


Contents
Report of the Directors 1

Annexure to the Directors’ Report 2

Management’s Discussion & Analysis Report 6

Finance and human resources 9

Finance Review 2004-05 17

Risk analysis and management 18

Report on Corporate Governance 19

Auditors Certificate on Corporate Governance 23

General Shareholder Information 28

Financial Statement 29

Financial Track Record 32

Auditors’ Report 33

Balance Sheet  As at 31st March 2005 34

Profit and Loss Account 38

Cash Flow Statement 39

Schedules to Accounts 40

Balance Sheet Abstract 41

Statement of Holding Company’s 57

Consolidated Financial Statements 58

List of promoters 59



1

Board of Directors

M M Murugappan, Chairman

S N Talwar

K N Shenoy

James Whitehead

Subodh Kumar Bhargava

T L Palani Kumar

Partho S Datta

K Srinivasan
President & Wholetime Director

Management Committee

K Srinivasan
President & Wholetime Director

N Srinivasan
Chief Financial Officer

N Kishore
Vice President, Abrasives

P R Ravi
Vice President, EMD & Ceramics

M Muthiah
Deputy General Manager, HR

Company Secretary

S Dhanvanth Kumar

Auditors

Fraser & Ross
Chartered Accountants
Chennai

Bankers

State Bank of India
Standard Chartered Bank
Bank of America
IDBI Bank Ltd

1



CARBORUNDUM UNIVERSAL LTD.

2

revenue flows without any significant increase in

fixed costs resulted in profit before tax increasing by

30%. Profit after tax increased by about 21%.

MARKET OVERVIEW

Rs. million

31.3.2005 31.3.2004

Sales – Domestic 3228 2854

Sales – Exports 337 288

Total Sales 3565 3142

Domestic Sales

The year 2004-05 witnessed a growth of over 8% in

the Index of Industrial Production. This generated a

strong demand- pull for the Company’s products

Your Directors have pleasure in presenting the 51st

Annual Report together with the audited financial

statements for the year ended 31st March 2005.

KEY FINANCIAL SUMMARY

Rs. million

31.3.2005 31.3.2004

Gross Sales 3565 3142

Profit before tax 524 402

Profit after tax 384 317

Sales recorded a growth of 13%. Both domestic and

export markets witnessed improved off-take. All the

business segments viz. abrasives, ceramics and

electrominerals reported higher revenues. Higher

(Pursuant to Section 217 of the Companies Act, 1956)
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leading to a 13% growth in domestic sales.

Abrasives division set the momentum by registering

an increase of 15% in domestic sales. The ceramics

division registered a 7% growth in domestic sales

aided by the strong growth in the super refractories

business. Domestic sales of electrominerals

increased by 8%.

Exports

In the export market, the Company focused on

business development in Europe, North America and

Asia by customizing products to meet customer

requirements, leveraging strategic alliances,

establishing distribution channels and working closely

with channel partners. Abrasives and ceramics which

constitute 95% of the export turnover, registered a

growth of 20% and 24% respectively.

MANUFACTURING

During the year, the Company undertook  a major

capital expenditure programme involving an outlay of

Rs. 358 million for modernizing and upgrading its

manufacturing facilities.  In the Tiruvottiyur and

Pallikaranai plants, state-of-the art facilities were

established for certain product lines. In the Hosur

industrial ceramics plant and the Ranipet super

refractories plant, new kilns were installed.  These

investments have enabled the Company to deliver a

new range of products and also strengthened the

Company’s capability to deliver consistent product

quality and lower production cost in certain product

lines.

Input cost increases were encountered across all

businesses, particularly in ceramics and electro

minerals. To counter the resultant cost push, a slew

of measures were initiated which included

indigenisation of certain inputs, identification of

alternative sources, process efficiency

improvements, process automation and energy

conservation measures.  The process of rationalizing

manufacture of certain product lines across locations

was also completed.

DIVISIONAL PERFORMANCE

The performance of various businesses and finance

and human resources functions are detailed in the

Management’s Discussion & Analysis Report.

APPROPRIATIONS

The amount available for appropriation and the

recommended appropriations are given below:

Rs. million

Available for appropriation

Profit after tax 384.24

Add: Balance brought forward from

previous year 150.55

Total 534.79

Recommended appropriations

Transfer to general reserve 225.00

Proposed dividend @ 100% 93.35

Dividend Tax 13.39

Balance carried forward 203.05

Total 534.79

SUB-DIVISION OF SHARES

Following the approval accorded at the last Annual

General Meeting, the equity shares of Rs.10 each of

the Company was sub-divided into equity shares of

Rs.2 each in August 2004.
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DIVIDEND

The Board is pleased to recommend a dividend of

100% (i.e. Rs. 2/-  per  equity share of Rs. 2/- each)

for 2004-05 as compared to a dividend of 125% (which

included a special dividend of 25% in commemoration

of the Company’s Golden Jubilee) last year.

BONUS SHARES

Considering the strong reserves position and the

future prospects of the Company, your Board of

Directors is pleased to recommend a proposal for

issue of bonus shares in the ratio of  ONE equity

share of Rs  2/- each for every ONE equity share of

Rs 2/- each held by the shareholders. The new bonus

shares would not be eligible for the 100% dividend

that is to be declared at the 51st Annual General

Meeting in respect of the financial year 2004-05.

However they would rank for dividend commencing

from financial year 2005-06.

PERFORMANCE OF SUBSIDIARIES

                                                                    Revenue          Profit after tax Equity dividend

2004-05 2003-04 2004-05 2003-04 2004-05 2003-04

CUMI America Inc.($ million) 0.82 0.79 0.06 0.03 24% -

CUMI (Australia) Pty Ltd. (AUD million) 3.81 3.73 0.61 0.44 AUD203 -
per share

Sterling Abrasives Ltd. 130 105 17 15 80% 70%

Southern Energy Development
Corporation Ltd. 102 116 36 50 125% 100%

Prodorite Anticorrosives Ltd. 201 184 10 7 25% -

Net Access (India) Pvt. Ltd. 29 23 0.8 0.6 - -

Rs. million

Webword Holdings & Management  Private Limited (‘Webword’), a subsidiary of your Company had two subsidiaries viz.

Laserwords Private Ltd. (‘Laserwords’) and Apex Abstracting and Editing Services Limited (‘Apex’). During the year,

Webword merged with Laserwords. Consequently Laserwords  and Apex have ceased to be subsidiaries of CUMI. As

per the Scheme of Amalgamation, Laserwords shares have been issued to CUMI in exchange for the shares held by it in

Webword.  The effective shareholding interest of CUMI in Laserwords continues at the same level of 44.5% as before

the merger.

CONSOLIDATED FINANCIAL RESULTS

A consolidated financial statement (incorporating the

operations of the company, its subsidiaries, joint

ventures and associate) have been provided.

Consolidated revenue was Rs.4057 million in 2004-05

(Previous year Rs.3888 million). Consolidated net

profit after tax increased from Rs. 399 million to

Rs. 484 million.

The Department of Company Affairs, has under

Section 212(8) of the Companies Act, 1956, exempted

the Company (vide order No. 47/103/2005-CL-III)

from furnishing the individual annual reports of the

subsidiaries since a consolidated financial

statement is being provided. In view of this, the

annual reports of the subsidiary companies have

not been annexed.
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However, the annual accounts of the subsidiary

companies and the detailed related information will be

made available to the investors of CUMI and its

subsidiary companies on request and will also be kept

for inspection in the respective registered offices.

DIRECTORS

Mr. Ramesh Agarwal, Managing Director retired from

the Company in January 2005 following his

superannuation. Mr Ramesh Agarwal has been

instrumental in consolidating the operations of CUMI

and putting it on a solid growth path. The Board

places on record its sincere appreciation of the

services rendered by Mr. Ramesh Agarwal during

his tenure.

Following this, the Board has appointed

Mr. K Srinivasan (who was Vice President –

Marketing & Business Development of the Abrasives

Division) as President & Wholetime Director.

Mr. K Srinivasan (47) is a mechanical engineer with

nearly 25 years of experience in the machine tools

and abrasives industries in sales, technical,

production and general management and has been

associated with CUMI for 14 years.

Mr P N Jambunathan stepped down from the Board

during the year. The Board places on record its

sincere appreciation of the services rendered by

Mr. P N Jambunathan during his tenure.

Mr K N Shenoy will retire by rotation at the ensuing

Annual General Meeting. In line with established

convention, Mr. K N Shenoy who is 74 years of age,

has opted to step down from the Board and

accordingly is not offering himself for reappointment.

Mr. K N Shenoy has been on the Board of the

Company since 1996 and the Company has greatly

benefited by his insightful contributions at the Board

meetings. The Board places on record its grateful

appreciation of the services rendered by

Mr. K N Shenoy during his tenure as director.

Mr S N Talwar will also retire by rotation at the

forthcoming Annual General Meeting and being

eligible offers himself for reappointment.

AUDITORS

Fraser & Ross, Chartered Accountants, retire at the

ensuing Annual General Meeting. M/s Fraser & Ross

have expressed their desire to step down from office

as Auditors of the Company and in their place it is

proposed to appoint M/s Deloitte, Haskins & Sells as

Auditors.

CORPORATE SOCIAL RESPONSIBILITY

In response to the devastation caused by the recent

tidal waves (Tsunamis) in southern parts of India, the

Company has donated a sum of Rs. 5 million to

various funds for carrying out relief work. Further a

sum of Rs. 2 million has been donated to AMM

Foundation which is engaged in several charitable

activities across Tamil Nadu.

AWARDS

The abrasives division was awarded the third place in

private sector category for the All India award

instituted by the Institute of Cost and Works

Accountants of India for ‘Excellence in Cost

Management’ for 2003-04. Your Company has also

received the India Manufacturing Excellence Award

for “Managing Growth through Change” instituted by

‘Frost and Sullivan’.

CORPORATE GOVERNANCE
The report on corporate governance along with a

certificate from the Auditors and the certificate

regarding observance of code of conduct are

annexed as required by the listing agreement with

stock exchanges.
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GENERAL

The directors’ responsibility statement, statement of

the particulars of employees and the particulars

relating to the conservation of energy, technology

absorption and foreign exchange earnings and outgo,

as required under the Companies Act, 1956 are

annexed to and form part of this report.

ACKNOWLEDGEMENT

The Board places on record, its appreciation of the

cooperation and support received from the

shareholders, customers, dealers, suppliers,

employees, government departments and banks.

On behalf of the Board

Chennai M M MURUGAPPAN

27th April 2005 Chairman

Name and Designation/ Gross Qualification Date of Previous
Age Nature of duties remuneration and experience commencement employment

paid in 2004-05 (years) of employment
Rs.

Kishore N Vice President 28,05,934 M.Tech 16.06.1995 Dy. General Manager
(51)  – Abrasives (Indl. Engg) (27) – E I D Parry (India) Ltd.

Ravi P R Vice President – 27,69,629 B.Sc. AICWA, 07.02.1990 Dy. Finance Manager
(53) EMD & Ceramics MBA (31) Madras Fertilisers Ltd.

Sitharam Koka Executive on 25,85,628 B.Sc. PGDBM 01.10.1985 Regional Sales Manager
(54) Deputation (IIM) (31) Bakelite Hylam Ltd.

Srinivasan K President & 28,82,396 B.Tech (Mech) 30.01.2002 Vice President
(47) Wholetime Director (25) Wendt (India) Ltd.

Employed for part of the year

Ramesh Agarwal Managing Director 56,68,513(g) B.Sc (Engg) 27.01.2000 Vice President
(59) (38) Wendt (India) Ltd.

Srinivasan N Chief Financial Officer 8,62,556 B.Com, ACA, 09.12.2004 President &
(47) ACS (24) Chief Operating Officer,

Thiru Arooran Sugars Ltd.

Sukumaran P P Executive on 11,18,795(g) B.Sc, MSW (28) 22.06.1995 Asst. General Manager-HR
(50) Deputation TVS Electronics Ltd.

Annexure to the Directors’ Report
(Pursuant to Section 217 (2A) of the Companies Act, 1956)

Notes:

a) Remuneration has been calculated in accordance with clarification given
by the Department of Company Affairs in their circular No.23/76 (No.8/
27)  (217A/75-CLV) dated 6th August 1976. Accordingly, perquisites
have been valued  in terms of actual expenditure incurred by the
Company in providing benefit to the employees except in cases where
the actual amount of expenditure cannot be ascertained with reasonable
accuracy and in such cases a notional amount as per Income Tax
Rules have been added.

b) The above mentioned employees are not relatives (in terms of the
Companies Act, 1956) of any director of the Company.

c) The above mentioned employees are wholetime employees of the
company and their nature of employment is contractual and terminable
at 3 months notice.

d) No employee of the Company is covered by the provisions of
Sec.217(2A)(a)(iii) of the Companies Act, 1956

e) Mr. K. Srinivasan, who was Vice President - Marketing and Business
Development was elevated as President & Wholetime Director by the
Board during the year. His remuneration for the year, includes a sum of
Rs.4,34,293 in his capacity as President & Wholetime Director. This

On behalf of the Board

Chennai M M MURUGAPPAN
27th April 2005 Chairman

amount does not include the performance incentive provision relating to
his tenure as President & Wholetime Director for 2004-05 of Rs. 2,13,200.
The actual incentive will be decided by the Remuneration & Nomination
Committee in July 2005.

f) Remuneration of Mr.Ramesh Agarwal includes a sum of Rs.14,82,000
being the incentive paid in 2004-05 in respect of the previous financial
year. As regards incentive for the current year, the maximum incentive
payable to him is Rs.17,15,386 The actual quantum will be determined
by the Remuneration & Nomination Committee in July 2005.

g) Excludes leave encashment paid at the end of the tenure amounting to
Rs.11,88,160 to Mr. Ramesh Agarwal and Rs.3,01,980 to
Mr. P P Sukumaran.
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CONSERVATION OF ENERGY

During the year, measures taken for conservation of

electricity and fuel were in the form of modification of

kilns and specific energy reduction. Total investment

was Rs. 9.8 million. This is estimated to reduce

energy cost by about Rs. 5 million per annum.

Energy conservation measures planned for 2005-06

include power factor improvement  and installation

of energy efficient kilns. The planned outlay for

these is Rs.10 million and the estimated savings

Rs.4.5 million per annum.

RESEARCH & DEVELOPMENT

Efforts in brief

Efforts were mainly  focussed  on improving process

technology, new product development and product

improvement.

Benefits derived

R & D efforts during the year resulted inter-alia in the

following developments:

• development of new products such as thread

grinding wheels, sol gel wheels,  ball lapping

wheels, synthetic belts, alpha supreme discs,

zircon products, surface modification of grains,

grinding aids and specialty grains and powders.

• addition of new range of floor finishing products

• process/product improvements for consistency of

performance

• surface modification and grinding aid for

performance enhancement in resinoid and coated

abrasive products.

(Pursuant to Section 217 (1)(e) of the Companies Act, 1956)

Annexure to the Directors’ Report

Future Plans

R & D efforts will be focussed on new process

technologies, product extensions and use of

alternative inputs.

Expenditure on R & D Rs. million

Capital 1

Recurring 18

Total 19

Total expenditure as a
percentage to turnover 0.6%

TECHNOLOGY ABSORPTION,
ADAPTATION AND INNOVATION

Technology inputs have been received through

consultants well versed in the field of abrasives and

changes have been done to manufacturing processes

based on these. Significant increase in yields and

lower specific energy consumption in electro minerals

were achieved by making design changes to critical

equipment by the internal team.

Imported Technology

In 2004, technology has been imported from Futura,

Italy for the manufacture of floor polishing products.

Commercial production has commenced and

technology has been fully absorbed.

FOREIGN EXCHANGE
EARNINGS AND OUTGO

Key initiatives during the year to increase exports

were establishing specific products to suit the

requirements of several customers in Europe and

South East Asia, leveraging strategic alliances with

various partners, establishing distribution channels to
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ENERGY CONSUMPTION FOR
REFRACTORIES

A.  Power and fuel consumption

  31.3.2005 31.3.2004

a   Electricity

i.    Purchased

      Units (Kwh) 1156502 1031974

      Total amount (Rs. million) 5.47 4.77

      Rate per unit (Rs) 4.73 4.62

ii   Own (Through Diesel Generator)

      Units (Kwh) 33001 33866 

      Units per litre of diesel oil 3.23     3.41

      Cost per unit (Rs) 4.89 4.66

b.   Fuel*

      Quantity (litres) 1292031 1130731

      Total Cost (Rs. million) 23.30 15.99

      Rate per unit (Rs) 18.03 14.14

B.  Consumption per tonne of production

Product            Electricity (Kwh)         Fuel* (litres)

2004-05 2003-04 2004-05 2003-04

Super

Refractories 478 490 534 521

*Fuel includes kerosene and diesel

On behalf of the Board

Chennai M M MURUGAPPAN

27th April 2005 Chairman

focus on specific geographies and partnering channel

partners in their business development efforts. Price

competition in certain pockets was addressed by

focusing on quality. Brand promotion initiatives along

with product development yielded good results and

will help to sustain and grow the business in various

regions.

The Company’s product quality and consistency in

certain product lines are becoming widely accepted

across the globe.  Sales in several countries spread

across Europe, North America and Asia have

registered sizeable growth over last year. The order

inflow for certain abrasive and electromineral

products have increased considerably.

During 2005-06, the Company plans to grow

aggressively in the export market. Investments have

been made last year to enhance the Company’s

capability to service customers with better and

quicker product offering. Market reach is planned to

be increased by establishing channels in emerging

markets.

During the year the Company has received ‘One Star

Export House’ recognition from the Ministry of

Commerce.

Rs. million

Foreign Exchange Earnings 337

Foreign Exchange Outgo 438
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Business profile

Carborundum Universal Ltd. (CUMI) is an industrial

ceramic material-based product and service provider

with operations spread across three business

segments.

• Abrasives (bonded abrasives, coated abrasives

and allied products) constitutes the company’s

largest business segment, contributing 77 percent

of total sales in 2004-05.

• Ceramics (industrial ceramics and super

refractories) business segment contributed 16

percent of total sales in 2004–05.

• Electrominerals business segment (brown fused

alumina grains, white fused alumina grains and

silicon carbide grains) supplies over 50 percent of

its production to the abrasives and ceramics

business segments. External sales contributed 7

percent of total sales in 2004-05.

India economic overview

The Indian economy maintained its growth

momentum during 2004-05. According to the

Economic Survey 2004-05, the economy is

estimated to have grown at about 6.9 percent during

2004-05. The growth momentum has been

maintained despite  deficient monsoon and hardening

of world oil and steel prices.

During April- December 2004, the industrial sector

grew at 8.4 percent as compared to 6.9 percent last

year, which is the highest since 1995-96. A low

(Pursuant to clause 49 of the Listing Agreement with Stock Exchanges)

9
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a. Sales (including captive supplies)

Segment 2004-05 2003-04 % growth

Abrasives 2734 2375 15%

Ceramics 580 521 11%

Electrominerals 541 500 8%

b. Operating profit

Segment 2004-05 2003-04 % change

Abrasives 394 379 4%

Ceramics 71 88 (19%)

Electrominerals 94 28 236%

interest rate regime and significant increase in public

investment through infrastructure development

programmes and the uptrend in the IT and ITES

segments have been critical drivers of growth. The

strength and robustness of industrial growth was

particularly striking against the backdrop of the steep

increase in international oil prices and  a deficient

monsoon.

CUMI’s Performance overview

It was another year of sustained growth by the

company. Sales grew by 13 percent, profit before tax

by 30 percent and net profit by 21 percent. This

performance enabled the company to report a

stronger earnings per share of Rs. 8.23 on a face

value of Rs. 2/- per share.

Abrasives division registered a growth of 15 percent.

This was a result of focused marketing efforts. The

ceramics division witnessed a 11 percent growth in

sales. A strong growth of 21 percent in the super

refractories business helped to negate the lower

sales in the industrial ceramics business. The

electrominerals division saw sales (including captive)

grow by 8 percent primarily on account of higher

offtake from the abrasives and refractories

industries.

The industry profile, market developments and current year performance of the

respective business segments are elaborated in the following sections.

Rs. million
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Rs. million

2004-05 2003-04 % change

Domestic sales 2534 2208 15%

Exports 200 167 20%

Total sales 2734 2375 15%

Operating profit 394 379 4%

Capital employed 1342 1259

Return on investment (%) 29% 30%

Contribution to total

sales of CUMI (%) 77% 76%

Industry overview

The Indian abrasives market is addressed largely by

two leading players. They are followed by several

smaller players who specialise in specific products.

The industry is characterised by diverse user

industries, an insignificant threat from substitute

products, adequate raw material availability and

extensive application support to customers. Quality,

cost and delivery are critical for success in this

industry. CUMI is the market leader in the Indian

abrasives industry.

CUMI’s product offering comprises bonded abrasives,

coated abrasives and metal working fluids (lubricants

and coolants used during grinding processes). CUMI

offers more than 20,000 product varieties, resulting in

the most extensive spectrum of bonded and coated

abrasives in India. Wendt (India) Ltd. (CUMI’s joint

venture company) manufactures super abrasives.

The abrasives division has 5 plants located across

India and also a windfarm for captive power

generation.

The abrasives division has a government recognised

R&D centre and also a state-of-the-art application

development centre. These enable CUMI to meet the

vast application development needs of customers

and also carry out fundamental research in abrasives

technology, which helps CUMI to keep abreast with

technological developments in the abrasives

industry.

Market scenario

During the year under review, the abrasives industry

grew at a good pace as a result of strong offtake

from several user industries which also witnessed

good growth trends. Strong growth was seen in the

fabrication segment, chemicals and pharmaceutical

industry and equipment manufacturing industries.

The construction industry and the infrastructure

sector also performed well. The buoyancy in the

revenues of these user industries translated into

higher demand for abrasives, both bonded and

coated.

Abrasives
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In the channel sales segment, competition was

severe and price pressure was intense. However,

superior quality assurance and improved range of

products enabled CUMI to retain market share.

During the year, major initiatives of the abrasives

division included the following:

· Investment in new machinery to create a wider

range of products

· Increasing supply capabilities

· Increasing quality consistency

· Strengthening marketing initiatives

· A comprehensive branding exercise

In the export markets, sales registered a growth of

20 percent. This was made possible by:

· Leveraging alliances with strategic partners

· Developing specialised products for key

customers through enhanced application

engineering

· Improving supply capability and reducing lead

time

These initiatives resulted in strong growth in markets

such as USA,  Europe and South East Asia. The

company has also strengthened its position in the

wooden floor polishing market in North America.

As a result of the above initiatives and aided by the

market pull, sales increased to Rs.2734 million from

Rs.2375 million, a rise of 15 percent.

Marketing and distribution

Several steps were initiated to improve visibility and

proximity to the consumer and also to enhance

capability for delivering products on time to

customers.

The company has embarked on a direct marketing

programme for selected products to  make them

more cost effective to consumers. Major initiatives in

this direction are:

· Setting up experience centres under the brand

‘CUMI World’

· A greater emphasis on branding by standardising

CUMI outlets across the country.

· Newer delivery mechanisms such as Automatic

vending machines.

· Extending the concept of ‘CUMI Suraksha’, the

unique user insurance scheme to more centres,

and also settling the first claim under the same.

In addition, the company further strengthened its

distribution set-up and also consolidated its logistics

arrangements. Information technology tools are being

deployed to facilitate better understanding of dealer

performance and inventories.

These specific initiatives enabled the product

availability index to improve to 96 percent.

Manufacturing

The company continues to follow prudent

manufacturing practices in order to lower cost of

production and enhance performance on quality and

delivery parameters.

The touch-time concept introduced a few years ago

has turned out as a productivity-enhancing shift.

Further, the lean manufacturing practices introduced

last year has helped in reducing WIP, throughput

time and increasing on-time delivery.

A capital expenditure of Rs.184 million was incurred

during the year for enhancing capability to

manufacture specialised products and for setting up

a new express line for exports. These investments

are targeted at creating application specific

capabilities, based on customer requirements.
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The investment in upgrading existing machinery

continues to be an area of focus. The modular

experiment with the new, depressed centre wheel line

in the previous year was successful. The company is

planning more such investments in future with a view

to retaining its competitive edge.

Quality assurance through TQM and Six-sigma

programmes continue to yield positive results – lower

rejects and wastages, increased uptime, enhanced

productivity and greater consistency of products.

In recognition of the progressive manufacturing

culture at CUMI, Frost and Sullivan presented a

special award to the company on “Growth through

change” at the Indian Manufacturing Excellence

Awards, 2004.

Outlook

Increasing infrastructure activity, booming

construction and a flourishing economy in India

brings with it signs of robust demand. Globally, the

focus on cost cutting and value-for-money sourcing

will enable Indian companies to establish a strong

foothold. In order to capitalize on the growth

opportunities, there are plans to have a presence in

China and the Middle East.

The introduction of VAT is likely to benefit the

company as product pricing will be more

standardized across the country. The VAT regime

would also help to curb grey market activities to a

large extent. To reduce multiplicity in selling price the

company has embarked on an initiative to reduce

number of stocking points.

CUMI, with its vertically integrated operations,

strength in manufacturing processes, stringent

quality controls and wide distribution reach will

maintain its domestic leadership and also emerge

as a more visible force in the global abrasives

market.

Ceramics
Rs. million

2004-05 2003-04 % change

Domestic sales 446 415 7%

Exports 120 97 24%

Captive supplies 14 9 56%

Total sales (including captive) 580 521 11%

Operating profit 71 88 (19%)

Capital employed 353 221

Return on investment (%) 20% 40%

Contribution to total sales

of CUMI (%) 16% 16%
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Industry overview

The company’s ceramics division manufactures

wear-resistant and heat-resistant products in the form

of industrial consumables and capital consumables.

This has translated into two product lines, Industrial

Ceramics and Super refractories.

The division caters to power sector, cement

industries, coal washeries and also high temperature

applications in the ceramic, non-ferrous, iron and

steel, fertiliser, carbon black and chemical

processing industries.

CUMI is a major player in the industrial ceramics

industry and the only manufacturer of metallised

ceramics in India. Apart from CUMI, there are three

other manufacturers. In addition, the domestic market

is catered to by imports. Cost and technology are the

key success factors in the industry.

In the refractories business, CUMI operates in a

niche segment viz. super refractories. There are two

other players apart from CUMI in this product line.

Quality and customers support are the key success

factors in the industry.

Market Scenario

The Industrial Ceramics business  witnessed a

challenging year with cost pressure due to high price

increase in basic raw material viz. alumina. Fuel

price and power cost increase further added to the

cost pressure. Cost reduction measures were

implemented and order booking was selective with

focus on low-volume high- contribution segments, so

as to reduce the pressure on operating margins.

Production was impacted as a result of the

installation work relating to the tunnel kiln. Export

sales were mainly to CUMI Australia Pty. Ltd which

serviced the mining industry in Australia.

The Super Refractories business achieved sales

growth of 21%.  The growth was achieved on account

of strong demand from user industries mainly ceramic,

carbon black, cement and glass industries and also

good offtake from the export markets. There has been

a major cost push in key raw materials, ranging from

10 to 25% over 03-04 prices. Actions were initiated

during the year to establish alternate sources of raw

material to ensure availability at lower cost.

Manufacturing

In order to meet business growth objectives and

customer expectations, capital investments were put

in place during the year. An imported tunnel kiln was

commissioned at the industrial ceramics plant.

Production quality started stabilizing from March 05.

With the tunnel kiln in place, consistent product

quality has been achieved which will enhance

performance of the product at the customer’s end.

At the Super Refractories plant a new shuttle kiln

was commissioned to service  the increase in

demand. A manufacturing facility at Okha (in Gujarat)

for castables was also set-up. This locational

advantage would help to target a  higher share in the

castables business.

Technical

Areas for research have been identified for improving

technical expertise. Work with an international

consultant is underway for process improvement,

cost reduction and quality improvement projects.

Collaborative research projects have been taken up

with leading research institutions in India. New

products and new applications have been taken up

for development based on customer requirements

and future business prospects.
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Outlook

The outlook is positive with the key user industries

exhibiting good growth trends. The focus is mainly on

projects and providing total solution to customers

based on the application engineering knowledge

acquired over the years. The capacity enhancement

projects planned to ensure timely delivery with

improved product quality will help to foster business

prospects. Plans have been firmed up for new

products and new markets in order to increase the

customer base.

The industry will continue to face pressure on cost

due to expected increase in prices of few raw

materials. Proactive cost reduction measures based

on technical expertise and experience are in place to

address this increase.

Electrominerals
Rs. million

2004-05 2003-04 % growth

Captive supplies 276 246 12%

Domestic sales 248 230 8%

Exports 17 24 (29%)

Total sales (including captive) 541 500 8%

Operating profit 94 28 236%

Capital employed 332 327

Return on investment (%) 28% 9%

Contribution to total revenue of

CUMI (excluding captive) (%) 7% 8%

Industry overview

CUMI’s electrominerals division manufactures

aluminum oxide / silicon carbide grains. These are

the basic raw materials for manufacture of abrasives

and refractories.

CUMI is a major player in the domestic market for

brown and white fused aluminum oxide and silicon

carbide. The key success factors in this industry are

cost and quality, while entry barriers are high capital

investment, limited market and sophisticated

technology. The availability of substitute products,

product differentiation and imports continue to be the

principal challenges in the business.

Market Scenario

There was overall rebound in the prospects of the

division, with sales and operating income showing an

uptrend. The growth in sales was driven by strong
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demand-pull from user industries. Growth was

witnessed both  in the domestic and captive market

segments. The industry faced competition from

Chinese imports but this was countered by delivering

quality products. The increase in alumina prices had

an adverse impact on white fused aluminum oxide

product realisation.

Operating profit increased from Rs.28 million to

Rs.94 million. The higher operating profit was on

account of improvement in sales realization and

better product mix achieved through new applications

and new products.

Manufacturing

As part of the cost reduction measures, the division

achieved reduction in specific energy consumption

and yield improvement for brown fused alumina and

silicon carbide products. Further, in brown fused

alumina products, productivity was improved by

25 percent on account of process efficiencies.

During the year Koratty and Edapally Plants were

re-certified for ISO 9001:2000 Quality Management

Systems.

Maniyar hydroelectric power station generated 35

million units compared to 22 million units last year on

account of good rainfall which helped to reduce power

cost for the division.

Outlook

The market for fused alumina and silicon carbide

grains is growing, with all user industries showing

signs of good growth. Specifically, the building and

construction industry offers opportunities to grow in

silicon carbide microgrits. CUMI will continue to

focus on quality and application specific product

offering and on improving its customer base. The

export market will be targeted with Silicon Carbide

microgrits with improvement in product quality. We

will continue the cost reduction efforts and

productivity improvements in order to maintain

profitability against possible increases in input cost.

Cautionary Statement

This communication contains statements relating to future business developments and economic performance that constitute
‘forward looking statements’. While these forward looking statements represent the company’s judgements and future
expectations, a number of factors could cause actual developments and results to differ materially from expectations. The
company undertakes no obligation to publicly revise any forward-looking statements to reflect future events or circumstances.
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Finance and human resources
Finance

The Company continued to maintain its P1+ credit

rating from CRISIL for short term borrowings and ‘AA’

for long term borrowings. A positive development was

that CRISIL has upgraded the outlook for the

Company from ‘Stable’ to ‘Positive’ when renewing

the long term rating.

During the year, cash generated from operations was

Rs. 380 million. This mainly financed the capital

expenditure of Rs.358 million. As a result the overall

borrowing position (including working capital finance)

of Rs.406 million was at the same level as 2003-04.

Barring a brief hike during the second half of 2004,

interest rates remained soft. An initiative titled

‘Sweating Cash’ was put in place to optimise cash

management and actively deploy day-to-day

surpluses. Constant benchmarking helped to source

funds at fine rates and procure banking services at

lower cost. These efforts helped to keep interest

costs below budgeted levels. Total interest cost for

the year reduced from Rs. 43 million to Rs. 30

million, a decrease of 31 percent.

At the unit finance level, the focus was on cost

control and increasing working capital turn. By

providing periodic information inputs and through

frequent reviews, working capital levels were lowered.

Greater rigour was introduced into the collection

process by increasing the coverage of the channel

finance programme. The tools available in the

RAMCO ERP were more extensively used to meet

information needs of various functions across the

organization.

HR and TQM

The year saw an across the board acceptance of the

company’s HR characteristics viz. involvement,

responsiveness, innovation and relentless pursuit of

business excellence.  This contributed to the

improved performance of the year.

Programmes were launched to improve the

capabilities of the sales force.  Consultants were

engaged to create a platform for the entire sales

force to enable them play their role more effectively.

The entire exercise has helped standardize the sales

force activities with  standardized forms and

reporting systems now being followed by all. The

in-house training application module II also made a

significant impact in the skill level of our sales force.

The ‘preferred futuring’ concept launched last year

was extended to the entire organization. The

innovative ‘one to one’ helped in addressing career

related issues.

Total employee involvement continued through small

group activities (SGA) and cross-functional teams

(CFT).  These teams helped in cost reduction through

energy conservation and waste elimination etc.

CUMI’s SGA Suggestion and CFT teams have won

recognition for their projects in various competitions

and also in the National Convention of Quality Circles

2004. Maniyar Hydroelectric works bagged the

‘Industrial Safety Award’ from the National Safety

council, Kerala Chapter for the 6th year in succession.

Long term settlements were signed  at the industrial

ceramics plant at Hosur and the super refractories

plant at Ranipet. The settlement is expected to lead

to higher productivity levels.

The total number of permanent employees at the end

of the year was 1597.

Financial Review & Risk Management
(including Internal Control)

These are carried on pages 18 and 19.

On behalf of the Board

Chennai M M Murugappan

27th April 2005 Chairman
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Financial Review 2004-05

The financial highlights during the year under

review comprised:

· 13 % growth in sales

· 21% increase in profit after tax.

A. EARNINGS

Revenues

Sales grew from Rs 3,142 million to Rs 3,565

million, a 13% increase. This growth was driven

by the uptrend in all business segments.

By geographical segment, revenues from the

domestic market increased by 13% and export

revenues by 17%. Export sales was at 9% of total

revenues.

Profit Before Interest & Tax (PBIT)

PBIT increased from Rs. 445 million to Rs. 554

million, 24% higher than last year’s level. This

improvement was caused due to an improvement

in the top line and tighter control on fixed costs.

Interest Cost

Interest cost reduced from Rs.43 million to Rs.30

million, a drop of 31%. Strong cash generation,

higher working capital turn and judicious treasury

management helped to achieve this. Interest cost

as a percentage of net sales declined from 1.57%

to 0.96%. Interest cover, which indicates the

capability to service the interest obligation,

was at 19 times.

Profit after tax

Profit after tax of Rs. 384 million constitutes a

21% increase over last year (Rs. 317 million). The

average rate of taxation works out to 27% for the

current year (compared to 21% last year) because

of the lower availability of tax reliefs.

B. FINANCIAL POSITION

Shareholders’ Funds

Shareholders’ funds as on 31.3.2005 was Rs. 1,992

million. Addition for the year was Rs. 277 million.

The book value per share is Rs. 42.

The Company split the paid up value of its shares.

The share capital of the Company is now divided into

shares of Rs.2/- each.

Loan Funds

Year end debt (Rs.406 million) comprises long term

debt (more than one  year) of Rs.227 million and

short term debt (upto 1 year) of Rs.179 million. The

weighted average residual maturity of the long term

debt is 14 months as on 31.3.2005. Short term debt

represents working capital finance. The debt-to-equity

ratio is only 0.21 and offers enough room to meet any

major funding requirement.

Assets

Fixed assets was at Rs. 1123 million. The total

capex for the year was Rs.358 million which exceeds

the depreciation of Rs.118 million for the year. All

divisions increased their capital expenditure spending

during the year. The capital expenditure was mainly

financed by internal accruals. The net current assets

has been maintained at about last year levels despite

a 13% growth in sales.

C. RATIOS

Return on capital employed (ROCE)

The return on average capital employed improved

from 20% in 2003-04 to 22% in 2004-05.

(Pursuant to clause 49 (II)(E)(1) of the Listing Agreement)
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Risk analysis and management
Risk is an inherent feature of commerce. As an organization whose products are sold to a number of customers

and used in diverse applications and geographies, CUMI is impacted by a number of variables. It is their

unambiguous understanding and methodical redressal that helps the company to promote stakeholders’ interests.

The major risks encountering the business and their mitigation are given below:

Type of Risk Nature of Risk Risk migitation

If there is excessive
dependence on any one
industry, cyclicality in that

industry could affect
performance of the
Company.

User Industry
Concentration
Risk

The most unique aspect of CUMI’s product profile is the diverse
user base. Almost all industries use CUMI products. Further CUMI’s
products form a very small part of the overall manufacturing cost in

end-user industries. Thus a cyclical downturn in any of them is not
likely to adversely impact CUMI’s fortunes. While automobile and
auto-component industries contribute a sizeable portion of the

sales, a significant part is also derived from general engineering,
building construction, woodworking and other industries.

>>

The company possesses a

diverse portfolio of
businesses, which require
varied management

competencies. Any failure
in customising responses
to the requirements of

these businesses could
result in business
slowdown or failure.

Business
Portfolio Risk

The company’s various businesses are managed through a

competence-based structure that comprises SBUs, subsidiaries and
joint ventures. This structure facilitates focused business and
segmented development, encouraging specialisation. Also, the

diversity in businesses has a common thread. All businesses have
ceramics and ceramic technology as the uniting factor and there are
operational synergies to be derived out of them.

CUMI’s successful business presence over five decades is a
testimony to its business portfolio management capability.

>>

An excessive dependence

on a few clients could
impact profitability in the
event of slowdown or

customer attrition.

Client
Concentration
Risk

CUMI enjoys a diversified customer profile as a result of its wide

base. Its profitability is therefore not dependent on a few customers.
For instance, the five leading customers of the company accounted
for less than 5 percent of its revenues in 2004-05 while the five

leading dealers contributed about 7 percent of the company’s sales.

>>

Concentration of sales

within a specific geography
could be a significant risk
in the event of recession.

Geographical
Concentration
Risk

Over 90 percent of CUMI’s revenues were derived from India in

2004-05. However, the diversity of India’s market, its status as a
sub-continent and the prevailing economic climate are favourable
for CUMI’s business from a long-term perspective. The Indian

market is not homogenous and in fact resembles an agglomeration
of many distinct markets. CUMI enjoys a strong presence across all
four Indian regions whose vastly different dynamics liberate it from a

geographic risk. Exports constitutes 9 percent of sales. Exports are
not confined to a specific geography but spread across North
America, Europe, South East Asia, Middle East and Australia.

>>

a. Business Risks
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This represents the risk of
the company’s business
being cyclical.

Cyclicality
Risk

>>

This is the risk of
unorganised or

international competition
impacting margins, as
could counterfeit products.

Competition
Risk

>>

Type of Risk Nature of Risk Risk migitation

Technological
obsolescence could impair

the effectiveness of capital
investments.

Technology
Obsolescence
Risk

>>

Long-term business
viability could be adversely
affected if its products or

processes are found to be
environmentally unsafe.

Environment
risk

>>

The company’s businesses

may consume more cash
than they generate,
creating a liquidity trap.

Liquidity
Risk

>>

B. Financial Risks

In the event of a significant cyclical downturn, the company’s
prospects would indeed be affected. However, in the event of a
selective downturn, the company’s wide customer portfolio presents

adequate shock absorption potential. Since the company’s products
address the country’s core industries, there is a greater possibility of
their demand growth being sustainable.

The company has leveraged a number of factors to counter
competition: its rich product knowledge, economies of scale,

backward integration and efficient logistics management.
The combination of these translated into the following:

• Application engineering capabilities that helped customize products
for specific use and offered insightful assistance for the benefit of

industrial buyers.
• A formidable low-cost competitive edge
• An ability to deliver products to customers just when they needed them.

As a hedge against counterfeit products, the company incorporated

non-replicable product properties, security features and innovative
packaging. The company also conducts periodic dealer market audits
to eliminate the inflow of spurious products.

Over the last few decades, CUMI progressively invested in product
and process upgradation to reflect superior technological

standards. This initiative was institutionalised through a dedicated
R&D centre set up in 1972. The CUMI Research Centre had
acquired a significant maturity to innovate and adapt technological

advancements into its processes. This translated into the creation of
new abrasive products, enhanced properties and upgraded grain
technology. Besides, the company’s full-scale pilot plant and

application development centre helped it to simulate test products
leading to advanced application engineering. This research
initiative was reinforced through collaborations with renowned

universities and research institutes. A number of CUMI products are
comparable to the best in the world.

The company’s products and processes are environmentally safe.
The company’s environmental compliance is periodically audited.
Many of its plants are ISO 14000 certified.

In 2004-05, the company generated a cash flow of Rs. 380 million

(Rs.309 million in 2003-04) from operations. Even though the
company had a huge capital expenditure outlay, a large portion of
expenditure was met through internal accruals. Besides, the

company’s strong credit rating of P1+ and AA by CRISIL and low
gearing provide it with an immediate access to low cost funds to tide
over any liquidity crunch.
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Type of Risk Nature of Risk Risk migitation

A high debt component
could result in an

excessive interest drain.

Leverage
Risk

The company enjoyed the benefit of low gearing in which debt
accounted for only 16 percent of the capital employed. Interest

cover stood at 19 times signifying strong debt servicing ability.>>

Foreign currency
fluctuations may adversely

impact the company’s
profitability.

Exchange rate
fluctuation risk

The company follows prudent forex management practices to hedge
its foreign currency exposures and mitigates the risks arising from

unforeseen exchange fluctuations. It most often enjoys a natural
hedge against forex fluctuations in respect of its raw material imports.

>>

A long debtors’ cycle could
potentially affect the
company’s cash flow, while

sales to suspect customers
could translate into bad
debt.

Receivables
Risk

The company’s receivables of Rs.678 million as on 31 March 2005
corresponded to 69 days of turnover. Also the Company serves a
large number of customers / dealers and therefore, payment default

by any single customer / dealer will not have a significant impact on
its cash flow. The bad debts ratio over the past 3 years averages
only 0.4% of gross sales.

>>

Risk of process failures
leading to uncertainties at
the operating level.

Process failure
risk

In order to reduce the uncertainties at the operating level,
CUMI has put in place TQM practices so as to ensure the efficacy of
processes. All major manufacturing locations are ISO certified. The

Enterprise Resource Planning (ERP) software has been
implemented to ensure data availability and accuracy.

>>

In a precise engineering

business, any quality
variation could lead to
customer complaint,

attrition and revenue loss.

Quality risk The company strengthened its comprehensive quality culture. Its

products undergo quality checks under conditions that are more severe
than actual operating conditions. As a result, the chances of failure at the
customer’s end is significantly reduced. Also, the company’s continued

investment in quality improvement ensures that there is no let up in
delivering the best possible product to the customer.

>>

The risk arising out of
contracts that impose

onerous responsibilities.

Contractual
Liabilities risk

CUMI does not have any such contracts and is not tied to any third
party indefinitely with regard to sale or raw material purchase. All

material contracts are subject to review by the in-house legal team.
In addition independent legal counsel have been retained by the
Company and their advice is sought whenever necessary. Product

liability insurance is also taken to cover potential claims from customers.

>>

The risks arising out of non
compliance with statutory
requirements

Compliance
failure risk

CUMI has in place an internal process for ensuring statutory
compliance across the Company. Legal compliance is given due
importance in the Company’s management processes.>>

Weak internal
control can
jeopardise the

Company’s
financial position.

CUMI has an established framework of internal controls for ensuring
optimal use of resources and safeguarding of assets.

Clear policies have been laid down for the approval and control of
expenditure.  Investment decisions involving capital expenditure are

subject to formal detailed appraisal and review according to
approved levels of authority. Capital and revenue expenditure is
monitored and controlled with reference to approved budgets.

Physical verification of fixed assets is periodically done.

Internal audit is carried out to ensure adequacy of internal control
system and adherence to policies and procedures. The Audit
Committee reviews the functioning of the internal audit department.

>>

E. Internal
Control

C. Process Maturity Risk

D. Legal And Statutory Risks
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RISK MANAGEMENT PROCESS

The key elements of the company’s risk management
framework comprise:

Strategic review: Each business prepares a strategic

overview taking into account existing and prospective
market environments vis-a-vis its competitive position.

Business reviews: Thereafter, the company reviews how
its strategy is translating into financials as well as the
risks that could potentially affect their achievement

leading to proactive mitigation.

Budget and financial plans: Each business prepares
budgets and financial plans after accounting for

associated risks.

Capital expenditure authorization approval: All
significant capital expenditure undertaken by the

company is subject to a formal authorisation process,
which involves evaluation of operational, financial and
technical risks.

Reporting and analysis: All businesses are required to
periodically report their performance to the
management / Board in independent terms and with a

comparison to their corresponding budgets, reinforced
by notes to explain significant deviations, if any.

Forecasts: Each business is permitted to periodically

reassess its monthwise forecast for the ongoing and
subsequent financial year, leading to a precise
estimation of business health.

Financial strategy: A centralized team assesses the
principal financial risks related to interest rates,
currency exposures, debt maturity tenures and liquidity

comfort.

In addition to the above, during 2004-05, the Company

has adopted a set of ‘Risk Asesssment and
Minimisation Procedures’ in order to formalise the risk
management process. The process of implementing

this formalised process will be undertaken during the
current year.

On behalf of the Board

Chennai M M Murugappan

27th April 2005 Chairman

The risks outlined in this section are not exhaustive and the evaluation of risk exposure is solely based on management’s
perception. Investors are requested to exercise their own judgement in assessing various risks associated with the company.
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The Directors have pleasure in presenting the

Corporate Governance Report for the year ended 31st

March 2005.

1. The Company’s Corporate
Governance Philosophy:

Carborundum Universal Limited (“CUMI”), as a

constituent of the Murugappa Group, is committed to

high standards of corporate governance in all its

activities and processes. CUMI looks at corporate

governance as the cornerstone for sustained superior

financial performance and for serving all

stakeholders. Apart from drawing from various legal

provisions, the group practices are continuously

benchmarked with industry practices. The entire

process begins with the functioning of the Board of

Directors, with leading professionals and experts

serving as independent Directors and represented in

the various Board Committees. Systematic attempt

is made to ensure symmetry of information.

Key elements in corporate governance are

transparency, internal controls, risk management,

internal/external communications and high standards

of safety and health. The Board has empowered

responsible persons to its broad policies and

guidelines and has set up adequate review

processes.

SEBI has during the last year amended Clause 49 of

the Listing Agreement which encapsulates the

corporate governance code. CUMI has commenced

implementation of the new requirements and will

complete the process before the due date.

2. Board of Directors

a) Composition

The Board comprises of  8 members who bring in a

pool of collective knowledge from various disciplines.

(Pursuant to clause 49 of the Listing Agreement)

23
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(a) Includes only membership in Audit and Investors’ Grievance Committees.

(b) This includes 11 alternate directorships in public limited companies and 2 alternate directorships in private limited companies

(c) Mr K Srinivasan, was inducted on the Board  as a President & Wholetime Director of the Company’s Board effective 1st February 2005.

Details of Board members during 2004-05.

The Board has been constituted in a manner, which

will result in an appropriate mix of executive and

independent directors. This has been done to preserve

the independence of the Board and to separate the

Board functions of governance and management.

b) Board Meetings

The Board has a formal schedule of matters reserved

for its consideration and decision. These include

setting performance targets, reviewing performance,

approving investments, ensuring adequate availability

of financial resources and reporting to the

shareholders. Seven Board Meetings were held

during the year (i.e. on 15th May 2004, 1st July 2004,

23rd July 2004, 16th September 2004, 20th October

2004, 31st January 2005 and 21st March 2005).

The Company paid a sum of Rs.47,510/- to Crawford

Bayley & Co., Advocates & Solicitors  (of which

Mr. S N Talwar is a partner) for legal services

rendered during the year ended 31st March 2005.

The resume, nature of expertise and directorships /

committee memberships of the directors proposed for

reappointment at the forthcoming Annual General

Meeting are given in the Notice of the meeting.

3. Board Committees

The Board has set up the following committees as

per the requirements of the Code of Corporate

Governance:

Directors holding office as on 31.3.2005

Name Category No. of Directorships / (Chairmanships) No. of No. of Attendance Shares
(excluding CUMI) Committee board at last held
Public Limited Private Limited memberships meetings AGM in CUMI
Companies Companies, foreign (excluding attended

 companies and CUMI)(a)

Section 25 Companies

Mr. M M Murugappan Promoter & 10 (of which 3 5 3 (of which 7 Yes 187250
Non Executive as Chairman) 1 as Chairman)
Director

Mr. S N Talwar Non-Executive & 26(b) (of which 1 22(b) (of which 6 9 (of which 4 7 Yes 6000
Independent Director as Chairman ) as Chairman) as Chairman)

Mr. K N Shenoy Non-Executive & Nil 3 (of which 2 2 (of which 5 Yes Nil
Independent Director as Chairman) 1 as Chairman)

Mr. James Whitehead Non-Executive Director Nil Nil Nil 3 Yes Nil

Mr. Subodh Kumar Non-Executive & 10 (of which 1 1 as 6 (of which 3 7 Yes Nil
             Bhargava Independent Director as Chairman) Chairman as Chairman)

Mr. T L Palani Kumar Non-Executive &
Independent Director 2 Nil Nil 3 No Nil

Mr Partho S Datta Non-Executive Director 3 Nil 2 7 Yes Nil

Mr. K Srinivasan
President & Wholetime
Director(c) Executive Director 3 2 Nil 1 NA 2575

Details of Directors who ceased to hold office during the year

Mr. Ramesh Agarwal Executive Director 3 2 (of which 1 Nil 6 Yes Nil
Managing Director as Chairman)

Mr. P N Jambunathan Non-Executive &
Independent Director Nil Nil Nil Nil Nil Nil
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a. Audit Committee

This committee has been formed to monitor and

provide effective supervision of the financial control

and reporting process. The terms of reference of the

committee is to review the financial reporting process,

internal audit process, adequacy of internal control

systems, management audit and also to recommend

the appointment of statutory auditors and their

remuneration.

The committee met on 5 occasions during the year.

The Chairman of the Board, the statutory auditor,

internal auditor and members of the senior

management are permanent invitees to the

committee meetings. The names and attendance of

the committee members are given below:

Name of member Meetings attended

Mr. K N Shenoy (Chairman) 5

Mr. Subodh Kumar Bhargava 5

Mr. Partho S Datta 5

b. Remuneration and Nomination Committee

This committee has been formed to recommend to

the Board the appointment/reappointment of the

executive and non-executive directors, the induction

of Board members into various committees and the

remuneration package of the executive director(s).

The committee has also been empowered to

determine the periodic increments in salary and

annual incentive of the executive director(s).

This committee comprises entirely of independent

directors.  The committee met on 4 occasions during

the year.  The names and attendance of committee

members are given below:

Name of member Meetings attended

Mr. K N Shenoy, (Chairman) 4

Mr. Subodh Kumar Bhargava 4

Mr. T L Palani Kumar 1

c. Share Transfer, Finance and Investors’

   Grievance Committee

The terms of reference of this committee

encompasses formulation of investors’ servicing

policies, looking into redressal of investors

complaints and approval of transfers, transmissions,

transpositions, splitting, consolidation of shares and

debentures, demat/remat requests, allotment of

debentures and creating security for the same.

The committee monitors investor servicing on a

continuous basis by receiving monthly reports from

the Company Secretary on investor services. The

Committee met on 3 occasions during the year.  The

names and attendance of Committee members are

given below :

Name of member Meetings attended

Mr. M M Murugappan (Chairman) 3

Mr. Ramesh Agarwala 2

Mr. Partho S Datta 3

Mr. K Srinivasanb 1

a. Ceased to be a member in January 2005.

b. Inducted in February 2005.

8 complaints have been received from shareholders

during the year. All of them have been resolved to

the satisfaction of the shareholders. There were no

share transfers pending as on 31.3.2005.

The Board has appointed Mr. S Dhanvanth Kumar,

Company Secretary as the Compliance Officer for

the purpose of compliance with the requirements of

the Listing Agreement.

4. Directors’ Remuneration

a.  Policy

The compensation of the executive director(s)

comprises of a fixed component and a performance

incentive based on certain pre-agreed parameters.
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5. General Body Meetings
Last 3 Annual General Meetings

     Year Date Time Venue

2001-2002 31.07.2002 3.30 PM T T K Auditorium, Music Academy, T T K Road, Royapettah Chennai 14

2002-2003 31.07.2003 3.30 PM - do -

2003-2004 23.07.2004 3.30 PM - do -

Executive Directors (Rs. in 000’s)

Name Fixed Component Variable Component

Salary & Allowances Retirement benefits Other benefits Incentive(c)

Mr. Ramesh Agarwal(a) 2997 563 626 1482

Mr. K Srinivasan(b) 345 52 37 -

Notes

a. Mr. Ramesh Agarwal’s tenure as Managing Director concluded in January 2005. Salaries and allowances excludes a sum of
Rs. 1.19 million representing leave encashment paid at the end of his tenure.

b. Mr. K Srinivasan was inducted as President & Wholetime Director from February 2005. The remuneration details are for the pro rata period.

c. Incentive is based on balanced scorecard which comprises company financials, company scorecard and personal objectives. Rs.1.48
million was paid to Mr. Ramesh Agarwal in 2004-05 in respect of  financial year 2003-04. For 2004-05, the maximum incentive payable to
Mr. Ramesh Agarwal is Rs. 1.72 million and to Mr. K. Srinivasan Rs. 0.21 million. The actual quantum will be determined in July 2005.

d. The Company does not have any stock option scheme and as such no stock options have been issued to directors.

The compensation is determined based on levels of

responsibility and scales prevailing in the industry.

The executive directors are not paid sitting fees for

any Board / Committee meetings attended by them.

The compensation of the non-executive directors

takes the form of commission on profits. Though the

shareholders have approved payment of commission

upto 1% of net profits of the Company for each year

calculated as per the provisions of the Companies

Act, 1956, the actual commission paid to the

directors is restricted to a fixed sum. This sum is

reviewed periodically taking into consideration

various factors such as performance of the

Company, time spent by the directors for attending to

the affairs and business of the company and extent

of responsibilities cast on directors under general law

and other relevant factors. Further the aggregate

commission paid to all non-executive directors is

within the limit of 1% of the net profits as approved

by the shareholders. The non-executive directors are

also paid sitting fees within the limits set by

government regulations for every Board / Committee

meeting attended by them.

b. Remuneration for 2004-05

Non-Executive Directors (Rs. in 000’s)

Name Sitting

fees Commission(a)

Mr. M M Murugappan 95 200

Mr. S. N. Talwar 75 200

Mr. K N Shenoy 125 200

Mr. P N Jambunathan (b)

(Commission payable to LIC) - 50

Mr. James Whitehead 35 -

Mr. Subodh Kumar Bhargava 145 200

Mr. T L Palani Kumar 55 200

Mr. Partho S Datta 135 200

a) Will be paid after adoption of accounts by shareholders
at the fifty first Annual General Meeting

(b) Director for part of the year
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6. Disclosures

a. There were no materially significant related party

transactions during the year having conflict with

the interests of the Company.

b. There have been no non-compliance by the

Company or penalty or stricture imposed on the

Company by the Stock Exchange or SEBI or any

statutory authority, on any matter related to

capital markets, during the last 3 years.

7. Means of Communication

The quarterly unaudited financial results and the annual

audited financial results are normally published in

Business Standard and Thina Boomi. Press releases

are given to all important dailies. The financial results

and the press releases are posted on the Company’s

website i.e. www.cumi.murugappa.com.

The financial results are also posted on SEBI’s

website i.e. www.sebiedifar.nic.in.

Unaudited financial results for the six months ended

30th September 2004 was mailed to all shareholders.

8. Management’s Discussion
and Analysis Report

Management’s discussion and analysis report is

given in page 9.

9. Non Mandatory Requirements

(i) The Board has constituted a Remuneration and

Nomination Committee.  The terms of reference

of this Committee is given in para 3 (b) above.

(ii) Half yearly financial results were sent to

individual household of shareholders.

10. General Shareholder Information

This is given in page 29.

On behalf of the Board

Chennai M M Murugappan

27th April 2005  Chairman

The Special Resolutions passed  during the last three years are as follows:

Sl. No. Item of business Passed on

1 Commencement of business pursuant to Section 149(2A)

of the Companies Act, 1956 23.07.2004

2 Keeping of share transfer books and other related documents,

in  a place other than registered office of the company 23.07.2004

3 Approval to hold office of profit in subsidiary company pursuant to

Section 314 (1) of the Companies Act, 1956 23.07.2004

4 Reappointment of auditors and fixation of remuneration 31.07.2003

5 Approval to hold office of profit in subsidiary company pursuant to

Section 314 (1) of the Companies Act, 1956 31.07.2003

6 Keeping of share transfer books and other related documents,

in  a place other than registered office of the company 31.07.2003

7 Reappointment of auditors and fixation of remuneration 31.07.2002
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To the members of Carborundum Universal Ltd.

We have examined the compliance of conditions of Corporate Governance by Carborundum Universal Ltd., for the

year ended 31st March 2005, as stipulated in clause 49 of the Listing Agreement of the said company with stock

exchanges.

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 Corporate Governance. It is neither an audit nor an expression of opinion on the financial

statements of the company.

In our opinion and to the best of our information and according to the explanantions given to us, we certify that

the company has complied with the conditions of Corporate Governance as stipulated in the above mentioned

listing agreement.

We state that no investor grievance is pending for a period exceeding one month against the company as per

records maintained by the share transfer, finance & investors’ grievance committee.

We further state that such compliance is neither an assurance as to the future viability of the company nor the

efficiency or effectiveness with which management has conducted the affairs of the company.

For Fraser & Ross
Chartered Accountants

Geetha Suryanarayanan
Chennai Partner
27th April 2005 Membership No. 29519

Auditors Certificate on
Corporate Governance

Confirmation on Code of Conduct
To

The members of Carborundum Universal Ltd.

Pursuant to Clause 49 (I) (D) (ii), I hereby confirm that, for the financial year ended 31st March 2005, all the Board

members and the senior management personnel have affirmed compliance with the code of conduct framed by the

company.

Chennai K. Srinivasan
27th April 2005 President & Whole-time Director
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would in the normal course be  credited to their

accounts by 30th July 2005.

Instructions to shareholders

a) Shareholders holding shares in physical form

Please notify the change in your address to the

Company’s registrar Karvy Computershare Private

Limited, if any, immediately and not later than

15th July 2005 to enable  them to forward the

dividend warrants to your present address.

Members are also advised to intimate M/s Karvy

Computershare Private Limited the details of their

bank account to enable the same to be

incorporated in the dividend warrants.  This would

help to prevent any fraudulent encashment of the

dividend  warrants.

b) Shareholders holding shares in demat form

In respect of shareholders residing in Ahmedabad,

Bangalore, Bhubaneswar, Chandigarh, Chennai,

Hyderabad, Jaipur, Kanpur, Kolkata, Mumbai,

Nagpur and New Delhi the dividend would be

remitted by ECS to your bank account. The

Company would advice you after remittance of the

dividend.

In respect of shareholders residing in other

centres, the bank account details furnished by

your Depository Participants (DPs) would be

incorporated in the dividend warrants and these

would be mailed to your residence.  If there is any

change in the bank account details kindly advice

your DPs immediately about the change.

Further, if there is any change in your address

kindly advice your DPs immediately about the

change.

General Shareholder Information

1. Registered Office of the Company

“Parry House”, 43 Moore Street, Chennai 600 001

2. Forthcoming Annual General Meeting

Saturday, the 23rd July 2005  at 3.30 pm at

T T K Auditorium, Music Academy, T T K Road,

Royapettah, Chennai 600 014

Last date for receipt of proxy forms:

21st July 2005

3. Financial Calendar
(tentative and subject to change)

Annual General Meeting 23rd July 2005

Financial reporting for the first

quarter ending June 30, 2005 23rd July 2005

Financial reporting for the second quarter

ending September 30, 2005 22nd October 2005

Financial reporting for the third quarter

ending December 31, 2005  January 2006

Financial reporting for the year

ending March 31, 2006        April 2006

4. Book Closure Dates

Saturday, the 25th June 2005 to Saturday,

the 23rd  July 2005 (both days inclusive).

5. Share Capital

The paid up capital of the Company was

Rs.9,33,54,000 comprising 4,66,77,000

equity shares of Rs.2/- each.

6. Dividend

The Board of Directors have recommended a

dividend of  100% (Rs. 2/- per equity share of

Rs.2/- each) and the same will be paid after

approval at the Annual General Meeting. The

warrants will be posted by 28th July 2005. In case

of  shareholders opting for ECS, the dividend
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7. Listing on stock exchanges and stock code

Stock Exchange Stock Code

National Stock Exchange of India Ltd.

Exchange Plaza,

Bandra-Kurla Complex

Bandra (E) Mumbai 400 051 CARBORUNIV-EQ

The Stock Exchange, Mumbai,

Phiroze Jeejeebhoy Towers,

Dalal Street, Mumbai 400 001 513375

Madras Stock Exchange

Exchange Building, Post Box N0 183,

11 Second Line Beach, Chennai 600 001 CRB

Annual listing fees has been paid to the above stock

exchanges.

8. Depositories Connectivity

National Securities Depository Ltd. (NSDL)

Central Depository Services (India) Ltd.  (CDSL)

ISIN:  INE120A01026

Performance in comparison with BSE SENSEX

9. Market price data & performance in comparison with BSE and NSE Indices

Month                                                     Mumbai Stock Exchange                National Stock Exchange

High Low High Low

April 2004 230.00 210.05 233.00 200.10

May 2004 249.95 198.05 248.00 190.00

June 2004 253.00 216.00 254.60 215.00

July 2004 300.00 250.00 345.00 238.00

August  2004 348.00 64.05 343.95 65.05

September 2004 87.35 65.15 87.45 65.70

October 2004 85.00 72.60 83.90 73.00

November 2004 109.80 80.00 108.70 79.50

December 2004 127.80 101.00 128.45 101.05

January 2005 122.40 90.25 125.00 99.00

February 2005 124.50 109.00 124.90 108.40

March 2005 132.95 105.50 133.00 105.00

The face value of the share was Rs. 10/- till 26th August 2004 and has been sub-divided into Rs. 2/- since then.

In view of the stock split, share prices prior to 26th August 2004 have been converted to Rs.2/- equivalent for ease of
comparison
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12.Dematerialisation of shares

The Company has signed agreements with both

National Securities Depository Limited (NSDL) and

with Central Depository Services (India) Ltd. (CDSL)

to provide the facility of holding equity shares in

dematerialised form.

As per SEBI’s instructions, the Company’s shares

can be sold through stock exchanges only in

dematerialised form.

As on 31st March 2005, 4,33,94,119 equity shares

constituting 92.97% of the total paid up capital of the

company have been dematerialised.

13.Outstanding GDRs / ADRs etc.

The Company has not issued any GDR, ADR or any

convertible instruments pending conversion or any

other instrument likely to impact the equity share

capital of the Company.

14.Address for correspondence

Compliance Officer

S. Dhanvanth Kumar

Company Secretary

Carborundum Universal Ltd.

Parry House, 43 Moore Street, Chennai 600 001.

Tel : (044) 52216142  Fax : (044) 52216149

email : DhanvanthkumarS@cumi.murugappa.com

Registrars and Share Transfer Agents

Karvy  Computershare Private Limited

Karvy House, 46, Avenue 4,

Sector No 1,  Banjara Hills, Hyderabad 500 034

Tel : (040) 23312454; 23320251; 23320751/752

Fax : (040) 23311968; 23323049

email: mailmanager@karvy.com

web: www.karvy.com

10. Share Transfer Process

The physical transfers and other requests from the

shareholders are processed by Karvy Computershare

Private Ltd.

The Board has delegated the power to approve the

transfers to the Share Transfer, Finance & Investors’

Grievance Committee and also to the Chairman and

other members of the Committee individually. The

transfers are approved atleast twice a month.

11.Shareholding Pattern/ Distribution

Shareholding Pattern as on 31. 3. 2005

Category % to total capital

Promoter Group 42.55

Financial Institutions 15.28

Non-resident (NRI’s/OCBs/FIIs) 5.22

Banks 0.04

Mutual Funds 6.69

Others 30.22

                    Total               100.00

Distribution of Shareholding as on 31. 3. 2005

Category No. of % to No. of % to
Holders total Shares total

1-100 4317 29.51 285368 0.61

101-200 2143 14.65 344947 0.74

201-500 3645 24.92 1343571 2.88

501-1,000 2674 18.28 2292996 4.91

1001-5,000 1446 9.89 3085295 6.61

5001-10,000 178 1.22 1255405 2.69

Above 10,000 224 1.53 38069418 81.56

Total 14627 100.00 46677000 100.00
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List of promoters of Carborundum Universal Limited belonging to the Murugapa Group pursuant to

regulation 3(e)(i) of SEBI (Substantial Acquisition of Shares & Takeovers) Regulations, 1997

1 EID Parry (India) Ltd. & its subsidiaries

2 Parry Engineering and Exports Ltd.

3 Parry Agro Industries Ltd.

4 Parry Neutraceuticals Limited

5 New Ambadi Estates Pvt. Ltd. & its subsidiaries

6 Ambadi Enterprises Ltd.& its subsidiaries

7 Southern Energy Development Corporation Limited

8 Tube Investments of India Ltd. & its subsidiaries

9 Cholamandalam Investment and Fin. Co. Ltd. &
its subsidiaries

10 The Coromandel Engineering Company Limited &
its subsidiaries

11 Godavari Fertilisers and Chemicals Ltd.

12 AMM Educational Foundation

13 AMM Arunachalam & Sons P Ltd.

14 AMM Vellayan Sons P Ltd.

15 MM Muthiah Sons P Ltd.

16 Kadamane Estates Company

17 Murugappa & Sons

18 MM Muthiah Research Foundation

19 A R Lakshmi Achi Trust

20 AMM Foundation

21 AMM Medical Foundation

22 Presmet Private Limited

23 M V Murugappan & family

24 M V Subbiah & family

25 S Vellayan & family

26 A Vellayan & family

27 A Venkatachalam & family

28 M M Murugappan & family

29 M M Venkatachalam & family

30 M A Alagappan & family

31 Arun Alagappan & family

32 M A M Arunachalam & family

33 Any other company, firm or trust promoted or
controlled by the above

Family for the above purpose includes the spouse,
dependent children and parents

Abrasives

Carborundum Universal Ltd.
P B No.2272, Tiruvottiyur, Chennai 600 019 Tamil Nadu
Ph : +91-44-25733322 / 52211000
Fax : +91-44-25733499 / 25733280 / 25731027

Carborundum Universal Ltd.
Bonded Division, Plot No.48, SIPCOT Industrial Complex,
Hosur 635 126, Dharmapuri District, Tamil Nadu
Ph : +91-4344-276864 / 277059 / 276630 / 279855/279844
Fax : +91-4344-277060

Carborundum Universal Ltd.
Coated Abrasives Division,
Tambaram Velachery Road, Pallikkaranai P.O.,
Chennai 601 302, Tamil Nadu
Ph : +91-44-22460484 / 22460083 / 52212000
Fax : +91-44-22460174

Carborundum Universal Ltd.
Gopalpur Chandigarh, P.O. Ganga Nagar,
Kolkata 700 132, West Bengal
Ph : +91-33-25384418
Fax : +91-33-25386331

Carborundum Universal Ltd.
Cloth Processing Plant, C-4 & C-5, Kamarajar Salai, MMDA
Industrial Complex, Maraimalai Nagar 603 209
Kancheepuram District, Tamil Nadu
Ph : +91-4114-253093 / 253195
Fax : +91-4114-253097

Carborundum Universal Ltd.
Windfarm, 160, Moopanar Compound,
Travellers’ Bungalow Road, (Valliyoor)
Valliyur 627 117, Tirunelveli District, Tamil Nadu
Ph : +91-4637-231884 / 220654

Ceramics

Carborundum Universal Ltd.
Industrial Ceramics Division, Plot No.47,
SIPCOT Industrial Complex, Hosur 635 126
Dharmapuri District, Tamil Nadu
Ph : +91-4344-276027 / 276418
Fax : +91-4344-276028

Carborundum Universal Ltd.
Super Refractories Division, Plot No.102 & 103
SIPCOT Industrial Complex (Phase II)
Ranipet 632 403, Tamil Nadu
Ph : +91-4172-244582 / 244197
Fax : +91-4172-244982

Carborundum Universal Ltd.
Super Refractories Division, P.B No.2 Okha Port P.O.
Jamnagar District, Gujarat 361 350
Ph : +91-2892-262063 / 262065
Fax : +91-2892-262061

Electrominerals

Carborundum Universal Ltd.
Electrominerals Division, PB No.1 Kalamassery
Development Plot P.O, Kalamassery 683 109
Ernakulam District, Kerala
Ph : +91-484-2541058/ 2540309/2540525
Fax : +91-484-2532019

Carborundum Universal Ltd.
Electrominerals Division, PB No. 3 Nalukettu,
Koratty 680 308, Trichur District, Kerala
Ph : +91-480-2732313 /2732061
Fax : +91-480-2732821

Carborundum Universal Ltd.
Maniyar Hydroelectric Works, Maniyar P.O., Vadasserikara,
Pathanamthitta District, Kerala 689 662
Ph : +91-4735-274223
Fax : +91-4735-274223

Carborundum Universal Ltd.
Bhatia Mines, Bhatia Western Railway,
Jamnagar District, Gujarat 361 315
Ph : +91-2891-233464

Carborundum Universal Ltd.
Electrominerals Division, P.B No.2 Okha Port P.O.
Jamnagar District, Gujarat 361 350
Ph : +91-2892-262063 / 262065
Fax : +91-2892-262061

On behalf of the Board

Chennai M M Murugappan
27th April 2005 Chairman

15. Plant Locations


