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Varun — Conscious of our environment

and focussed on our customers

Varun is committed to being an environment friendly company, which
is reflected in its Quality Policy. While operating its fleet worldwide,
Varun endeavours to maintain a clean, healthy and pollution free

environment at all times.

Coupled with its concern for environment conservation, Varun also
maintains a sharp focus on maximizing end user satisfaction, with an
eye on generating greater value for its customers, stakeholders and

the economy at large.

Varun firmly believes in delivering enhanced value, not merely products,

for the benefit of all concerned.

Clear water ripples signify continuous growth and
expansion. The image also refiects a clean, healthy
and pollution free environment, which we desire our

future generations to inherit.

It is towards this vision that Varun implements an
enviromnment conservation policy, which aims to
preserve the various elements of nature, in their

original pristine form.
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The Compény‘s first d‘rversiﬁcatioh programme=entered into. support services for oil
exploration with the acquisttion of Anchor Handling and Towing Supply Vessels
(AHTS), ‘

1986

The Company’s shares were listed on the Stock Exchanges and a Public Issue of Rs. 17.50
million raising Company's equity capital to Rs. 33.50 miflion.

1988

Public Issue of Rs. 55.22 million raising the Company's .equity capital to Rs. 88.71 million.

19917

Rights cum Public Issue of fully convertible debentures, which on conversion
increased the Company’s equity to Rs. 349.33 million.

1993

Second diversification programme-acquisition of two modern geared bulk carriers for
dry cargo movement.
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The Company acquired its first LPG carrier making it - private sec die
company to commercially operate LPG carriers and followed ft up with acquisition of
\ aricther LPG carrier:

A——————

- 1997

The Company's commitment to maritime safety was recognised by The Commandarit
of the United States Coast Guard by awarding for thé seventh tirme the AMVER.
Certificate of Merit to one of the Company's vessels.

1998

The Company has obtained the Document of Compliance from the Director General of
Shipping and the applicable ships have been issued their respective Safety
: Management Certificates.

20017

Rights Issue of fully convertible debentures aggregating to Rs, 362.61 million which
on conversion in 2002 will increase the Company's equity to Rs. 725.23 miillion.

The Company acquired its fourth LPG carrier, as a result the Company now owns the
largest LPG fleet in the country e, 619% of the total commercial LPG tonnage
operating under Indian flag.

VaruN SHIPPING COMPANY LIMITED
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fﬂDlrectors Report

- ~\ Vmur Ditactors hiave pleasire in presenting the Thirtv-second Anniual Report togethier with the audited sta’cements of account
o of the' Commany for the year ended 31st March, 2003.

(Figures in millions iof Rupees) .
Current Year  Previcus Year

= s - 2

ended ended
31.03.2003 21.03.2002
F oFi"[‘ BE‘.F‘QRE TAX ; \ : 123.63 ‘151.67
. Ies: Provision for Taxation ;
Current Tax . As. 9.80 :
i Deferred Tax LBE e 8ee o 132
o PR@F‘!T AFTER TAX 113,83 i 13R A8
' L Trandferred to Reserve uﬁéﬂer Saction 33AC : i 3 E
. ofthe Income-tax Act, 1961 87.20 ‘ 95.00
| Transferred flom Reserve uhder Section 33AC : 180.00 e

Incorne tax Act, 1956 tutilizetd account:
bmu ht forward fmm prewous yvear

i R A i E R !

207.5? :

0.08 . 2966

mﬁhon dunng tha pmcedm\ _
mi:ing«ta niote that nspite of rdbeated pleas made By the shipping industry'and the positive recommendation w 2
\ A Committes, tha optional tahinage tax systerm has not been introduced by the Governmant so far to place the
o Jndiaﬂ séat regime o par with fiscal redirme. prevalent in othiér maritirhe countries the wortld over. Goverfirrert has recerthy

o annoiiriced that vessels acquired by utilizing reserves created under Section 33AC of the Income-tax Act, 1961, may now

: need to be owned for a minimum periad of three vears instead of the earlier requirement of eight years.

Management Discussion and Analysis :

@) Industry Structure and Development :
The international commodity shipping Industry comprises mainty of vessels operating in the wet, dry bulk, gas and chemical
transport sectors. The Company operates in all the abovemeritioned sectors and in addition operates offshore supply
vasseals. International shipping scenario for the wet sector i.e. crude and product tankers, has witnessed a continued high
level of ordering, with the order book as high as 17 per-cent of the existing world fleet. Independently viewed, the heavy
supply side would appear gloomy for shipping freight rates in the long term. However, stricter maritime legislation will
phase out older tonnage. Final supply position will evolve gradually as ship owners either cut back on fresh orders.or
enhance their positions depending on their perception of the phase out of older tonnage. As there are fewer ownersin the
LPG sector, the order book is better balanced at 11 per cent. However, in this sector, the phase out of old vessels still
continues to be a matter of economics and vessel quality rather than maritime regulations per-se. The dry side i.e. Dry
Bulk carriers finally appears to have a better run, with the orderbook in the handymax sector within a respectful level of 9.8
per cent of existing world fleet. While order positions are easier to monitor, dermand trends and spurts are more difficult to
predict in a global context: Unforeseen strikes, wars and acts of nature can play havoc with conventional demand levels
and it is precisely these unknowns that affect freight rates. However one could say that freight rates and utililisation of

DISTRIBUTION OF REVENUE
(Rs. 2367 Million)

Retained Eamings

0.87%
Depreciation
Dividend e 21.92%
4.35%
Interest
e 8.23%

QOperating Costs
58.35%

Admin, Costs
6.28%
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vessels will be significantly better for well maintainad. internationally acceptable tonnags. : : . o
Turning to the horme front, Indian shipowners continue to have anopportunity to cater to India nalated trades, particularly G

inthe crude oil secton Urilike a number of developed shipping nations, Indian shipping cormpanies have the advan&age of
“agistrong domestic trade driven by the large, growing economic base of the nation. The Indian shipping industry hae

sdeauate managerment and fleat personnal talent t6 own and operate vessels in virtually svery sector including cride-
oil; petroleurn products, easy chemicals; gases; dry bulk, container and off.shore. India therefore has the povential to
emerge as a leading maritime nation both in terms of vessel ownership as also marine serwcas such as \::onstructxm'.
and repaln; ship-management, manning etc,

The indian maritime sectorhas been built predominantly on the strength of 'che oikindustry wr\:h lead\ng r.:nm;aames
focussing o the transport of hydrocarbons fie! crude ang petroleum products. In the-dry bulk sector, the. 'cranspcrt of
coal and iror ore eéncouraged owners tainvest insuitable tonhage. Inrecent times, enhanced domestic refining capacrty
has abiversely affected the import of refined petroleurn products But has enhanged the import, of crude oil. Therefore
Indian shipping industry has a surplus capacity.in terms of patroleturm. product-tankers and is.compelled to trade them
overseas. Onthe other hanqi there is a shortage of Indiart owned crude ol tankers and a significant pertion of crude ol
irnport is-being done on foreign flag ships.. The industry needs to make large investments. in.order. to cater to this
emerging trade. On the dry side, a significant portion of trade is controlled by the private secter that is free to impart:
cargo on either C.LF or FO. B basis. Price competitiveness is fast becoming the primary factor for determmmg whether
Indian or foreigri vessels willget indian cargoes. It is therefore essential that the shipping industry be given a conduc:lve
fiscal ervironment within which to develop and expand.

Opportunities and Threats :

Shipping continues to offer an unparalieled intemational business opportunity forthose comorates that are prepared to
deal- with international demands and challenges. As a core sector, martime transport continues to provide the most
econornical means of long distance transport. As developed countries face continuing high labour costs, emerging markets
like India arid China Rave an opportunity to play a significant role in vessel management and crewing. Growth in-maritirne
tradeis focussed around the Asian region asthis regiori continues to be a primary player in terms of both world manu‘i‘actuﬂng
and consumptlon Theése factors augur well for the growth of the industry inAsia’ The challenge fies in effactively repiacing
tre ageing tonnage with modem environment-friendly “safe-ships”. International companies with access to global capital
markets have cheaper sources of capital making the cost of acquisitions cheaper. A number of countries encourage their
domestic shipping companies by offering cargo support; making the huge investments less risky. If India has to continue

. to expand its declining tonnage profile these challenges will Haive t6 be addressed and resolved.

In terms of fleet development, India faces an unusual predicament,; on the one hand trade growth is encouragmg riesw

acquisitionis ‘but on the other hand lack of a competitive fiscal environment is forcing Indian shipowners to actuire

tonnage overseas rather than domestically. As Indian shipowrniers have to compete on the same price levels with thair
foreign counterparts, Indian shipping companies need to have the same low-tax, investor frieridly regirmies thiat "Fcr‘eig‘n
owriers 8perate from, The indian industry has rnade repeatéd présentatiornand appeals to the Government for level
playing fleld so that the indian fleet will be replaced with modern Yonnage suitable to current trends raguired bith
internationally and in India. )

Focussing on the Company, the management is highly focussed towards the twin objectives of growth and the enhanced
utilization of the existing fleet. In terms of growth, the Company acquired its fourth LPG carrier in November 2002, This
acquisition further strengthens the position of the Company in the LLPG sector making it the largest owner of LPG
tonnage in India. The Company now owns 61 per cent of Indian LPG tonnage in terms of DWT. It is a tribute to the quality
of the management that this high technology vessel will operate under an international charter in global waters for the
next 3 to 5 years. The Company continues to focus on the hydrocarbon sector and is exploring innovative ways of
strengthening its existing fleet. The Company has maintained a team of highly gualified and experienced professionals
to manage its fleet and utilizes international alliances such as pool-partnerships, commercial managers etc, to maximize
the global presence of its fleet. The Company’s fleet of bulk carriers and medium sized product tankers were deployed
internationally for major part of the year. The management continues to overcome the challenges of competing globally
and coping with continuously changing regulations of trade.

-

PROFIT AFTER TAX TOTAL INCOME
(Rs. in Millons) (Rs. in Millions)
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well eqmnmd tc: ﬂpera\ae these vussets glabaiw

The Cbmpany c:ontmueé 1 Mrata two of its 7000 DWT product/ chemical csamers on the fndxan ccastal tade, The

\ \‘(\\\Enmparw s@id the 1980 bﬁﬂt, ?ﬁﬂﬁ mwr MT ‘wbyudm:b irn August 20@2 The mree larger pmduc&: tankera (’&900@ 37000

@

@

@

- under Eeview

mmduct tanker am:l LPG ﬁer:turs packed up mgnrﬁcanﬂy dur!ng *\:he sec:ﬁnd ha\f’ of the
1 markets wera pﬂmanfy dﬁven bv the Venazuealan @il sector stnkes, the dxsruptxon o’F

tb parfbrm well under Navenass Poa} arrangement These vesseis traded
‘ ”éar Frexghrt rates in this sector ﬁrmed up since the second hakf of the year

The two Offshiore 5upptv vassals contmued to perform well under the BG E:xploration and Pmduct»on lndia Ltd s contracts
dunng the year. Foﬂowing the mc:reasad pnce !eveis ofcmde oﬂ. off-shore exploratmn and allied actw?ﬁes“ﬁa\)é‘ treased
§

As r ntioned aamen th mtematronat need for shipning cont:nues to gmw As g{obal trade bamers fall, users of
t:ommodﬂ:xes will source. e cheapest product woddwmda for their manufacturing and consumption processes, Due to

_this fundamerrtal requ:rement shipping has a continuous intemational derand, What remains uncertain is the dermand

and supply at a given point of time, and this balance determines freight rates for the service: The sectors that the
company gperates in namew, medium sized L PG carners, product tankers, handymax bullk carriers and offshore supply

. vessels, gre amongst the ! "wwork-horses’ of the global maritime industry. These types of vessels are generally considered
to bein the lower zone m‘ freight rate fluctuation and less prone to volatile freight rate movements as compared to the

larger sized crude and dry bulk carriers. These vessels are also utilized by a wider customer profile thereby making them
relat:vety easier to market on g global basis. As such the management is optimistic: of the long term outlook 'of the
lndustry but: rernans caumwus about the )mpad:s of BVEr Supply on the product trades and the domestic fiséal envirchrient.

Rlﬁks and Concerns : ;

Shipping industryis truly a gtobal industry thatis prone to fuctuations indemand and supply, intense competition; maritime
hazards, and mari-rnade uncertainties such as wars and piracy. Individual companies are also prone to risks of regulations,
port state .controls and specific govemment policy. The Company atternpts to identify, isolate and neutralize some of
these risks by diversifying Its marine assets, hedgxng its freight rates throughlong term contracts and poctarrangements:

A highly-competent team of professionals. aim to minimise these risks by identifying suitable tonnage, . implemernting
international practices cf ship and shore-based management, as also insuring certain risks with hull and. machinery
Underwiiters and Protection and Indernnity (P&D clubs. The Indian National Shipowners Assodiation d.N:5.A) is also actively
engaged with the Gavernment to work out policies that would foster the continued growth of Indian shipping.

Internal Control Systems and their adeguacy :

The Company has proper and effective intermal control systems commensurate with its size of operations. Most.of the

systems are computerized and internal audit-and checks are carried out regularly in order to ensure that all systems are
functioning satisfactorily.

DIVIDEND

GROSS AND NET BLOCK (Rs. inn Miilions)

(Rs. in Millions)
= EQUITYDIVIDEND . ~. ¢

9000y ™ GROSS BLOCK ©: PREFERENCE DIVIDEND <~
3. NET BLOCK 100
80001 7642 %} a0
70004 6510 80

5888 o3 i1} 8

60+ s 5439
55 507 77

B
1=

95 W W

o 0
1999 2000 2001 2002 2003 1999 2000 2001 2002 2003
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The Audit Committee of the Board of Directors regularly reviews thie effectivenass of the itvtermal contral Bystems in
ordertoensure due and properimplementation of and due compliance with various mmticam iaws and mﬂumons‘

(@) - Discussions on financial performance with respect to operational performance: =
62,61 591 - 14% Lnsectred Fully Convertible Debentures (FCDs) issued by the Cammaw cm R&g&"fm mﬁm ware as per
the terms of the issue converted into equity shares on 11th June, 2002 and the equity share capital of the Compary
now stands increased to 7,25,23,182 equity shares of Rs.10 each. 36, 26,159 Ogtionally Fully Convertible Warrants
(OFCWs) which were issued on a preferential basis lapsed during the year and the amcxunt of Rs 1 37 paid per" QF*CW '
aggregating to Rs.49.67 lakhs was forfeited,

The details of the financial performance of the . Company have a!readv baen daalt thh m tha ear)ier part crr"the report.

M) . Human Resources :
The relations between the employees and the Company remalned ccmdxal thmughout )
shore staff and 411 floating staff employees as on 31st March, 2003. The committed shore based staff gmwdes
support and guidance to the floating staff on a continuous basis, which is re lectad in high safety levels and operational
efficiency, The Company continues to focus on the safety training and daveiepment of the employees.

Totatforeign exchange earned arnd saved including deemed earmings of the Company for the vaear ended 31st March,

2003 was Rs.2062.72 milliony and the foreign exchange used was Rs.1601.18 milion. :

In order to provide better liquidity to the Company's equity shares for the smallinvestors spread acrossthe country, the

Company has effective st April, 2003 also listed its equity shares on The National Stock Exchange of India Limfted.

As required under Section 217AA) of the Companies Act, 1956, your Directors corfirm to the best oﬂ:henr knowledge

and belief that:

D in the preparation of the annual accounts, the applicable accounting standards Have been followed;

i the Directors have selected such accounting policies and applied them consistently and made judgemertts and
estimates that are reasonable and prudent so as to give a true and fair view of the state of affairs of the Company
at the end of the financial year and of the profit or loss of the Company for that period;

i) the Directors have taken proper and sufficient care for the maintenance of adeguate accounting records in
accordance with the provisions of the Companias Act, 1956 for safeguarding the assets of the company and for
preventing and detecting fraud and other irregularities;

iv) the Directors have prepared the annual accounts on a going concern basis.
As required under Section 212 of the Companies Act, 1956, the audited statements of account along with the report of
Directors and Auditors of VSC International Pte Ltd., Singapore, a wholly owned subsidiary of the Company, for the year
ended 31st March, 2003 as also the statement under the said Section are attached to the. Balance Sheet of the
Company. Consolidated accounts prepared in accordance with the accounting standards iSsued by the Institute of
Chartered Accountants of India, are also attached.
As required by the Listing Agreement with Stock Exchanges., a Report on Corporate Govermance together with the
certificate from the Auditors of the Company regarding compliance with Corporate Govemance is attached to.this report.
Mr. Praveen Singh and Mr. Bansi $. Mehta retire by rotation and being: gligible; offer themselves for re-appointment.
Separate resolutions are being proposed for their re-appointment.
You are requested to appoint Auditors of the Company and fix their remuneration. The retiring Auditors Meassrs Sorab S.
Engineer & Co. being eligible, offerthemselves for re-appointment.
The term of office of Mr. Arun Mehta, Vice Chairman & Managing Director expires on 2nd October, 2003 Your Directors
propose to re-appoint Mr. Arun Mehta as Vice Chairman & Managing Director for a further period of five years commencing
from 3rd October, 2003. During Mr. Mehta's tenure, the Company has made significant progress both interms of performance
and profitability and consequently, your Directors feel that his continued association will be beneficial and in the interest of
the Company and therefore an ordinary resolution for his re-appointment is proposed for your consideration.
By a resolution passed at the Twenty Seventh Annual General Meeting of the Company held on 8th September, 1998,
the shareholders had approved the payment of commission to non-executive Directors of the Company, which was
effective for a period of five years, upto 31st March, 2003. As it is proposed to continue the payment of the said
commission, a Special Resolution for the same is proposed for your consideration.
In order to provide for the possibility of raising capital in future, your Directors propose to increase the authorized share
capital of the Company by increasing authorized equity share capital from 10,00,00,000 ‘equity shares of Rs.10 each
aggregating to Rs.1000 million to 30,00,00,000 equity shares of Rs. 10 each aggregating to Rs:3000 million. Further, to
part finance the expansion plans of the Company, the Company proposes to raise funds by way of equity, preference or
any other type of instrument upto an amount of Rs.6000 million and it will also become necessary to increase the
borrowing powers of the Board of Directors from present level of Rs. 10000 million to Rs.30000 milion and the power to
create mortgages, charges, liens, hypothecation, etc., from Rs. 10000 milion to Rs.30000 million. Necessary ordinary
and special resolutions are being proposed in this behalf for your consideration.

As required by Section 217@2A) of the Companies Act, 1956, read with Companies (Particulars of Employees) Rules,

1975, as amended, the names and other particulars of the employees are set out in the Annexure to the Directors’

Report. However, as per the provisions of Section 219(1)(0) (V) of the Companies Act, 1956, the Report and the Accounts

are being sent to all shareholders of the Company excluding the aforesaid information. Any shareholder interested in

obtaining such particulars may write to the Company Secretary at the registered office of the Company.

Your Directors express their thanks to all the officers of the Ministry of Surface Transport, Directorate General of

Shipping, Ministry of Petroleum and Oil Companies for the valuable help and co-operation extended by them to the

Company. Your Directors also thank financial institutions and banks for their continued support to the Company. Your

Directors also thank the shareholders of the Company for their understanding and co-operation at every stage of

operation of the Company. Last but not the least, your Directors express their deep appreciation for the sincere and

hard work put in by the floating as well as the shore based officers and staff of the Company.

On behalf of the Board of Directors

DILIP D. KHATAU
Mumbai, May 28, 2003. Chairman

Varun SHIPPING CoMPANY LIMITED 7
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1.0 \‘ﬁmMMNY’S PHI&QSGPW ON f.’ODE OF GOVERNANCE
“Corperate Gmmanc:a lﬁ%the combination of volurtary practices and compliance with laws: and mgu}atsons leading to
L effective controland man&gamem of the Company: The Company believes that good corporate governance conternplates
- that camcrata actions balance the interast of all stakeholders and satisfy the tests of aceduntability, fransparericy and
L . fair play. The Company Beves that alt its operations and actions must b directed towards enhancing overalishareholder
e . vaiue. i e rad ; )
Giges \BOARD OF DIRECTORS \‘
. ' The Board of Directors cansists of nine Directors.
. The compasimon of the Bc»ard of Directors and other relevant detaxls are given below:

- . Name pﬁhe Cataaory No: of Board -~ Attendance at No. of other No. of membeérships - No, of other
!  Ditecter ‘ L Meetings the Jast Annual Directorships * ' of éther Board Colvimittess of
\ Ly attended General Meeting : Committaes. " wihich the Director
held on 22.8.2002 is'a Chalrperson
o Mr. Dilip D, Khatau =~ Promoter 6 Present 6 i Nl
? Wi Artin Mehta 6 Present 2 i Nl
' Mir: idhishthir :
D Khatay : 6 Present N Ni N
. Mrs.Rina Promoter. . :
: D, Kriatau Non-Exeeutive 4 Present 3 Ni Ni
: M C.M Maniar independent
Non-Executive 5 Present 18 8 Nit
B Mr:Praveer Singh’ ~Independent
o Nen-Executive 6 Present i Nt Nit
[ Dr AR, Independent
i Bhattacharya Non-Executive 3] Present 4 Nil Nil
Mr Bansi 5. Mehta ' Independent
Non-Executive 5 Present 15 10 5
. Mrs, Nitya Kalyani ** - Nominee Director
Independeant
Non-Executive 4 Present 2 il INit
* Tncluides directorships in private limited companies, foreign companies and companies under Section 25 of the Companies Act, 1956 but excludes altemate directorships.

**_ " Representing ICICI Bank Limited as Lender.
During the financial year ended 31st March, 2003, six Board Meetings were held. These Board Meetings were held on
14th May, 2002, 31st July, 2002, 22nd August, 2002, 31st October, 2002, 20th January, 2003 and 21 st March, 2003.
Thelast Annual General Meeting of the Company was held on 22nd August, 2002.

3. AUDIT COMMITTEE
The terms of reference of the Audit Committee are given below :
Iy] To have discussions with the auditors periodically about intemal control systems, the scope of audit including the

observations of the auditors and to review the half-yearly and annual financial statements before submission to
the Board and ensure compliance of internal control systems.

i) To oversee the Company’s financial reporting process and the disclosure of its financial information to ensure that
the financial statement is correct, sufficient and credible.

i Recommending the appointment and removal of external auditor, fixation of audit fee and also approval for payment
for any other servicés.

V) Reviewing with management the annual financial statements before submission to the Board.
v) Reviewing with the management, external and intermal auditors, the adequacy of internal control systems.

Vi) Reviewing the adeguacy of internal audit function, including the structure of the internal audit department, staffing
and seniority of the official heading the department, reporting structure coverage and frequency of internat audit.

Vi Discussions with internal auditors on any significant findings and follow up thereon.

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

x) Discussions with external auditors before the audit commences, nature and scope of audit as well as to have
post-audit discussion to ascertain any area of concern.

x) Reviewing the Company’s financial and risk management policies.

%D To look into the reasons for substantial defaults in the payment to the depositors, debenture holders, shareholders
(n case of non-payment of declared dividends) and creditors, if any.

The Audit Committee comprises of three independent non-executive Directors namely Mr. Praveen Singh,
Dr. AK. Bhattacharya and Mr. C.M. Maniar. Mr. Praveen Singh is the Chairperson of the Audit Committee.
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