HINDUSTAN SHIPYARD LIMITED:: VISAKHAPATNAM-530 005
DIRECTORS’ REPORT FOR THE YEAR 2007-08

Your Directors have pleasure in presenting the S6™ Annual Report of your Company together with the Audited
Annual Accounts and the Report of the Statutory Auditors thereon for the year 2007-08.

BUSINESS REVIEW

A

The global shipbuilding environment was very favorable during the year and HSL continued to enjoy
a healthy order book. It could however not take any new orders due to the on going Group of Ministers
review on the transfer of HSL to the Ministry of Defence. This period was therefore, used by HSL for

consolidation of its orders and deliveries.

FINANCIAL STATUS

Your Directors are happy to inform that the income
of your Company for the financial year 2007-08 has
increased to Rs.510.14 Crores as compared to the income
of Rs.399.77 Crores, the year before. This was possible
due to the strenuous and all out efforts put in by all
employees of your Company. As on 31.03.2008, the
Authorized Share Capital of the Company stood at
Rs.285.00 Crores and the Paid up Capital at Rs.281.01
Crores. The Financial Performance of the Company for
the year 2007-08 was as follows:
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All figures in Rupees lakhs

Description
Ship Building Ship Repairs & Retrofit Unallocated Total

Income 28477.99 22296 35 239.25 | 51013.59

Profit/Loss before Depreciation,

interest and income tax 1535.62 9816.16 (3970.32) 7381.46

Depreciation 41597 117.31 49.03 582.31

Interest & Finance charges 465.94 806.66 3178.36 4450.96

Profit before tax 2348.19

Fringe Benefit Tax 20.80
| Provision for Income Tax of earlier years 528.13

Deferred tax asset 665.72

Net profit after income tax 1133.54
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The “NIL COMMENT” Report of the Principal Director of Commercial Audit & Ex-Officio Member
Audit Board is enclosed vide Annexure-1 to this Report.

Your Company had made a net profit of Rs.11.34 Crores during the year 2007-08 and the accumulated
losses have been brought down to Rs.847.42 Crores. This is due to all round improvement in production and
operational efficiencies.

The Financial Restructuring is in advanced stage and under active consideration of Government of
India.

PRODUCTIVITY

Productivity enhancement was one of the key focus of the company and particular emphasis was
paid towards design, production processes, material handling, project planning and monitoring. These efforts
have now started showing results due to which your company was able to achieve a marked improvement in
the productivity both in terms of overall performance as well as in the workers productivity as per the graph
shown below. Due to these measures the yard was able to achieve Man Hour Per DWT productivity of 28 as
against 269 in 2003-04 and a total output of 73743 DWT which is 98% of the yards installed capacity.
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ORDER BOOK POSITION

Your Company has orders for construction of 18 Ships and Refit-Cum-Modernisation of one EKM
Submarine totalling to Rs.1809.69 Crores as on 31* March, 2008. The order book of HSL presently stands at
Rs.1599.78 Crores, this has been reduced from the earlier figure of Rs 2022 Crores in the year 2007 due to

delivery of ships and restriction placed by GoM on HSL on taking new shipbuilding orders. The order book
as on 31.8.2008 is as follows:



Description of the vessel Owner

2 Nos. 150 Passenger Vessels A & N Admn.

Pollution Control Vessel Visakhapatnam Port Trust

1x 30,000 DWT Bulkers M/s Goodearth Maritime Ltd.,

6x 53,000 DWT Bulkers M/s Goodearth Maritime Ltd.,

5 Nos Inshore patrol Vessels Indian Coast Guard

32 Ton Bollard Pull Tug New Mangalore Port Trust

877 EKM - Submarine Repair Indian Navy
SHIPBUILDING ACTIVITY

Your Company had achieved a turnover (including work-in-progress) of Rs.243.51 Crores during the
year 2007-08 on the shipbuilding front. Your Company had achieved a production of 73743 DWT during the
year 2007-08 as against 46498 DWT in 2006-07, which is around 59% higher. The Production Target
fulfillment was 76% during the year. The Capacity Utilization has improved from 62% during 2006-07 to
98% during 2007-08.

During this period, Keels were laid for the first two of Five series of Inshore Patrol vessels for Indian
Coast Guard, last vessel of the four no. 30,000 DWT Trader Series Bulker and 1% Vessel of 6 Diamond Series
53,000 Bulker for GML, Chennai. Launching and floating out was carried out for the second and third
vessels of the 30,000 DWT Bulker of GML, respectively.

The backlog ships viz. 700 Passenger Vessel, 100/150 Passenger Vessels and Oil Recovery & Pollution
Control Vessel, which were very much delayed and yielding very poor/nil revenue, were Completed.



Your Company delivered the two vessels of the Trader Series Bulker for GML. The 2™ 30,000 DWT
Bulk Carrier was the largest ship launched by HSL from the slipway. The yard has also delivered 700 PV
cum 160-Ton cargo vessel “M.V.KAVARATTT” to UTL Administration in the august presence of Tmt. Radhika
Selvi, Hon’ble Minister of State for Home, Govt. of India and Shri P.V. Selva Raj, Administration UTL.

SHIPREPAIR ACTIVITY

During the year, the Ship-repairs Division repaired 28 Vessels of various types belonging to Indian
Navy, Dredging Corporation of India Ltd., Shipping Corporation of India Ltd., Visakhapatnam Port Trust,
six Foreign flag vessels and 10 nrivate vessels, besides some miscellaneous repair works.

The Ship Repair division achieved a total income of Rs.222.96 Crores inclusive of the repair works
on INS Sindhukirti. The Ship Repair Turnover (other than that of INS Sindhukirti) has increased by 16.59%
in 2007-08 over 2006-07 ie., from Rs.9302.10 Lakhs to Rs.10845.57 Lakhs. During this period HSL carried
out repairs of two jackup drill rigs namely; Perro Negro-3 of SAIPEM Portugal and Deep Sea Mat-drill of
Jagson International Ltd, Malta thus earning international recognition in the field of drill ship repairs. This
could be achieved by utilizing the Dock facilities to the optimum level.

Basing on the experience/expertise by HSL on repair of oil rigs, ONGC has qualified HSL and
placed LOI for repair works of “SAGAR RATNA” on I* August 2008. This is the first biggest repair order
value in Rs.354.77 Crores ever received in the history of HSL.

In a nut shell, following is the Performance of Ship-repairs Division other than that of “INS Sindhukirti”
during the year 2007-08:

Activity 2007-08 2006-07
Target Actuals Target Actuals
Turnover (Rupees in lakhs) 10000 10846 9000 9302
Drydock occupancy days 475 770 435 1100

@




With work orders worth around Rs.71.10 Crores are on hand the targ
Crores.

RETROFIT ACTIVITY
Your company has signed a contract on 3 October,2006 with Indian Navy for MR-cum-Modernization
of INS Sindukirti and the total refit is Jointly undertaken by HSL, Naval Dockyard (Visakhapatnam) &
Rosoboron Export (ROE). In this regard, 8 Contracts were concluded with ROE for material supply as well
as for turn-key & modernization works. HSL infrastructure is also being augmented to take up repairs on

submarines as per the DPR submitted by ROE. The major works on submarine that were completed under
this refit contract is enumerated below:

Completion of entire degutting by May 2007

Completion of blasting on entire hull structure for defect survey by Febuary,2008
Removal of Compartment 6 hard patch. First time in India.

Installation & Commissioning of 2 Nos. pipe bending machine at HSL.

HSL welders were qualified to take up repairs on hull structures.

Received all documents from Russia by May 2008 to take up any repairs on submarine.

MEASURES TAKEN BY THE MANAGEMENT:

To improve the Shipbuilding Production, your Company has taken the following measures during
the year 2007-08:

Drawing & Design Office has been modernized with latest Tribon M3 Software to create 3D model
of Ships to eliminate reworks and reduce Ship building cycle time.

HSL has taken Historical step to launch the First biggest 30,000 DWT bulk carrier on Slipway No.2
in May 2007 in order to gainfully utilize the idling slipways.

The construction period has been improved from 24 months for the first two 30,000 DWT Bulk
Carrier to 15 months for the third bulk carrier.

The productivity has improved from 48 man hour/DWT in 2006-07 to 28 man hour/DWT in 2007-08

The Capacity utilization has gone up to 98% in the year 2007-08 compared to 62% in previous year
i.e., 2006-07. For the first time in the history of HSL, Company has almost achieved full capacity
with active involvement of work force and excellent industrial relations. -

Even a single man day was not wasted due to any unrest/untoward incidents in the yard during the
period.

To further enhance the production and productivity of the yard, the following equipments were
procured:

Modern Pipe Bending Machines
CO2 Welding Machines

Fork lifts

HP Air Compressors

Diesel Generator

Elevators/scissor lift

Plasma cutting machines
Mobile cranes

Various tools of jigs & fixtures
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QUALITY ASSURANCE

The 3" and 4" Surveillance Audits of ISO 9001:2000 Standard Quality Management System were
satisfactorily carried on 20" & 21* June,2007 & 29" & 30" January,2008 respectively by LRQA, Mumbai.
The Quality Management System of ISO 9001:2000 Standard is being maintained through periodical Internal
Audits by Quality Internal Auditors through out the year 2007-2008.

IMPLEMENTATION OF INFORMATION TECHNOLOGY

Your company has successfully implemented the following tasks under IT:

Lan-based file tracking system is implemented as per the guidelines given by National Informatics
and computing centre, New Delhi as a part of e-governance initiatives.

E-governance system has been implemented for effective and quick messaging among the employees
in yard, which facilitate for taking quick decisions.

Intranet, intra-mail services and the project information routinely required by departments has been
developed in-house.

Antivirus end to end solution has been installed enterprise-wide for mail, application software, database
security.

HSL website was designed and developed by HSL, all updations, modifications and uploading of
tenders to HSL Website as well as Govt, portal are being performed.

Storage Area Network has been installed for high-speed and reliable data storage. Failover architecture
has been arranged with two node clustering which leads to high availability of data base and load
balancing.

Project Management system for stand alone usage has been installed for effective monitoring.

-ERP System has been further improved.
DRAWING & DESIGN OFFICE

Ship design is the key activity for production and demands high technical skills and infrastructure.

The modern 3-D Computer Aided Design is in
vogue in place of erstwhile conventional 2-D
design. To cater to the above needs, state of art
40 seat Design Centre with latest hardware and
software has been established in Design Dept.
of the Company. Rear Admiral Ajit Tewari,
AVSM, NM, IN(Retd),Chairman & Managing
Director of the Company inaugurated the
design Centre on 23" August,2007.

The Centre is equipped with latest
Tribon M3 Software which is being used by
majority of Shipyards in the world. Tribon M3
Software has Basic Design, Hull Design,
piping, cabling and Outfitting modules. This
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dimensional model of ship and its complex machinery, piping & cabling system. Such 3D modeling helps
to plan the layout of system pipes, cables in most optimum way and locate the equipment and machinery at
right location. This capability virtually eliminates the errors/reworks and reduces the ship building time
considerably. The accurate production drawings and the bill of materials generated by this software facilitate
procurement of material in time for the ship building.

Tribon M3 software has been successfully implemented on the ongoing project of 32T Bollard pull
tug for NMPT.

TRAINING AND DEVELOPMENT

Your Company has been continuing imparting training to ITI Trade Apprentices; on- the-job trainin g
to students from various Educational Institutions; and in-house training to welders. Your Company has
extended training facilities to 265 candidates in various disciplines ie., Trades Fitter Structural, Fitter, Turner,
Machinist, Electrician, Welder and Plumber. Your Company has provided practical training to 360 students
from various institutions. Your Company has given in house training to 300 HSL employees. Your Company
has participated in the centralized walk-in-interview being conducted by Board of Apprenticeship
Training(BOAT) & Andhra Pradesh Government and inducted 17 apprentices in various disciplines. Your
Company is also extending training facilities to the sister concerns like Dredging Corporation of India and
Visakhapatnam Port Trust. '

OFFICIAL LANGUAGE

Hindi training of non-Hindi knowing employees has continued. 36 employees were trained in Hindi,
under the Hindi Teaching Scheme, during the year. 95 employees participated in Hindji Workshops conducted
during the year. Office Orders, Circulars, Reports submitted to the Parliament such as Annual Report of the
Company were prepared and issued bilingually under Section 3(3) of the Official Language Act. Hindi
Fortnight was observed during the month of September, 2007. Efforts were made to increase correspondence
in Hindi by continuing incentive scheme and enhancing the amount of reward for working in Hindi. Hindi
Journal ‘Rajbhasha Sarita” has been published during the year.

REPRESENTATION OF SC/ST/OBC

Your Company has been following the instructions of the Government of India with regard to
implementation of reservation for SC/STs in both recruitment and promotion and OBCs in recruitment. Post
based rosters are being maintained. To improve representation of SCs/STs, steps have been taken in appointing/
promoting personnel in workmen, staff and Officers’ categories by SCs/STs. During the calendar year 2007,
152 8Cs, 34 STs and 112 OBCs have been recruited/promoted. As per the Government of India instructions,
3% reservation for Physically handicapped in all Groups viz: A,B,C and D posts are being implemented.

SAFETY MEASURES

The Safety Department has taken up vigorous drive to improve safety in the yard. This includes Plant
safety inspections to identify unsafe conditions/unsafe acts and for suggesting remedial measures; correcting
unsafe acts/unsafe conditions of all contractors” workmen on personalized basis etc. Special activities
organized during the year are - Conducting of 37" National Safety Day; Organizing of Safety training
programme for contractors workmen and supervisors; Deputation of company employees to participate in
Safety Competitions conducted by Andhra Pradesh Chapter of National Safety Council. External Safety
Audit for the year 2008 is in progress. Crisis Management Plan has been drafted to meet any exigencies or
eventualities.
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MEDICAL SERVICES

The Yard’s Medical Department is providing different medical services such as OPD, Emergency
and Occupational Health Services on a continuous basis. The Colony Medical and Maternity Centre has
been providing regular OPD Services, emergency and first aid services, ante-natal/ post-natal examination
and maternity services.

INDUSTRIAL RELATIONS

The employer-employee relations have been excellent during the year under report due to which
HSL has been able to achieve record productivity.

RECREATION AND OTHER ACTIVITIES

For the recreation of the employees of your Company Cultural Programmes were organized by the
HS Recreation Club. During the year various sports/games were conducted. The Independence and Republic
Day celebrations were conducted with an impressive parade of School children, singing of National Anthem
and award of commendations to employees at the Colony Parade Grounds.

OTHER STATUTORY INFORMATION

Particulars of Conservation of energy, technology absorption, foreign exchange earnings and outgo
as required under the Companies (Disclosure of Particulars in the Report of Directors) Rules, 1988 are
given in Annexure-2 as applicable to your Company. Replies of Board of Directors on the observations of
Statutory Auditors on the Accounts of the Company for the year ended 31% March, 2008 are given in
Annexure-3. Information in accordance with the Provisions of Section 217(2)(a) of the Companies Act,
1956 and the Companies (Particulars of Employees) Rules 1975 as amended from time to time is NIL.

DIRECTORS’ RESPONSIBILITY STATEMENT
Pursuant to Section 217(2AA) of the Companies Act, 1956, it is hereby confirmed:

i) that in the preparation of the Annual Accounts, the applicable Accounting Standards had
been followed along with proper explanation relating to material departures;

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

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

iv) that the Directors had prepared the Annual Accounts on a going concern basis.

AUDITORS

M/s. Brahmayya & Company, Chartered Accountants, “SUHASINI”, DoorNo.10-50-24, Siripuram
Junction, Visakhapatnam530 003, have been appointed as Statutory Auditors of your Comipany for the year
2007-08.
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The Board of Directors has constituted Audit Committee with three Directors, namely,
Cmde.M.K.Murthy, Non-Official part time Director(Independent Director) as the Chairman, Shri Rajneesh
Gupta, Part-time Official Director representing the Ministry of Shipping, Road Transport & Highways,
Department of Shipping, Government of India and Sri. K.V.Brahmananda Reddy, Part-time Official Director
representing the AP State Government, as members. Consequent to resignation of Cmde.M.K. Murthy,
member of the Audit Committee, on 8" July,2008, Board in its meeting held on 6" September,2008 re-
constituted the Audit Committee with three members, namely Shri.K.V.Brahmananda Reddy, Official Part
time Director as the Chairman, Shri Rajneesh Gupta, Part-time Official Director and Cmde.Naresh Kumar,
Director(Technical). *

CORPORATE GOVERNANCE

Audit Committee

Board of Directors
The composition of the Board of Directors of your Company is as follows:

a.  Rear Admiral Ajit Tewari, AVSM, NM, IN(Retd.)
Chairman & Managing Director

b.  Cmde Naresh Kumar, VSM, IN(Retd.)
Director(Technical)

c.  Shri. Rajneesh Gupta, IAS
Part-time Official Director

d. Shri. K.V.Brahmananda Reddy, IRAS
Part-time Official Director

e.  Capt. PV.K.Mohan,
Part-time Non-official Director

During the year 2007-08, 5(five) meetings of your Board of Directors have been held. Subsequent to
the conclusion of 55" AGM held on 21* September, 2007, Capt. P.V.K.Mohan, C&MD, Seaways Shipping
Limited, has been appointed as non-official part-time Director with effect 6* June,2008 by the Government
of India, Ministry of Shipping, RT & HW, Department of Shipping, Government of India. Shri R
Ravichandran, Director (Finance & Commercial) and Cmde. MK Murthy, Director and Chairman of the
Audit Committee have ceased to be Directors on the Board with effect from 17" January,2008 and 8" J uly,2008
respectively. The Board of Directors wish to place on record their appreciation of the services rendered by
the outgoing Directors and welcomed Capt. P.V.K.Mohan, as independent Director.

GENDER BUDGETING

In pursuance of the instructions of the Government of India, on the subject, a “Gender Budgeting
Cell” has been constituted with four women Officers to act as a Nodal Agency for all gender responsive
budgeting initiatives and to ensure effective implementation of gender development programme for women
employees like training, advancement of skills, provision of welfare amenities at work place etc.,
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Visakhapatnam (Rear Admira] Ajit Tewari, IN (Retd)
19" September,2008 Chairman & Managing Director















