Audit Committee

The role, terms of reference and the authority and powers
of this Committee are in the conformity with the
requirements of the Companies Act, 1956 and the Listing
Agreements. The essential functions of the Audit
Committee include review of systems and procedures,
overseeing the functioning of internal audit, the
effectiveness of controls and regulatory compliance. It
also reviews Company'’s financial reporting process,
disclosure of financial information, observations of
auditors and recommends the appointment and
re-appointment internal as well as statutory auditors, their
fees and reviews with management annual financial
statements before submission to the Board.

This Committee comprises solely of Independent
Directors. Besides having access to all the required
information from within the Company, the Committee can
obtain external professional advice whenever required.
The Committee acts as a link between the Statutory and
the Internal Auditors and the Board of Directors of the
Company. It is authorized to select and establish
accounting policies, review reports of the Statutory and
the Internal Auditors and meet with them to discuss their
findings, suggestions and other related matters.

The Committee is empowered to review the remuneration
payable to the Statutory and Internal Auditors and to
recommend a change. The Committee has reviewed the
annual financial statements particularly with reference
to section 217(2AA) of the Companies Act, 1956,
quarterly financial statements before submission to the
Board for approval, performance of the statutory and
internal auditors.

The Audit Committee reviews information like
management letters, letters of internal control
weaknesses issued by external auditors, records of
related party transactions, internal audit reports,
appointment, removal and terms of remuneration of Chief
Internal auditor, etc.

Composition and Attendance

The Audit Committee comprised of Shri Prakash Shah-
Chairman, Shri S. M. Parande and Shri Mr. Kalpen Shukla,
all being Non-Executive and Independent Directors with vast
experience in and knowledge of corporate affairs and
finance.

As and when necessary, senior functionaries are called to
the meeting. The Company Secretary acts as the Secretary
of the Committee.
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During the financial year under review, four meetings of Audit
Committee of the Board were held on 25" April 2005,
231 July 2005, 28" October 2005 and 24" January 2006.

Attendance record of the members of the Audit Committee is
as under:

Name of the No. of No. of
Member Director Meetings | Meetings

held | attended
Shri Prakash Shah, Chairman 4 3
Shri S. M. Parande 4 4
Shri Kalpen Shukla* 4 1
Shri S K Mehta** 4 2

*

Appointed on 08" December 2005

*%

Reigned on 02 September 2005

Remuneration / Compensation Committee

The role of the Remuneration / Compensation Committee
is to review market practices and to decide on
remuneration packages applicable to the Managing
Director and Senior Executives of the Company. During
the course of review, the Committee also decides on the
other incentives payable, taking into account the
individual performance as well as that of the Company.
This Board Committee is vested with the responsibility
to function as per SEBI guidelines and recommends to
the Board the Compensation package for the senior level
management employees. It also reviews from time to time
the overall compensation structure and related policies
with a view to attract, motivate and retain employees.

Composition and Attendance

The Remuneration / Compensation Committee
comprised of Shri Kalpen Shukla-Chairman, Shri Rohit
Chand, and Shri Ajay Narasimhan.

Attendance record of the members of the Remuneration/
Compensation Committee is as under:

Remuneration Policy

The Remuneration Policy of the Company for managerial
personnel is primarily based on the following criteria:

» Performance of the Company, its divisions and units.

» Track record, potential and performance of individual
managers and

» External Competitive environment.
Remuneration to Directors

Remuneration of Executive Director is decided by the Board,
based on recommendations of the Compensation Committee
as per the remuneration policy of the Company, within the
ceilings fixed by the shareholders. Remuneration of the
Executive Directors for the year ended 31 March 2006, was
as follows.

Remuneration to Executive Directors

Managerial Remuneration is only paid to Mr. Paresh J
Khandwala, Managing Director and duly approved from
Shareholders from time to time.

Director Salary Commission | Perquisites Total Tenure of
and Appt.
Allowances
Mr. Paresh | Rs.10,92,600/- NIL Rs.7,07,400/-| Rs.18,00,000/- | 1°t January 2005
J Khandwala (Eighteen Lacs | to 31% December
only) 2009
Note : There is no Scheme of “Employee Stock Options”

during the Year.
Remuneration to Non-Executive / Independent Directors

Non-Executive / Independent Directors doesn’t receive any
thing over and above Sitting fees by way of remuneration
from the Company and there are no pecuniary relationships
or transactions of the Non-Executive Directors vis-a-vis the
Company except by way of Fees paid for attaining Board
Meeting.

Name of the No. of No. of
Member Director Meetings | Meetings

held | attended
Shri Kalpen Shukla, Chairman 1
Shri Rohit Chand* 4 0
Shri Ajay Narasimhan* 4 1
Shri S K Mehta** 4 2
Shri S M Parande# 4 3

*

Appointed on 08" December 2005
Reigned on 02" September 2005
Resigned on 28" October 2005

*%

#

Name of Director Sitting Fees
Shri S. M. Parande 35,000
Shri Prakash Shah 25,000
Shri Ajay Narasimhan* 10,000
Shri Kalpen Shukla* 10,000
Shri Rohit Chand 15,000
Shri S K Mehta** 5000

*

Appointed on 28" October 2005

*%

Reigned on 02" September 2005
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Shareholder / Investor Relations Committee

The Committee meets as and when required, to deal with
matters relating to transfers/transmissions of shares and
monitors redressal of complaints from shareholders
relating to transfers, non-receipt of balance sheet, non-
receipt of dividends declared, etc. With a view to
expediting the process of share transfers, the Chairman
of the Committee and Secretary is authorized to approve
transfers / transmissions of shares.

Composition and Attendance

The Company’'s Share Transfer and Shareholder /
Investors Grievance Committee functions under the
Chairmanship of Shri S M Parande, Shri Rohit Chand
and Shri Paresh J. Khandwala.

Attendance record of the members of the Share Transfer
and Shareholder / Investors Grievance Committee is as
under:

Name of the No. of No. of
Member Director Meetings | Meetings

held | attended
Shri S M Parande, Chairman 5 5
Shri Paresh J. Khandwala 5 5
Shri Rohit Chand* 5 0
Shri S K Mehta** 5 2

*  Appointed on 08" December 2005
**  Reigned on 02" September 2005

As of date, there are no pending share transfers
pertaining to the year under review. There are no pending
share holders complaints as on 31t March 2006.

Corporate Governance Committee

The Committee was constituted on 08" December 2005
in light of changing scenario of Capital Market, to increase
transparency adherence towards better Corporate
Governance as duty towards Community. The Committee
will meet as and when required, to deal with matters
relating to periodically review of compliance related to
all laws applicable to the company as well as steps taken
by the company to prevent instances of non-compliances.

Composition and Attendance

The Corporate Governance Committee functions under
the Chairmanship of Shri Paresh J Khandwala, Shri Ajay
Narasimhan and Shri Prakash Shah.

Attendance record of the members of the Corporate
Governance Committee is as under:

Name of the No. of No. of

Member Director Meetings |Meetings
held | attended

Shri Paresh J Khandwala,

Chairman 1 1

Shri Ajay Narasimhan 1 1

Shri Prakash Shah 1 0
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General Body Meetings
Annual General Meetings

Details of last three Annual General Meetings of the
Company are given below :

Name of Day, Date Venue
Meeting and Time
Tenth Annual Monday M. C. Ghia Hall,
General Meeting | 3 March 2003 | 2™ Floor, Bhogilal
at 9.30 a.m. Hargovindas Bldg,
Mumbai 400 001
Eleventh Annual | Thursday, Garware Club House,
General Meeting | 19" August 2004 | D-Road, Churchgate,
at 10.00 a.m. Mumbai 400 001
Twelfth Annual | Friday, 2nd Garware Club House,
General Meeting | September 2005 | D-Road, Churchgate,
Mumbai 400 001

Pursuant to the provisions of Section 192A of the
Companies Act, 1956 there was no matter required to
be dealt by the Company in previous year in which
required to be passed through postal ballot. There are
no Special Resolution proposed to be conducted through
postal ballot.

Disclosures:
Related Party Transaction

The Company has not entered into any transaction of
material nature with the promoters, the Directors or the
Management that may have any potential conflict with
the interest of the Company. The Company has no
subsidiary.

Compliance Status

There has neither been any non-compliance of any legal
provision of applicable law, nor any penalty, stricture
imposed by the Stock Exchanges or SEBI or any other
authorities, on any matter related to capital market during
the last three years.

Whistle Blower Policy

The company has established Whistle Blower mechanism
for employees to report to the management concerns
about unethical behavior, actual or suspected fraud or
violation of the company’s code of conduct or ethics
policy. This mechanism provides for adequate safeguards
against victimization of employees who avail of the
mechanism and also provide for direct access to the
Chairman of the Audit Committee in exceptional cases.

Mandatory Requirements

The Company has complied with disclosure of all
Mandatory Requirements as pre requirement of Listing
Agreement.
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Non- mandatory requirements

The Company had adopted the non- mandatory provisions
relating to the Compensation / Corporate Governance
Committee. The quarterly results are published in financial
newspapers and sent to the shareholders on request. The
Company shall endeavor to adopt the other non- mandatory
requirements, as and when necessary.

9. Means of Communication

The quarterly, half-yearly and yearly results are published
in Free Press Journal (English) and Navshakti (Marathi).
These are not sent to shareholders individually. The
information is also available at www.kslindia.com.

Information about the financial results, shareholding
pattern, full Annual Report and other specified details
are electronically filed on the SEBI site (EDIFAR)
pursuant to clause 51 of the Listing Agreement to the
Analysts during this Financial Year.

10. General Shareholder information
1. Date and Venue of the Annual General Meeting

Saturday, 26" August 2006 at Cooch Behar Room,
Cricket Club of India (CCl), Brabourne Stadium,
Churchgate, Mumbai 400 020.

2. Financial Calendar of the Company

The financial year covers the period from 1st April to

31st March.

Quarter ending

30" June 2006 - End July, 2006
Half year ending

30" September 2006 - End October 2006
Quarter ending

31st December 2006 - End January 2006
Year ending - Second week of
31st March 2007 June 2007

Last Quarter Result will be declared with the Annual
Audited Results.

3. Dates of Book Closure

From Wednesday, 23 August 2006 to Thursday,
29" August 2006 (both days inclusive).

4. The Board of Director do not recommend payment
of dividend.

5. Listing of Equity Shares

The Company'’s shares are listed on the Stock Exchanges

at The Stock Exchange, Mumbai, National Stock

Exchange of India Limited and Madras Stock Exchange.
6. Stock Code

1. The Stock Exchange,

Mumbai (BSE) . 531892
2. National Stock Exchange
of India Limited . KHANDSE

3. Madras Stock Exchange Limited : KWS

Company has paid Listing Fees to all the stock
exchanges where the shares of the Company are listed
for the year 2005-06 & 2006-07.

Dec-05 | 40.85 33.75 349 156185| 41.7 338 35.05 30663
Nov-05 | 45.65 39 4045 91425| 449 38.05 40.2 33367
Oct-05 575 408 409 68362 547 37.1 39.15 48151
Sep-05 58.5 41  53.7 455435| 57.9 42 52.1 262727
Aug-05 43 36,5 4245 229548| 439 36.2 42.85 92010
Jul-05 396 28.25 37 114055 40 29 375 74192
Jun-05 437 33 348 712081 441 3255 346 279468
May-05 374 208 374 170051| 37.7 209 37.7 60242
Apr-05 26.65 20.15 21.15 37278| 24.4 20 226 34202

7. Stock Performance
The performance of the Company’s shares relative to
the BSE Sensitive Index and NSE SandP CNX Nifty is
given in the Chart below:
NSE BSE
Date High Low Close Volume| High Low Close Volume
Mar-06 33 2365 299 196148|34.95 24 284 267626
Feb-06 385 283 301 38985 379 27.25 31.35 25930
Jan-06 43 319 39 155677|41.85 321  38.3 137511
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10.

Registered Office
Ground Floor,
Vikas Building,
Green Street, Fort,
Mumbai 400 023

Registrar and Transfer Agents

Karvy Computershare Private Limited

46, Avenue 4, Street No. 1,

Banjara Hills,

Hyderabad — 500 034.

Ph.: +91-40-331 2454

Fax: +91-40-331 1968

Email address : mailmanager@karvy.com
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11. Categories and Distribution of Shareholding
1. Distribution of Shareholding as on 31t March 2006
DISTRIBUTION SCHEDULE AS ON 31st March 2006

Sl.| Category Number % of Amount % of
No| From To of Cases Cases Amount
1 1 5000 | 1344 78.78 1825720 1.75
2 5001 10000 | 126 7.39 1058660 1.01
3 | 10001 20000 69 4.04 1151290 1.10
4 | 20001 30000 32 1.88 837910 0.80
5 | 30001 40000 23 1.35 837750 0.80
6 | 40001 50000 | 14 0.82 647130 0.62
7 | 50001 100000 | 25 1.47 1892810 1.81
8 | 100001 and Above | 73 4.28 96148730 92.10
TOTAL 1706 100.00 104400000 | 100.00

2. Distribution of shareholding according to categories of
shareholders as on 31t March 2006

SI. | Category No. of Amount | % Share-
Shares (Rs.) holding
A. | Promoter’s holding
1 | Promoter’s holding
Indian Promoters 137245 1372450 1.31
Foreign Promoters - -
2 | Persons acting in concert 4545762 | 45457620 43.54
Sub Total 4,683,007 | 46830070 44.86
B. | Non-Promoters holding 5,756,993 | 57569930 55.14
3 | Institutional Investors
a. Mutual Funds and UTI
b. Banks, Fl, Insurance Cos.
(Central / State Govt.
Institutions/ Non-Govt.
Institutions 100,000 1000000 0.96
c. FlI's 5,000 50000 0.05
Sub Total 105,000 1050000 1.01
4 | Others
a. Private Corporate Bodies 3,268,969 | 32689690 31.31
b. Indian Public 1,714,280 | 17142800 16.42
c. NRI's/ OCB's 668,744 6687440 6.41
Sub Total 5,651,993 | 56519930 54.14
* | GRAND TOTAL 10,440,000 | 104400000 100.00
Institutions Corporate
0.96% 31.31%

Foreign
6.45%

Public & Others
16.42%

Promoters
44.86%
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12. Share Transfer System

Trading in Equity Shares of the Company is permitted
only in dematerialized form. Shares sent for transfer in
physical form are registered and returned within a period
of thirty days from the date of receipt of the documents,
provided the documents are valid and complete in all
respects. With a view to expediting the process of share
transfers, the Chairman and Secretary are authorised to
approve transfers / transmission of shares below 5000
in numbers. The Share Transfer and Shareholders /
Investors Grievance Committee meets as and when
required to consider the other transfer proposals and
attend to shareholder grievances.

13. Dematerialization of Shares

The equity share capital of the company is held in a
dematerialized form with National Securities Depository
Limited and Central Depository Services (India) Limited
as on 31t March 2006.

14. The Company does not owns any Plant at any
locations.

15. Address for Correspondence

Shareholders may correspond with the Registrar and
Transfer agents Karvy Computershare Private Limited
at the address given above. Shareholder would have to
correspond with the respective Depository Participants
for shares held in demat mode.

For all investor related matters shareholder may
correspond at the address given below:

The Company Secretary / Compliance Officer
Ground Floor, Vikas Building,

Green Street, Fort,
Mumbai 400 023
Telephone no. :
Fax no.

Email

+91 22 2264 2300
+91 22 2261 5172
sameer@kslindia.com

For and on behalf of the Board of Directors
Khandwala Securities Limited

S. M. Parande
Chairman
Date : 28" June 2006
Place : Mumbai.
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Annexure |

DECLARATION ON COMPLIANCE OF THE
COMPANY’S CODE OF CONDUCT

To,

Shareholders,

Khandwala Securities Limited
Gr Floor, Vikas Building,
Green Street,

Mumbai- 400 023

The Company has framed a specific Code of conduct for the
members of the Board of Directors and the Senior
Management Personnel of the Company pursuant to Clause
49 of the Listing Agreement with Stock Exchanges to further
strengthen Corporate Governance practice in the Company.

All the members of the Board and Senior Management
Personnel of the Company have affirmed due observance of
the said Code of Conduct in so far as it is applicable to them
and there is no non compliance thereof during the year ended
31t March, 2006.

P J Khandwala
MD/CEO

Mumbai
28" June 2006
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COMPLIANCE CERTIFICATE

To the Members,

Khandwala Securities Limited.
Gr. Floor, Vikas Bulding,
Green Street, Fort,
Mumbai-400 023.

We have reviewed the records con2cerning the compliance
of conditions of Corporate Governance by M/s. Khandwala
Securities Limited as stipulated in Clause 49 of the Listing
Agreement entered into, by the company, with the Stock
Exchanges of India, for the financial year ended 31t March
2006.

The compliance of conditions of Corporate Governance is
the responsibility of the Management. Our examination was
limited to procedures and implementation thereof, adopted
by the Company for ensuring the compliance of the conditions
of the Corporate Governance. It is neither an audit nor an
expression of opinion on the financial statements of the
Company.

We have conducted our review on the basis of the relevant
records and documents maintained by the Company and
furnished to us for the review, and the information and
explanations given to us by the Company.

Based on such a review and to the best of our information
and according to the explanations given to us, in our opinion,
the company has complied with the conditions of corporate
Governance, as stipulated in Clause 49 of the said Listing
Agreements.

We further state that, such compliance is neither an assurance
as to the future viability of the Company, nor as the efficiency
or effectiveness with which the management has conducted
the affairs of the Company.

For and on behalf of
For UDYEN JAIN & ASSOCIATES

Chartered Accountants
Udyen Jain-Proprietor
Membership No.: 101201

Place : Mumbai
Date : 28" June 2006




AUDITORS’ REPORT

To the members of
Khandwala Securities Limited

1.

4.

We have audited the attached Balance Sheet of
Khandwala Securities Limited as at March 31, 2006 and
also the Profit and Loss Account and the Cash Flow
Statement for the period from April 1, 2005 to March 31,
2006 annexed thereto (all together referred to as ‘financial
statements’). 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 the 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 stated in note 19 of Schedule R to the financial
statements, during the period under report, the Company
paid dividend of Rs. 66.64 lacs (including dividend tax of
Rs.8.20 lacs) for the year 04-05 on its preference share
capital, having inadequate distributable profits. As this
payment is not in compliance with the provisions of the
Companies Act, 1956, the Articles of Association of the
Company, and accounting principles generally accepted
in India, the amount is recoverable from the executive
director of the Company and is disclosed as such in the
financial statements.

(i) As stated in note 4 of Schedule R to the financial
statements, the Company had advanced application
money towards purchase of shares of Rs. 320 lacs
which is outstanding for a period of 36 months as at
the beginning of the year. During the year, Shares
of Rs. 6 lacs have been issued and an additional
amount of Rs. 50 lacs have been paid as Share
Application Money. In addition to this, an amount of
Rs. 97 lacs has been refunded. As on 31t March
2006, the balance share application money is
Rs. 267 lacs. In the absence of information regarding
the status of the allotment or the net worth of the
entities in which the Company made applications,
we are unable to ascertain the extent to which an
amount of Rs. 216 lacs is recoverable and
accordingly, the effect thereof on the financial
statements cannot be ascertained. However as per
information and explanation received, company has
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initiated legal proceedings against the company to
recover the application money.

(i) Short-term deposits availed from companies,
together with interest accrued thereon aggregating
Rs 173.13 lacs as of the balance sheet date, and
are subject to confirmation and consequential
adjustments, if any. Refer note 5 of Schedule R to
the financial statements.

(iij) As stated in note 6 of Schedule R to the financial
statements, loans / deposits placed with companies,
aggregating Rs. 530 lacs, and certain interest
accrued aggregating Rs. 135.80 lacs as at the
balance sheet dated 31t March 2006, are subject to
confirmation and consequential adjustments, if any.
No provision for interest receivable has been made
from the deposits for the year.

We are unable to assess the extent to which the
amounts indicated in paragraphs (jii) are recoverable
and the amount in paragraph (ii) is payable, and
accordingly, the effect thereof on the financial
statements cannot be ascertained.

As required by the Companies (Auditor's Report) Order,
2003 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:

a. Except for the matters stated in paragraph 4 above,
we have obtained all the information and
explanations, which to the best of our knowledge
and belief were necessary for the purposes of our
audit;

b. In our opinion, proper books of account as required
by law have been kept by the Company so far as
appears from our examination of those books;

c. The balance sheet, profit and loss account and the
cash flow statement dealt with by this report are in
agreement with the books of account;

d. In our opinion, the balance sheet, profit and loss
account and the 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;

e. On the basis of written representations received by
the Company from its directors, we report that as on
March 31, 2006 none of the directors is disqualified
from being appointed as a director in terms of clause
(g) of sub-section (1) of section 274 of the
Companies Act, 1956;
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f.  Except for our comments in paragraph 4 above, in
our opinion and to the best of our information and
according to the explanations given to us, the
financial statements read together with the notes
thereon, 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:

1. Inthe case of the balance sheet, of the state of
affairs of the Company as at March 31, 2006;

2. Inthe case of the profit and loss account, of the

profit of the Company for the year ended on that
date;

And

3. In the case of the cash flow statement, of the
cash flows of the Company for the year ended
on that date.

For Udyen Jain & Associates
Chartered Accountants

Udyen Jain
Proprietor
M.No.101201
Date : 28" June 2006.
Place : Mumbai

Annexure to the Auditor’s report

Referred to in paragraph 5 of our report of even date to the
members of Khandwala Securities Limited on the financial
statements for the period from April 1, 2005 to March 31,
2006 and on the basis of such checks as we considered
appropriate and in the terms of the information and
explanations given to us, we state that

1.

The Company has maintained proper records relating to
fixed assets, to show full particulars, including quantitative
details and situation of fixed assets.

According to the information and explanations given to
us, during the period, the management has conducted
physical verification of certain fixed assets of the
Company, other than those given on lease. No material
discrepancies were noticed on such verification. Having
regard to the size of the Company and the nature of its
business, in our opinion the frequency of physical
verification of fixed assets is reasonable.

None of the fixed assets have been revalued during the
year.

No substantial part of the fixed assets was disposed off
during the year.

According to the information and explanations given to
us, the management has conducted physical verification
of inventory held in physical form during the year, as also

10.

11.

12.

13.

at the balance sheet date. In respect of inventory held in
dematerialized form, the holding as at the balance sheet
date has been confirmed by the depositories. In our
opinion, having regard to the nature of the inventories,
the frequency of physical verification is reasonable.

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

In our opinion, and according to the information and
explanations given to us, the Company has maintained
proper records of inventory during the period.
Discrepancies noticed on physical verification of inventory
as compared to book records maintained were not of a
material nature and have been properly dealt with in the
books of account.

During the period the company has not granted or taken
any loans, secured or unsecured, from companies, firms
or other parties covered in the register maintained
u/s 301 of he Companies Act, 1956. However amount of
Rs. 37.87 lacs recoverable from the company listed in
the register maintained under section 301 of the
Companies Act, 1956 as stated in previous year has been
recovered to the extent of Rs. 25.08 lacs and balance of
Rs. 12.79 lacs is still recoverable.

In our opinion and according to the information and
explanations given to us, there are adequate internal
control procedures commensurate with the size of the
Company and the nature of its business with regard to
purchase of inventories and fixed assets. During the
course of our audit, we have not observed any continuing
failure to correct major weakness in internal controls.

To the best of knowledge and belief, and according to
the information and explanations given to us, we are of
the opinion that transactions that need to be entered into
the register maintained under Section 301 of the
Companies Act, 1956 have been so entered.

In our opinion and according to the information and
explanations given to us, transactions made in pursuance
of contracts or arrangements entered in the register
maintained under Section 301 of the Companies Act,
1956 and exceeding the value of Rupees five hundred
thousand in respect of each party during the period, have
been made at prices which are reasonable having regard
to the prevailing market prices, where such prices are
available.

In our opinion and according to information and
explanations given to us, the Company has not accepted
any deposits from the public to which the provisions of
Section 58A or Section 58AA of the Companies Act, 1956

apply.

According to the information and explanations given to
us, the Company has an internal audit system. In our
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14.

15.

16.

17.

18.

19.

20.

opinion, the internal audit system is adequate with
regards to the size of the Company and the nature of its
business

According to the information and explanations given to
us, the Central Government has not prescribed
maintenance of cost records under Section 209(1) (d) of
the Companies Act, 1956 for any of the activities of the
Company.

According to the information and explanations given to
us, during the period the Company was generally regular
in depositing with appropriate authorities, undisputed
statutory dues, although there were some instances
observed in Provident fund, Employees State Insurance
dues and Tax Deducted at Source where the Company
has delayed payments.

According to the information and explanations given to
us, as at the balance sheet date, the Company is in
arrears of Rs. 45.50 lacs towards stamp duty relating to
the period October 2001 to August 2002.

As at the balance sheet date, the Company does not
have accumulated losses on account of creation of
deferred tax assets. Further the Company has not
incurred cash losses during the financial year covered
under the audit and the immediately preceding financial
year.

According to the information and explanations given to
us, the company has not defaulted in any repayment of
dues to a financial institution and banks but has reached
one-time settlement with the debenture holders during
the year. As per the settlement, the company has paid
Rs. 15.00 lacs and Written off the principal amount of
Rs. 85.00 lacs along with accrued interest of Rs. 84.42
lacs. There are no debentures outstanding as on the date
of the balance sheet.

To the best of our knowledge, and according to the
information and explanations given to us, the Company
has not granted any loans and advances on the basis of
security by way of pledge of shares, debentures and other
securities.

In our opinion, and according to the information and
explanations given to us, the Company is not a chit fund
or a nidhi / mutual benefit fund / society. Therefore the
provisions of paragraph 4(xiii) of the Order are not
applicable to the Company.

21.

22.

23.

24.

25.

26.

27.

28.

Date

In respect of the Company’s dealings or trading in shares,
securities, debentures and other investments, proper
records have been maintained on a timely basis in respect
of the transactions and contracts during the year under
report. According to the information and explanations
given to us, shares and other securities held as
investments are in the Company’s name, except in cases
where the same are in the process of being transferred
in its name.

According to the information and explanations given to
us, the Company has not given guarantees for loans
taken by others from banks which are prima facie,
prejudicial to the interest of the Company.

According to the information and explanations given to
us, the Company had applied term loans availed, for the
purpose for which they were obtained.

In our opinion and according to the information and
explanations given to us, and on an overall examination
of the balance sheet of the Company, prima facie, no
funds raised on short-term basis have been applied for
long-term investments and vice versa.

According to the information and explanations given to
us, during the period under report, the Company has not
made preferential allotments of equity shares to persons
listed in the register maintained under Section 301 of
the Companies Act, 1956.

The company has reached a one-time settlement with
the debenture holders during the year. The company did
not have any debentures outstanding as at the date of
the balance sheet.

The Company did not have any public issue of shares or
debentures during the period; accordingly, the question
of disclosure of end use of proceeds of public issues
does not arise.

According to the information and explanations given to
us, for the period under report, no fraud on or by the
Company has been noticed or reported to us.

For Udyen Jain & Associates
Chartered Accountants

Udyen Jain
Proprietor
M. No. 101201
: 28" June 2006.

Place : Mumbai
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KHANDWALA SECURITIES LIMITED

BALANCE SHEET AS AT MARCH 31, 2006

As At As At
SCHEDULE March 31, 2006 March 31, 2005
Rs. Rs. Rs.
SHAREHOLDERS’ FUNDS
Share Capital A
Equity Share Capital 104,400,000 104,400,000
Preference Share Capital 68,000,000 82,000,000
Add: Share Application Money 7,150,000 —
179,550,000 186,400,000
Reserves and Surplus B 38,028,679 47,570,000
217,578,679 233,970,000
Loan Funds
Secured Loans C 763,000 18,089,420
Unsecured Loans D 56,313,716 23,982,475
57,076,716 42,071,895
Deferred Tax (Net) —_ 19,803,875
TOTAL 274,655,395 295,845,770
APPLICATION OF FUNDS
Fixed Assets E
Gross Block 188,846,674 185,848,110
Less : Depreciation 95,085,708 90,118,745
Net Block 93,760,966 95,729,365
Investments F 1,883,821 6,143,221
Deferred Tax (Net) (Refer Note 8) 1,372,259 —
Current Assets, Loans and Advances
Stock-in-Trade G 4,019,008 4,963,809
Sundry Debtors H 154,898,447 130,882,504
Cash and Bank Balances | 94,159,451 29,738,190
Loans and Advances J 193,490,106 156,260,792
446,567,013 321,845,295
Less: Current Liabilities and Provisions
Current Liabilities K 266,129,205 196,030,009
Provisions L 2,799,459 2,000,644
268,928,664 198,030,653
Net Current Assets 177,638,349 123,814,642
Miscellaneous Expenditure M — 36,132
(To the extent not written off or adjusted)
Profit and Loss Account — 70,122,409
TOTAL 274,655,395 295,845,770
Significant Accounting Policies
and Notes to Accounts R

As per our report attached of even date.

For Udyen Jain & Associates
Chartered Accountants

Mr. Udyen Jain
Proprietor

Mem. No: F - 101201
Mumbai

Date: 28th June 2006

For and on behalf of the Board of Directors

S.M. Parande Paresh J. Khandwala
Chairman Managing Director
Mumbai

Date: 28th June 2006

28

Sameer V. Upadhyay
Company Secretary




PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED MARCH 31, 2006

THIRTEENTH ANNUAL REPORT 2006

For the year ended

For the period ended

Significant Accounting Policies
and Notes to Accounts R

SCHEDULE March 31, 2006 March 31, 2005
Rs. Rs. Rs.
Income
Corporate Advisory Services 20,935,206 3,721,949
Income from Capital Market Operations (Net) 3,732,187 2,320,009
Profit on sale of Long-term investments (Net) 9,059,200 3,927,955
Brokerage 65,650,458 52,567,911
99,377,051 62,537,824
Other Income N 22,812,139 36,018,793
122,189,190 98,556,617
Expenditure

Employees’ Remuneration and other benefits (0] 24,066,096 23,430,947
Administrative and Other expenses P 42,805,486 36,030,653
Finance charges Q 5,510,039 5,622,024
Depreciation 5,235,583 5,043,162
Loss on stock valuation 1,327,773 66,873
Loss on sale of fixed assets (Net) 183,797 857,100
Loss from Market Operation 1,062,727 4,013,593
Provision for doubtful debts - 6,843,344
Provision for dimunition in value of investments 5,440 16,338
Amortisation of Miscellaneous expenditure 36,132 83,522
80,233,072 82,007,554
(Loss)/Profit before Tax and prior period items 41,956,118 16,549,062
Prior period Expenses/ (Income) 807,920 (900,000)
(Loss)/profit before Tax 41,148,198 17,449,062

Provision for Tax
- Current Tax 1,055,000 -
- Fringe Benefit Tax 688,244 -
- Deferred Tax (Credited)/ Charged (Refer Note 8) (21,176,134) (3,044,889)
- Short provision for income tax of earlier year written back - 11,650
Net (Loss)/Profit for the period/ year 60,581,089 20,482,301
Balance brought forward from previous year (70,122,409) (90,604,711)
Add: Transfer from Debenture Redumption Reserve 10,000,000 -
Balance / available for Appropriation 458,679 (70,122,409)
Balance carried forward to Balance Sheet 458,679 (70,122,409)
Earnings Per Share of - Basic (Rs.) 5.16 1.23
- Diluted (Rs.) 4.57 -
Face Value Per Share Rs.10 Rs.10

As per our report attached of even date.

Date: 28th June 2006

For Udyen Jain & Associates
Chartered Accountants

Mr. Udyen Jain S.M. Parande
Proprietor Chairman
Mem. No: F - 101201

Mumbai Mumbai
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Date: 28th June 2006

For and on behalf of the Board of Directors

Paresh J. Khandwala
Managing Director

Sameer V. Upadhyay
Company Secretary




KHANDWALA SECURITIES LIMITED

SCHEDULE TO THE BALANCE SHEET

As At As At
March 31, 2006 March 31, 2005
Rs. Rs.
SCHEDULE A - SHARE CAPITAL
Authorised
14,000,000 (P.Y. 14,000,000) Equity Shares of Rs. 10/- each 140,000,000 140,000,000
500,000 (P.Y.500,000) Cumulative Redeemable Preference 50,000,000 50,000,000
Shares of Rs. 100/- each
400,000 (P.Y.400,000) Cumulative Convertible Preference 40,000,000 40,000,000
Shares of Rs. 100/- each
2,00,000 (P.Y. NIL) Optionally convertible Redeemable Preference 20,000,000 -
Shares of Rs. 100/- each
250,000,000 230,000,000
Issued, Subscribed and Paid-up
Equity Share Capital
10,440,000 (P. Y. 10440,000 Shares of Rs. 10/- each fully paid-up 104,400,000 104,400,000
(Of the above shares, 787,500 Shares of Rs.10/- each were issued as fully
paid Bonus Shares by capitalisation of the balance in Profit and Loss
Account and 5,010,000 shares of Rs. 10/- each were issued as fully paid
Bonus Shares by capitalisation of the balance in Share Premium Account
and Special Reserve Account).
TOTAL 104,400,000 104,400,000
Preference Share Capital
50,000 10.00% Cumulative Redeemable
Preference shares of Rs. 100/- each fully paid-up. 5,000,000 5,000,000
140,000 10.00% Cumulative Redeemable
Preference shares of Rs. 100/- each fully paid-up. - 14,000,000
150,000 10.00% Cumulative Redeemable
Preference shares of Rs. 100/- each fully paid-up. 15,000,000 15,000,000
150,000 7.00% Cumulative Redeemable
Preference shares of Rs. 100/- each fully paid-up. 15,000,000 15,000,000
330,000 7.00% Cumulative Convertible
Preference shares of Rs. 100/- each fully paid-up. 33,000,000 33,000,000
TOTAL 68,000,000 82,000,000
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SCHEDULE TO THE BALANCE SHEET

THIRTEENTH ANNUAL REPORT 2006

Face As at March 31, 2006 As at March 31, 2005
Value Number Rs. Number Rs.
SCHEDULE F - INVESTMENTS
(Long term, non trade, fully paid up)
i. Quoted
Equity Shares
DSQ Software Limited 10 6,400 11,915,091 6,400 11,915,091
Flex Engineering Limited. 10 8,100 88,371 8,100 88,371
Modiluft Limited 10 1,000 13,210 117,000 1,545,570
DSQ Biotech Limited 2 100,000 73,226,354 100,000 73,226,354
85,243,026 86,775,386
ii. Unquoted
Equity Shares
Elysium Pharmaceuticals Ltd 10 75,000 750,000 - -
Forma Sports Private Ltd 10 60,000 600,000 - -
Kowa Spinning Limited * 10 1,008,000 21,358,200 1,008,000 21,358,200
Sukumar Estate Limited 10 - - 80,000 14,008,450
Vadodara Stock Exchange Limited 10 1,000 10,000 - -
22,718,200 35,366,650
(@i +ii) 107,961,226 122,142,036
Less : Provision for diminution 106,077,405 115,998,815
TOTAL 1,883,821 6,143,221
Quoted :
Aggregate Book Value (net of provision) 523,821 2,061,621
Market Value 681,470 6,078,400
Unquoted :
Aggregate Book Value (net of provision) 1,360,000 4,081,600
* Shares are in the process of being registered
in the name of the Company.
SCHEDULE G - STOCK-IN-TRADE
(Valued and certified by the management at lower of
cost and market value / break up value)
In Government Securities (Refer Appendix G- 1) - 22,000
Equity Shares / Preference Shares(Refer Appendix G-1) 4,019,008 4,941,809
TOTAL 4,019,008 4,963,809
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KHANDWALA SECURITIES LIMITED

SCHEDULE TO THE BALANCE SHEET

Appendix G-1
As At As At
NAME OF THE SCRIP March 31, 2006 March 31, 2005
Number Rs. Number Rs.
Government Securities :
DDB KBJNL 2006 - - 1 22,000
— 22,000
Equity/ Preference Shares :
Ahmedabad Electricity - - 100 12,460
Austin Engineering 1,500 1 1,500 1
Bajaj Auto Ltd 238 285,898 253 227,645
Bajaj Electricals Ltd 500 16,950 2,350 79,665
Bharat Petro.Corpn. - - 120 42,420
Boss Profiles Ltd. 50,000 400,000 50,000 400,000
Centurion Bank of Punjab Limited 100 1,495 100 1,495
Chandamama India Ltd 50,000 550,000 50,000 550,000
Creative Casting Ltd 5,900 3,894 5,900 3,894
Cyber Media (India) Limited 200 17,710 - -
Deccan Granite 20,300 37,555 20,300 37,555
Dr.Reddy - - 352 260,181
Essar Oil - - 10,000 173,798
FDC Ltd - - 10 452
Hindustan Lever Ltd - - 65 8,564
I-Flex Solution - - 54 31,843
Indian Oil Corp. 250 116,250 - -
Inlac Granston Ltd 126,600 1 126,600 1
IT People 1,820 31,502 - -
Kongarar Textiles Ltd. 2,500 1 2,500 1
Lloyd Steel Ind Ltd 100,000 1,205,000 - -
Master Growth 93 500 6,213 500 6,213
Maikaal Fibres Ltd 100,000 998,001 - -
M.R.P.L. Ncd-C - - 50 2,370
Mahindra Ugine Steel Co. Ltd. - - 500 51,100
Mother Sumi - - 500 29,825
Natraj Ceramics Ltd 900 1 900 1
Niit Tech - - 2 308
One To One Marketing - - 20,000 200,000
One To One Marketing Soluntion - - 15,750 1
Pertech Computers Ltd 1,000 1 1,000 1
Ramkrishna Forge - - 1,000 51,150
Rain Calcin 200 5,857 - -
Reliance Ind Ltd - - 450 245,678
Rushabh Bearings Ltd 5,200 1 5,200 1
Sail 200 7,974 10,000 467,500
SAL Steel 500 8,425 - -
Sand Plast Ltd. 50,000 1 50,000 1
Saraswat Co-Op Bank 2,550 25,500 2,550 25,500
Setech Electronics Ltd 270,000 1 270,000 1
Sharp Industries Ltd 44,200 185,684 44,200 185,684
SPIC 100 2,890 - -
Sterling Biotech Limited 100 12,350 - -
Squared Bio 11,576 44,261 11,576 44,261
Tata Power - - 100 34,700
Teamasia Semiconductors (I)Lim 2,350 3,243 2,350 3,243
Til Ltd - - 2,000 145,990
Uco Bank - - 56,000 1,608,352
Uttam Galva Steels Limited - - 205 9,955
Zee Tele. Ltd 231 52,348 - -
4,019,008 4,941,809
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SCHEDULE TO THE BALANCE SHEET

THIRTEENTH ANNUAL REPORT 2006

As At As At
March 31, 2006 March 31, 2005
Rs. Rs. Rs.
SCHEDULE H - SUNDRY DEBTORS
(Unsecured)
Outstanding for more than six months
Considered good 62,895,571 63,792,957
Considered doubtful 54,793,344 54,793,344
117,688,915 118,586,301
Other Debts 92,002,876 67,089,547
209,691,791 185,675,848
Less : Provision for Doubtful Debts 54,793,344 54,793,344
TOTAL 154,898,447 130,882,504
SCHEDULE | - CASH AND BANK BALANCES
Cash on hand 227,630 57,155
Balance with Scheduled Banks:
Current Accounts 44,917,185 23,166,398
Dividend Accounts 14,637 14,637
Deposit Accounts * 49,000,000 6,500,000
Cheques on hand - -
93,931,822 29,681,035
TOTAL 94,159,451 29,738,190
* Deposit accounts with Bank include Rs. 4,15,00,000/-
( Previous year Rs. 65,00,000/- ) fixed deposit over which
the National Stock Exchange of India has lien.
SCHEDULE J - LOANS AND ADVANCES
(Unsecured, considered good)
Advances recoverable in cash or kind or for value to be received* 51,872,200 52,610,553
Deposits 67,699,039 38,561,319
Deposit with Companies 53,000,000 53,000,000
Advance Payment of Income Tax 7,865,708 5,699,352
Recoverable from Executive Director (Refer Note 19 of Schedule R) 13,053,159 6,389,568
TOTAL 193,490,106 156,260,792
SCHEDULE K - CURRENT LIABILITIES
Sundry Creditors 228,467,168 154,100,445
Security Deposits 20,046,060 20,046,060
Credit Balance in Current Accounts (Book overdraft) 3,128,550 3,842,656
Unpaid Equity Dividend 21,015 21,015
Other Liabilities 14,466,412 18,019,833
TOTAL 266,129,205 196,030,009
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KHANDWALA SECURITIES LIMITED

SCHEDULE TO THE BALANCE SHEET

As At As At
March 31, 2006 March 31, 2005
Rs. Rs.
SCHEDULE L - PROVISIONS
Provision for Taxation 1,055,000 -
Provision for Leave Encashment 1,744,459 2,000,644
TOTAL 2,799,459 2,000,644
* Includes share application money Rs. 2,66,88,641/-
(Previous year Rs. 3,20,00,000) and interest accrued on deposits
Rs.1,35,80,433/- (Previous year Rs. 1,35,80,433)
SCHEDULE M - MISCELLANEQOUS EXPENDITURE
(To the extent not written off or adjusted)
Preliminary Expenses - 14,492
Less : Amortised during the year - 14,492
Capital Issue Expenses 36,132 105,164
Less : Amortised during the year 36,132 69,032
— 36,132
TOTAL — 36,132

SCHEDULES TO THE PROFIT AND LOSS ACCOUNT

For the year ended
March 31, 2006

For the year ended
March 31, 2005

Rs. Rs

SCHEDULE N - OTHER INCOME
Interest on Fixed deposits with Banks 3,347,018 449,133
[Tax deducted at source Rs.6,94,026/-] (Previous year Rs.92,913)]
Interest on Government Securities 124,873 449,150
[Tax deducted at source Rs.25,878/-] (Previous year Rs. 1,01,705/-)]
Dividend
- On stock in trade 225,712 199,096
Miscellaneous Income [Tax deducted at source Rs. 15,763/-] 840,451 4,076,239
Interest on income tax refund - 60,656
Sundry credit balances written back 131,814 736,965
Lease Rentals 1,200,000 1,200,000
Loan & Interest written Back 16,942,272 28,847,553

TOTAL 22,812,139 36,018,793
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THIRTEENTH ANNUAL

SCHEDULES TO THE PROFIT AND LOSS ACCOUNT

REPORT 2006

For the year ended
March 31, 2006

For the year ended
March 31, 2005

Rs. Rs
SCHEDULE O - EMPLOYEES’ REMUNERATION AND
OTHER BENEFITS
Salaries and Bonus 18,768,838 18,575,047
Managing Director’'s Remuneration 1,966,945 1,352,723
Contribution to Provident and other Funds 1,081,033 1,282,634
Staff Welfare Expenses 827,395 895,864
Gratuity 317,638 76,128
Staff Leave Encashment 1,104,247 1,248,551
TOTAL 24,066,096 23,430,947
SCHEDULE P - ADMINISTRATIVE AND OTHER EXPENSES
Financial Advisory charges 4,896,341 2,353,650
Computer Expenses 835,508 663,288
Demat charges 343,631 756,593
Rates and Taxes 10,170,611 6,528,009
Insurance 207,330 254,290
Legal & Professional Fees 3,218,134 2,223,846
Consultancy Charges 2,645,494 9,583,373
Telephone/Postage and Courier Charges 1,929,482 2,271,789
Electricity Charges 863,280 737,570
Registration Fees 346,168 198,584
Repairs and Maintenance 1,031,278 884,536
Printing and Stationery 1,461,016 1,324,193
Subscription Expenses 2,092,459 2,779,868
Travelling and Conveyance 2,002,062 1,453,823
Auditor’'s Remuneration
For Audit 358,150 358,150
For Tax Audit 204,466 301,530
For Other Services - 96,550
Directors sitting fees 95,000 70,000
Donation 6,000 9,001
Rent 747,321 508,290
Commission on Brokerage 4,090,880 -
Miscellaneous Expenses 5,260,875 2,673,718
TOTAL 42,805,486 36,030,653
SCHEDULE Q - FINANCE CHARGES
Interest
On Debenture - 1,200,000
On Other Loans * 5,166,164 3,625,033
Other Financial Charges 343,875 796,991
5,622,024

TOTAL 5,510,039

* Net of write back for the current year of Rs. NIL (Previous Year Rs. 17,51,712 ) persuant to one time settlement in respect of Inter Corporate Deposits.
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KHANDWALA SECURITIES LIMITED

Schedule R:

Notes to financial statements

1.

Significant Accounting Policies

Basis of Accounting
The Company follows the accrual basis of accounting.

Accounting Convention
The financial statements are prepared under historical
cost convention.

Fixed Assets
Fixed Assets are stated at cost less accumulated
depreciation.

Depreciation

Assets given on lease are depreciated over the primary
lease period in proportion to lease rentals earned during
the period to total rentals over the entire primary lease
period. Other assets are depreciated on the Straight Line
Method at the rates and in the manner prescribed under
Schedule XIV to the Companies Act, 1956.

Investments

Long-term investments are carried at cost. However,
when there is a decline, other than temporary, in the value
of long-term investments, the carrying amount is reduced
to recognize the decline. In case of diminution in the value
of investment recorded in earlier years is no longer
necessary it is reversed and credited to Profit & Loss
account.

Inventories

Stock-in-trade is valued at lower of cost and market value.
While determining market value, due consideration has
been given to shares which have become ex-rights/ex-
bonus at the year end for which rights/bonus shares have
been received subsequent to year end.

Revenue recognition

Income from capital market operations (non-delivery
based transactions) is accounted for on sale of securities.
Income from Merchant Banking services, Brokerage and
income from corporate advisory services are accounted
for as and when the relevant services are rendered except
where the recovery is uncertain in which case it is
accounted for on receipt. Interest income is accounted
for on accrual basis except where the recovery is
uncertain, in which case it is accounted for on receipt.
Dividend income is accounted for when the right to
receive dividend is established.

Retirement benefits

Liability in respect of employees’ gratuity is paid based
on premium advised by Life Insurance Corporation of
India. Liability in respect of leave encashment is provided
for on the basis of total accumulated earned leave
calculated at year-end on an arithmetical basis.

Derivative Instruments
Initial / additional margin paid for futures / options is
included under the head current assets. Contracts are
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marked to market in accordance with the prevalent
regulations and the amount receivable or payable is
disclosed under the head current assets or current
liabilities, as the case may be. The profit or loss on
settlement of derivative contracts is recognized in the
Profit and Loss account. As on the balance sheet date,
provision for loss on futures contracts is made to the
extent of mark to market margins paid, while for open
options, to the extent premium paid exceeds premium
prevailing on that date.

Foreign Currency Transactions

Foreign currency transactions are recorded at the rates
prevailing on the date of such transactions. Current
assets and current liabilities in foreign currency at the
year-end are translated at the rates prevailing on that
date. Differences arising on settlement of such
transactions/year end restatements are charged to the
Profit and Loss Account.

Taxes on Income

Tax expense comprises both current and deferred taxes.
Provision for current tax has been provided after taking
into the account depreciation as per Income Tax Act,
1961. Deferred tax on timing differences between taxable
income and accounting income is accounted for, using
the tax rates and the tax laws enacted or substantially
enacted as on the balance sheet date. Deferred tax
assets are recognised only to the extent that there is a
reasonable certainty of realisation. In respect of
unabsorbed depreciation and brought forward losses
available under Income tax laws, deferred tax assets are
recognized only to the extent the Company is virtually
certain of generating adequate taxable income in future
against which these losses and depreciation can be set
off. During the financial year under audit the company is
certain of generating adequate taxable income in future
against which these losses and depreciation can be set
off. In accordance with Accounting Standard 22 issued
by ICAI on “Accounting for Taxes on Income “ the
Company is accounting for Deferred tax which is
reproduced below in point 8. However we are unable to
express any opinion on the projections and their
consequent impact if any on such deferred tax asset.

Miscellaneous Expenditure (to the extent not written
off or adjusted)

In respect of the expenditure incurred in the past, the
Company follows the policy of treating expenditures, the
benefit of which accrue to the Company over a period
beyond the financial year as miscellaneous or deferred
revenue expenditure and amortizes such expenditure
over such periods (not exceeding ten years) for which
the Company expects the benefits to accrue.

Contingent Liabilities:
In respect of Andhra Pradesh Lease Tax-Rs. 1.84 lacs
(Previous year Rs. 1.84 lacs)




The Company provides Portfolio Management Services
(PMS) to its clients. Transactions on account of PMS
activities are carried out exclusively on behalf of PMS
clients. Therefore, assets and liabilities arising out of the
above effectively belong to the PMS clients and hence
are not reflected in the Company’s accounts.
Management fees earned/expenditure incurred by the
Company from this activity is accounted for on an accrual
basis.

Out of total Share application money of Rs. 267 lacs,
(Previous year Rs. 320 Lacs) Rs. 216 lacs is outstanding
for a period of 48 months as at the balance sheet date,
for which financial statements are in the process of being
obtained. The Company has initiated legal proceedings
against the Company to recover the application money.

Short-term deposits from companies of Rs. 100.00 lacs
together with interest accrued thereon Rs. 73.13 lacs
(included in unsecured loans) are subject to confirmation
and subsequent adjustments, if any.

Short-term deposits to companies of Rs. 530.00 lacs
together with interest accrued thereon Rs. 135.80 lacs
(included in loans and advances) are subject to
confirmation and subsequent adjustments, if any.

Debtors include debts exceeding six months aggregating
Rs.1176.88 Lacs of which Rs. 74.12 lacs are debtors
against whom legal action has been initiated/is in
progress. In aggregate, an amount of Rs. 547.93 lacs
has been provided in respect of the debts exceeding six
months, which in the opinion of management is adequate
to cover the loss, if any, which may arise on realisation.

The net deferred tax assets is calculated as follows:

(Rs. in Lacs)

Particulars

As at
31.03.2006

Accumulated
As at
31.03.2005

Charge/
Credit
during
the year

Deferred tax asset:

Provision for doubtful
debtors/advances that
are deducted for tax
purposes when written off

199.45

199.45

Deferred Tax Asset on
account of Unabsorbed
Depreciation

216.50

216.50

Deferred tax liability:

Additional depreciation on
fixed assets for tax
purposes due to higher
tax depreciation rates

(396.27)

(4.74)

(401.01)

Expenses carried forward
as per books but claimed
for tax purposes as incurred

(1.22)

(1.22)

Net Deferred tax Assets/
(Liability)

(198.04)

211.76

13.72
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10.

11.

In respect of the World Trade Center (WTC) property,
which the Company surrendered in satisfaction of the
M/s Centurion Bank of Punjab’s (formerly known as Bank
of Punjab) claims against the Company in the previous
year 2003-04, the one time settlement (including the
surrender of the property) has been recognized in the
financial statements. During the financial year the
Company has completed the whole transaction related
to WTC, including procedural formalities on assignment
of premises by Bank to third party.

Terms of issue/ redemption of Preference shares:

1,40,000, 10% Cumulative redeemable preference
shares of Rs. 100/- each fully paid have been redeemed
during the year. The Capital Redemption Reserve for the
above redemption has already been created in
September 2002 & the same is included in the Capital
redemption reserve balance of Rs. 340.00 Lacs as
appearing in Reserves & Surplus in the Balance sheet.

Segment Information

For management purposes, the Company is organized
into two segments - Fee based and Investment/Stock.
The Company has considered these two divisions as its
business segments.

The Fee based division provides financial advisory
services relating to mergers and acquisitions, equity and
debt issue management, portfolio management and
broking.

Investment and Stock division carries out trading,
investing and speculation activities in capital markets
(debt and equity) for the Company.

Fixed assets used in the Company’s business are not
identified to any of the reportable segments, as these
are used interchangeably between segments and hence
the fixed assets and depreciation are not allocated to
any of the reportable segments.

As the entire business operations of the Company are
conducted only in India, the Company has not reported
any secondary segment information.
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Information about Primary Business Segments
(Amount in Rs. Lacs)

Sr.  Particulars Year Year
No. Ended Ended
31.03.2006 31.03.2005
1 Segment Revenue-external
a) Investment/ Stock Operations 127.91 62.48
b) Feebased Operations 865.86 562.90
Total revenue 993.77 625.38
2 Segment Result
a) Investment/ Stock Operations 71.99 (20.95)
b) Feebased Operations 406.82 9.81
Total 478.81 (11.14)
Less: Interest 55.10 56.22
Unallocated Expenses less unallocated income (6.12) 129.41
Net (Loss) / Profit before Tax & prior Period Items 419.56 165.49
Prior period Expenses/ (Income) 8.07 (9.00)
Provision for tax (including deferred tax) (194.33) 30.33
Net (Loss)/Profit after tax for the year 605.81 204.82
Other Items
3 Segment Assets
a) Investment / Stock Operations 64.94 117.31
b) Feebased Operations 3017.85 1,870.01
c) Unallocated Corporate Assets 2171.22 2,115.93
5254.01 4,103.25
4 Segment Liabilities
a) Investment/ Stock Operations 1.73 2.80
b) Feebased Operations 2269.08 1,640.19
¢) Unallocated Corporate Liabilities 263.17 821.79
2533.98 2,464.78
5 Depreciation 52.35 50.43
6 Non cash items other than depreciation
a) Investment/ Stock operations 13.33 0.16
b) Fee based operations - 68.43
12. Earnings per share:
Particulars Year Year
ended ended
31.03.2006 31.03.2005
Basic
Numerator used for calculating basic earnings per share — Loss after taxation
(Rs. lacs) 605.81 204.82
Preference share dividend (including dividend tax thereon and also includes
dividend distributed but recoverable from executive director) (Rs. lacs) 66.64 76.43
Profit / Loss attributable to equity shareholders (Rs. lacs) 539.17 128.39
Weighted average number of shares (in lacs) used as Denominator for
calculating basic earnings per share 104.40 104.40
Nominal value per equity share (Rs.) 10.00 10.00
Basic earnings per share — (Rs). 5.16 1.23
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Particulars Year Year
ended ended
31.03.2006 31.03.2005
Diluted -
Numerator used for calculating diluted earnings per share — Loss after taxation
(Rs. lacs) 539.17 -
Add: Preference dividend along with Distribution tax 26.34 -
Profit for Available for Calculating Diluted E.P.S. 565.51 -
Weighted average number of shares (in lacs) used as Denominator for calculating
diluted earnings per share 1,23,69,825 -
Diluted earnings per share — (Rs). 4.57 -
Related Party Disclosures
- For the Current year (Rs. In lacs)
Name Nature of Nature of Rs. Outstanding
Relationship Transaction Amounts Carried
in the Balance
Sheet
Mr. Paresh J. Khandwala Key Management Person Remuneration 19.67 1.75 (Cr)
Dividend recoverable 66.64 130.53(Dr)
Mrs. Daxa P. Khandwala Relative of Key Brokerage Earned 8.70 2.09(Cr)
Management Person
Mr. Pratik P. Khandwala Relative of Key Remuneration 4.92 Nil
Management Person Brokerage earned 0.74 0.63(Cr)
Mr. Pranav P. Khandwala Relative of Key Remuneration 5.06 Nil
Management Person Brokerage earned 0.70 Nil
Tulsi P. Khandwala Relative of Key Brokerage Earned 0.88 0.32(Cr)
Management Person
Jayantilal Khandwala & Sons Enterprise in which a key Nil 143.09 (Dr.)
management person
exercises significant
influence
Piggero Investment Pvt. Ltd. Enterprise controlled by a ~ Amount Recovered 25.07 12.79 (Dr.)
relative of a key
management person
Bentley Investment Pvt. Ltd. Enterprise controlled by a  Financial Advisory 9.91 1.80(Dr)
relative of a key Fees paid
management person
Mr. Paresh J. Khandwala Key Management Person Brokerage Earned 0.06 0.21(Cr)
(HUF)
- For the Previous year. (Rs. In lacs)
Name Nature of Nature of Rs. Outstanding
Relationship Transaction Amounts Carried
in the Balance
Sheet
Mr. Paresh J. Khandwala Key Management Person Remuneration 13.50 21.85 (Cr)
Dividend recoverable 15.82 63.89 (Dr)
Mrs. Daxa P. Khandwala Relative of Key Brokerage Earned 7.60 21.50(Dr)
Management Person
Mr. Pratik P. Khandwala Relative of Key Remuneration 3.33 Nil
Management Person Brokerage earned 0.43 14.10(Dr)
Mr. Pranav P. Khandwala Relative of Key Remuneration 3.33 Nil
Management Person Brokerage earned 2.01 12.22(Dr)
Tulsi P. Khandwala Relative of Key Brokerage Earned 0.13 3.45(Dr)

Management Person
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Name Nature of Nature of Rs. Outstanding
Relationship Transaction Amounts Carried

in the Balance

Sheet

Jayantilal Khandwala & Sons Enterprise in which a key Brokerage Earned 0.003 143.09(Dr)

management person
exercises significant

influence

Piggero Investment Pvt. Ltd. Enterprise controlled by Waiver of Interest & 118.13 37.87(Dr)
a relative of a key Loan amt.
management person

Bentley Investment Pvt. Ltd. Enterprise controlled by a  Financial Advisory 23.53 1.52(Cr)
relative of a key Fees paid
management person

Mr. Paresh J. Khandwala Key Management Person Brokerage Earned 0.60 4.41(Cr)

(HUF)

14. As per information and explanation received there are no dues payable to Small Scale Industrial Undertakings as at
March 31, 2006. However we are unable to comment on the status of the small scale Industrial undertakings.

15. Expenditure in foreign currency:
- Foreign travel expenses — Rs. 11.59 lacs (Previous year Rs. 5.39 lacs).

16. Debtors include:
(i) Due from a firm in which a director is interested as partner - Rs.143.09 lacs (Previous year Rs.143.09 lacs).
(i) The above dues have arisen in the normal course of business.

17. Prior period Expenses include Rs. 8.07 lacs of Interest charged for the previous year ending 31 March 2005.
18. Managerial Remuneration:

(i) Remuneration to Managing Director
Salary and Other Allowances :Rs. 19.67 lacs (P.Y. Rs. 13.50 lacs)

Out of the total Managerial remuneration of Rs. 19.67 lacs, remuneration amounting to Rs. 1.75 lacs provided is
subject to the approval of central government.

(i) Sitting fees to other directors :Rs. 0.95 lacs (P.Y. Rs. 0.70 lacs)

19. Rs. 130.53 Lacs is recoverable from the Executive Director, as the Company has paid this amount as dividend during the
year (Previous Year Rs.63.89 Lacs) (including dividend tax of Rs. 8.20 Lacs) as on March 2006 on its cumulative redeemable
preference share capital, in the absence of distributable profits. As this payment was not in accordance with the provisions
of the Companies Act, 1956, and the Articles of Association of the Company, the entire amount is recoverable from the
executive director of the Company, hence included in Loans& Advances, and is disclosed as such in the financial statements.

20. As at the balance sheet date, open position of equity stock futures is as follows:

# Scrip # of contracts Quantity bought
1 Bharat Heavy Electrical 4 1200
2 Mphasis BFL Software 2 3200
3 Punjlloyd 1 300

21. The figures for the previous period have been regrouped, rearranged or reclassified wherever necessary to conform to
the current period’s presentation.

SIGNATURES TO SCHEDULES ATOR

For Udyen Jain & Associates For and on behalf of the Board of Directors

Chartered Accountants

Mr. Udyen Jain S. M. Parande Paresh J. Khandwala Sameer V. Upadhyay
Proprietor Chairman Managing Director Company Secretary

Mem. No: F — 101201

Place : Mumbai
Date : 28th June 2006.
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INFORMATION PURSUANT TO PART IV OF SCHEDULE VI OF THE COMPANIES ACT, 1956
BALANCE SHEET ABSTRACT AND COMPANY’S GENERAL BUSINESS PROFILE
I.  Registration details
Registration No. ‘ 70709 ‘ State Code 11
Balance Sheet date ‘ March 31st, 2006 ‘

Il. Capital raised during the year (Amount in Thousands of Rupees).

Equity Share | NIL | Rights’ Issue | NIL |

Bonus Issue ‘ NIL ‘ Private Placement ‘ NIL ‘

Ill. Position of Mobilisation and Development of Funds (Amount in Thousand of Rupees)

Total Liabilities Total Assets
Source of Funds ‘ 274655 ‘ ‘ 274655 ‘
Paid Up Capital Reserve & Surplus
| 179550 | | 38029 |
Secured Loans Unsecured Loans
| 763 | | 56314 |
Application of Funds
Net Fixed Assets Investments
| 93761 | | 1884 |
Net Current Assets Misc. Expenditure
| 177638 | | — |

Accumulated Losses

IV. Performance of Company (Amount in Thousand of Rupees)

Turnover Total Expenditure
| 122189 | | 80233 |
Profit/(Loss) before tax Profit/(Loss) after tax
| 41148 | | 60581 |
Earning Per Share (Rs.) Dividend Rate (%)
o sw | =]

(Face Value of Share Rs.10)

V. Generic names of Three Principal Products / Services of Company (as per monetary terms)

Production Description Item Code No.
Corporate Advisory Services, Investment in Securities and Broking ‘ N.A. ‘
For Udyen Jain & Associates For and on behalf of the Board of Directors
Chartered Accountants
Mr. Udyen Jain S. M. Parande Paresh J. Khandwala Sameer V. Upadhyay
Proprietor Chairman Managing Director Company Secretary

Mem. No: F — 101201

Place : Mumbai
Date : 28th June 2006.
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CASH FLOW STATEMENT FOR THE YEAR ENDED 31 MARCH 2006.

(Amount In Rupees)

For the year ended
March 31, 2006

For the year ended
March 31, 2005

A. Cash flow from operational activities

Net (Loss)/Profit before tax adjusted for prior period items

and excess provisions for tax written back

Adjustments for:
Depreciation
Loss on sale of fixed assets
Misc. expenditure written off
Loss/(Profit) on sale of Investments
Interest Income
Interest on income tax refund
Finance expense
Provision for Doubtful Debts

Provision for Dimunition in investments

Interest reversed for the year
Loan written off

Rev. of provision for dimunition in Inv. Value

Sundry balance written back
Sundry balance written off
Dividend Income

Operating profit before working capital changes

Adjustments for:
Inventories
Trade & Other receivables
Current Liabilities

Cash generated from operations
Direct taxes Refunded / (paid)
Net cash (used in) / generated from
operating activities

B. Cash flow from investing activities
Purchase of fixed assets
Proceeds of sale of fixed assets

Sale of Investments (net of purchase)

Interest received
Dividend received
Share application money advance

Net cash (used in) / generated
from investing activities

41,148,198 17,437,412
5,235,583 5,043,162
183,797 857,100
36,132 83,522
(9,059,200) (3,927,955)
(3,541,891) (898,283)
- (60,656)
5,510,039 5,622,024
- 6,843,344
5,440 16,338
(8,442,272) (7,979,116)
(8,500,000) (19,313,517)
- (2,696,000)
(131,814) (736,965)
2,194,991 -

(225,712)  (16,734,906) (199,096) (17,346,098)

24,413,292 91,314
944,802 1,622,981
(59,019,571) 63139426

70,099,196 12,024,427  (54,480,249) 10,282,158

36,437,719 10,373,472

(2,166,356) 72,150

34,271,363 10,445,622
(3,483,982) (2,149,260)
33,000 15,000
13,313,160 7,538,723
3,541,891 898,283
225,712 199,096
(5,010,000) -

8,619,780 6,501,842
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(Amount In Rupees)

For the year ended
March 31, 2006

For the year ended
March 31, 2005

C. Cash flow from financing activities
(Repayment)/Proceeds from long

term borrowings(net) (737,000) -

(Repayment)/Proceeds from short

term borrowings(net) 32,877,157 (9,007,786)

Repayment of Preference share capital (14,000,000) -

Proceeds from Share applicatin money 7,150,000 -

Interest paid (3,760,039) (116,103)

Net cash (used in) / generated from

financing activities 21,530,118 (9,123,889)

Net increase/(decrease) in cash

and cash equivalents 64,421,261 7,823,575
Cash and Cash equivalents (opening balance) 29,738,190 21,914,616
Cash and Cash equivalents (closing balance) 94,159,451 29,738,190

64,421,261 7,823,574
As per our report attached of even date. For and on behalf of the Board of Directors

For Udyen Jain & Associates
Chartered Accountants

Mr. Udyen Jain S.M.Parande Paresh J. Khandwala
Proprietor Chairman Managing Director
Mem. No: F - 101201

Mumbai Mumbai

Date: 28th June, 2006 Date: 28th June, 2006

Sameer V. Upadhyay
Company Secretary

AUDITOR’S CERTIFICATE

We have verified the attached cash flow statement of Khandwala Securities Limited for the year ended March 31, 2006
prepared by the company and certify that the statement has been derived from and based on the financial statements of the
company audited by us and has been prepared in accordance with Clause 32 of the Listing agreement with Stock Exchanges

requirements

For Udyen Jain & Associates
Chartered Accountants

Udyen Jain
Proprietor
Membership No. 101201

Mumbai
Date: 28th June, 2006
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KHANDWALA SECURITIES LIMITED
Registered Office : Ground Floor, Vikas Building, Green Street, Fort, Mumbai - 400 023.

ATTENDANCE SLIP

(Shareholders attending the Meeting in person or by Proxy are requested to complete the attendance slip and
handover the same at the entrance of the meeting hall).

| CERTIFY THAT | AM A REGISTERED SHAREHOLDER / PROXY FOR THE REGISTERED SHAREHOLDER
OF THE COMPANY.

| hereby record my presence at the THIRTEENTH ANNUAL GENERAL MEETING of the Company at Cricket
Club of India (CCI), Churchgate, Mumbai 400 020 on 26th August 2006

Regd. Folio No.

Signature
Full Name of the Shareholder/
Proxy (in BLOCK letters)

(i) Member :
(ii) Proxy
PLEASE BRING THIS ATTENDANCE SLIP TO THE MEETING
—e - e ———————

KHANDWALA SECURITIES LIMITED
Registered Office : Ground Floor, Vikas Building, Green Street, Fort, Mumbai - 400 023
PROXY FORM

Folio No.: No. of Shares held:

I/We

of

being member/members of the KHANDWALA SECURITIES LIMITED, hereby appoint

or failing him.
of

AS MY/OUR PROXY TO VOTE FOR ME/US AND ON MY/OUR BEHALF AT THE THIRTEENTH ANNUAL

GENERAL MEETING OF THE COMPANY TO BE HELD ON FRIDAY, 26TH AUGUST 2006 AT 10.00 A.M. AT
Cricket Club of India (CCI), Churchgate, Mumbai 400 020 AND AT ANY ADJOURNMENT THEREOF.

Signed this day of 2006 AFFIX RE. 1/-
REVENUE

STAMP

(Signature of the Shareholder)

Note : This Proxy form duly completed should be deposited at the Registered Office of the Company before not
less than 48 hours of the Meeting. A Proxy need not be a member.
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If undelivered, please return to :

KHANDWALA SECURITIES LIMITED
Ground Floor, Vikas Building,

Green Street, Fort,

Mumbai - 400 023

Book - Post

Processed & Printed by Western Press Pvt. Ltd.

MUMBAI 400 013. Tel. : 2493 9382
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