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REPORT SNAPSHOT

TABLE 1 - AGENDA ITEMS AND RECOMMENDATIONS

Resolution Recommendation Concern®
1 Adoption of Financial Statements (0] o G 14
2 Declaration of dividend (0] FOR - 18

Re-appointment of Mr. Rajesh Mehta as a Director liable to
retire by rotation
4 Ratification of appointment of Auditors (0] AGAINST C 21

o) AGAINST c/G 19

O - Ordinary Resolution; S - Special Resolution, **-shareholders to discuss and vote accordingly

RESEARCH ANALYST: GAURAV BANSAL

#Concern Terminology

C - Compliance: The Company has not met statutory compliance requirements

F - Fairness: The Company has proposed steps which may lead to undue advantage of a particular class of shareholders and can have
adverse impact on non-controlling shareholders including minority shareholders

G - Governance: SES questions the governance practices of the Company. The Company may have complied with the statutory
requirements in letter. However, SES finds governance issues as per its standards.

T - Disclosures & Transparency: The Company has not made adequate disclosures necessary for shareholders to make an informed
decision. The Company has intentionally or unintentionally kept the shareholders in dark.

KEY ISSUES

MAJOR ISSUES:
No Remuneration to Non-Executive / Independent Directors: It may sound strange or unbelievable but it is true that the

NEDs/ IDs do not get any remuneration from the Company. It appears that they work Pro-Bono. The corporate
governance section states following
“The Non- Executive Independent Directors are not entitled to any stock option and may receive remuneration by
way of sitting fees, reimbursement of expenses (travel and other related expenses incurred for attending the
meetings) for attending meetings of Board or Committee thereof and profit related commission. Provided that
the amount of such fees shall be subject to ceiling/ limits as provided under The Companies Act, 2013 and rules
made thereunder or any other enactment for the time being in force.”
It is not a case that these directors were not paid any remuneration only in previous year, in fact they have not been paid
any remuneration since 2004 (ARs available on Company’s website). 2 of the IDs Mr. V Reddy and Mr. G S Prasad have
been associated with the Company since 2004 but haven’t received a single penny from the Company. Further, Ms. Vijaya

Lakshmi became a Director in 2014-15, she is also not paid any sitting fees and commission:
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2011-12 2012-13 2013-14 2014-15 2015-16
Mr. G. Shanker Prasad 0.00 0.00 0.00 0.00 0.00
Mr. Y Venu Madhva Reddy 0.00 0.00 0.00 0.00 0.00
Ms. Vijaya Lakhsmi NA NA NA 0.00 0.00

One wonders, what could be the reason for these individual to do a selfless service. People do selfless service for social
cause, philanthropy, politics, education and many other field, with an objective and mission. However here it appears to
be an isolated case where these individuals coming from different background, different age group and experience,
sacrificing to help a commercial profit making enterprise make profit and they give up their remuneration. Shareholders
would be quite interested to know the reason for such sacrifice. One can argue that may be these people are doing it to
earn prestige associated with the post of director in a listed company of repute. If that be the case, it may be possible
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that the Company and its Board will not derive any benefit from such people. It may be true with some director(s), but
can’t be true with all the directors.

Although law does not permit IDs to received stock options but it allows them to receive sitting fees and profit based
commission. In this case the Company has not paid any sitting fees to the IDs. Since, this is not a governmental
organisation and a commercial Company with X 476 crores of profit in FY 2015-16, following questions are bound to be
raised:

e Why are IDs not receiving any remuneration?

e Isthere any other means by which IDs are paid?

e Why are IDs providing their service free of cost to the Company?

e Isthere any other agreement between the IDs and the promoters of the Company?

SES is of the opinion that the Company should disclose why are they not paying any remuneration to the IDs given that
their responsibilities have increased after the commencement of the Companies Act, 2013. Shareholders should also seek
clarifications from the NRC Chairman on the remuneration policy of the Company and non-payment of remuneration to
the IDs?

Equally surprising is remuneration of Promoter EDs, who have been drawing a paltry sum of X 1,19,998 for last 11 years
atleast. Looking at remuneration practice of all promoter driven companies, this stands wide apart and can be an
antidote of skewed remuneration practice and certainly help in bringing down average promoter salary across listed
space.

Wrong accounting Practice:

The Company on standalone basis has X 11,449 Crore as fixed deposits with the banks. In its revenue, it has not shown
interest income as other income, nor it has accounted for interest as net item in expenses. It has given following
explanation

(i) Revenue from Operations*

*includes interest received on fixed deposits made for margin purposes for the sake of procurement of Raw

Materials

The Guidance note issued by ICAI states as under

9.2 Other income:

The aggregate of 'Other income''s to be disclosed on face of the Statement of Profit and Loss
9.2.1 As per Note 4 to General Instructions for the preparation of Statement of Profit and Loss 'Other Income shall
be classified as:
e Interest Income (in case of a Company other than a finance Company
e Dividend Income
e Net Gain/loss on sale investments
9.2.2 All kinds of interest income for a company other than a finance company should be disclosed under this
head such as interest on fixed deposits, interest from customers on amounts overdue, etc.
The Company has not accounted for interest income in the prescribed manner. Even if one accepts that the Fixed
Deposits are given as Margin Money for procurement of Raw Material, in that case the interest logically can be accounted
as reduction in cost of raw material rather than as part of operational revenue.
One wonders what is the reason for following such accounting practice, which is not in accordance with law and also non
transparent.
Total profit before tax at standalone level was X 510 Crore. The cash with the Company would have earned if deposited in
bank at 9% interest rate an amount of X 1,065 Crore if compounded quarterly. As against this total profit, the Company
would turn into operational loss. Not only this the cash flow also does not account for this interest income. Shareholders
must ask pertinent and relevant question on Fixed Deposits and its interest. Post Satyam, all cases of large fixed deposits,
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with camouflaged interest income and liabilities do get attention of shareholders and this will also attract attention of
shareholders.
Further even if one accepts that these fixed deposits are used as margin money for raw material, a look at inventory
would give an answer.

e Inventory at Standalone level: X 399 Crore

e Inventory at Consolidated level: X999 Crore

One would imagine that margin money would be paid for one lot of inventory or maybe two or three. And margin money
cannot be more than 25%. The Raw material is not an item which gets manufactured on custom made basis, therefore it
can be safely assumed that it is not a case where entire years’ purchases are contracted in advance, especially in volatile
commodity like gold. Therefore, the statement that X 11,499 Crore is used as margin money is difficult to digest as at 25%
margin these FD would provide funds to purchase commodity worth X 46,000 Crore which will equal to 115 times current
inventory. Therefore, unless one believes that the Company has paid advances/ ordered for 115 times its inventory, the
statement cannot be digested. Therefore, it is important that shareholders ask tough questions and ensure that FDs do
exist and the Company starts doing proper accounting.

SES would advise shareholders to carry out detailed analysis of financial statements and satisfy themselves.

° The Company may be in violation of Minimum Wages Act.
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OTHER ISSUES

e The Appointment of Auditors violates the provisions of Companies Act 2013, Section 139(1) and is not compliant with
law.

e The Company has not disclosed the AGM attendance, hence, it is not compliant with the Schedule V of the Listing
Regulations. .

e The Company is seeking approval of standalone and consolidated accounts in a single resolution.
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COMPANY BACKGROUND

TABLE 2 - MARKET DATA (As on 12th September, 2016)

Price () 450.50 M Cap (X Cr.) 13,303.30 Shares* 29,52,59,959 PE Ratio" 27.91
Standalone Data ; Source: Capitaline * As on 12t September, 2016 "Based on EPS for FY 16
TABLE 3: FINANCIAL INDICATORS (STANDALONE) TABLE 4: PEER COMPARISON (2016)

(% Crores) 06 205 20
Revenue 38,618.62 37,919.26 23,535.39 11,264.53
Other Income 4.01 4.30 0.64 64.36
Total Income 38,622.64 37,923.57 23,536.03 11,328.89
PBDT 511.92 334.72 275.36 967.57
Net Profit 476.52 263.94 229.13 705.85
EPS (%) 16.14 8.94 7.69 7.95
Dividend per share (%) 1.00 1.00 1.00 2.20
Dividend Pay-Out (%) 7.46 13.47 15.66 33.33
Face Value per share (3) 1.00 1.00 1.00 1.00
OPM (%) 2.12 1.99 2.62 8.96
NPM (%) 1.23 0.70 0.97 6.27

Dividend pay-out includes Dividend Distribution Tax. Source: Capitaline

=
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TABLE 5: MAJOR PUBLIC SHAREHOLDERS (JUN' 16) TABLE 6: MAJOR PROMOTERS (JUN' 16) a
=
Bridge India Fund 9.94% Rajesh Jasvantrai Mehta 29.84% %
Dhirajlal Jerambhai Dhakan 4.81% Prashant Jasvantrai Mehta 12.59% é
Rohitkumar Piparia 4.80% Mahesh Jasvantrai Mehta 8.14%
o
Sandeep Dhirajlal Dhakan 4.79% Bipin Jasvantrai Mehta 2.43% nO_
(Ra)
(2
SHAREHOLDING PATTERN (%) (JUNE) DISCUSSION (1% July, 2015 — 30 June, 2016) E
2
25.74 26.06 26.49 28,54 e No new equity shares issued 2
e The promoter shareholding increased —
) o =
20.34 20.08 19.82 18.56 marginally by 0.06% S
e No major change observed in the A,
shareholding pattern
e The promoters have not pledged any shares.
53.86
2016 2015 2014 2013
H Non-Promoter Non-Public Public - Others
Public - Instituitions W Promoter

Graph 1: Yearly Shareholding Pattern
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BOARD OF DIRECTORS

TABLE 7 - BOARD PROFILE

© — Attendance .. . 2 .
. g Classification Tenure for last year Directorship Committee

Director g (Year) | Board Membership

£ n mﬂ (ChairmanShip)
Rajesh Mehta 52 X EDP(C)(R) EDP(C)(R) 22 100 ND 2 2 1 2(0) M M M 1.20
AEBIELD 53 MDP(R)  MDP(R) 2 100 ND 2 2 1 0(0) 1.20
Mehta
V. Reddy 46 ID NID ™ 75 ND 2 2 1 2(2) c ¢ C 0.00
G S Prasad 56 ID NID bl 63 ND 4 1 1 2(0) M M M 0.00
wiEE 67 ID(W) ID(W) 1 1000 ND 1 1 1 0(0) M 0.00
Lakshmi
k.

L Items deserving attention due to governance or contentious issues.

[1] Directorship as per MCA website as on 12t September, 2016
[2] Committee memberships include committee chairmanships (Includes only Audit Committee and Stakeholders Relationship Committee)
Note: Directorships, committee membership and committee chairmanship includes such positions in Rajesh Exports Ltd

Committees

AC - Audit Committee, SRC - Stakeholders Relationship Committee, RM - Risk Management Committee, CSRC - Corporate Social Responsibility Committee, NRC - Nomination
and Remuneration Committee.

Directors

C - Chairman, M - Member, P - Promoter, NP - Non Promoter, W - Woman Director, ED - Executive Director, MD - Managing Director, NED - Non Executive Director, ID -
Independent Director, NID - Non- Independent Director, LID - Lead Independent Director, KMP - Key Managerial Personnel, WTD - Whole Time Director.

Others

R - Liable to retire by rotation, v" - FOR, %- AGAINST, LD - Listed Directorships, FT - Full Time positions, TD - Total Directorships, PD - Public directorship, ND - not Disclosed, NA
- Not Applicable

Board Independence: The Board of the Company comprises of 5 directors out of which the Company has classified 3 as
Independent Directors. However, as Mr. V Reddy and Mr. G S Prasad have been associated with the Company for more
than 10 years, SES as a policy does not consider them to be Independent and has therefore classified him/them as NID in
the above table.

Board Diversity & Time Commitments: The Company has 5 Directors out of which 1 is a woman Director and 4 are male
Directors. Considering Directorships in listed Companies, SES is of the opinion that all other Directors have reasonable
time commitments. SES is of the view that reasonable time commitments of Directors is a good governance practice as
they can devote sufficient time to the affairs of the Company.

Non-Disclosure of AGM attendance: The Company in the Corporate Governance section has not disclosed the
attendance of the Directors at AGMs.

As per Schedule V of the Listing Regulations:

PROXY ADVISORY REPORT | For LiMITED CIRCULATION

C. Corporate Governance Report:
The following disclosures shall be made in the section on the corporate governance of the annual report.
(b) attendance of each director at the meeting of the board of directors and the last annual general meeting;

Since, the Company has not disclosed the attendance of Directors at AGM, hence it is non-compliant with respect to this
provision of the Listing Regulations.

Report Release Date: 19t September, 2016
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BOARD COMPOSITION

3.5 -
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Graph 2: Liable to retire by rotation (As per Company)

As per provisions of Section 149 and 152 of the Companies Act
2013, Independent Directors shall not be liable to retire by
rotation, and, unless articles provide for retirement of all
directors at every AGM, at least 2/3rd of office of the Non-
Independent Directors should be liable to determination by
retirement through rotation. The Company has 2 Non
Independent Directors and all are liable to retire by rotation.
Hence, the Company is compliant with the law.

SES Company

Graph 3: Board Independence Classification

As per Regulation 17(i)(b) of the Listing Regulations, 2015, the
Company should have at least 50% independent directors as the
Board Chairman is a promoter executive director. As per the
Company the Board has 60% of Independent Directors, however as
SES does not consider Mr. V Reddy and Mr. G S Prasad
Independent, thus the Board comprises of only 20% Independent
Directors according to SES.
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TABLE 8 - BOARD COMMITTEE PERFORMANCE

Chairman's Overall
Number of

Committees Classification Independence Attendance < 75%

Meetings

Company SES Company SES

Audit 3 ID ™NiD 67% Moo 4 G Shankar Prasad(25%)
Stakeholders' Relationship 3 ID NID 67% 0% 4 -
Nomination & Remuneration 4 ID FNlD 75% \‘25% 2 -
CSR 3 EDP EDP 67% 0% 2 -
Risk Management 3 EDP EDP 67% 33% 1 -

TABLE 9 - BOARD GOVERNANCE TABLE (AS PER SES)

Criteria Response

Percentage of Independent Directors on the Board 20%
Number of IDs with tenure greater than 10 years 2

Number of IDs with Shareholdings more than ¥ 5 Cr 0

Is the Chairman an Independent Director? No
Is there a Lead Independent Director? No
Number of IDs who are ex-executive of the Company/Promoter Group No
All directors been elected by the Company's shareholders Yes
Are any directors on the Board related to each other? Yes
Number of promoter directors on the Board 2

Did Independent Directors meet at least once without management? Yes

Although the Independent Directors have met on 30" March, 2016 without the management, however, the Company has
not disclosed the Chairman of the meetings. SES as a policy considers an Independent Director as Lead Independent
Director under either of the three conditions:

e Chairman of the Company is an Independent Director (as per SES classification).

e The Company has disclosed that meeting of Independent Directors chaired by a particular Independent Director
(as per SES classification).

e The Company has disclosed the name of the Lead Independent Director and Lead Independent Director is
classified as Independent Director as per SES classification.

Since none of the above conditions are met by the Company, SES is of the opinion that the Company does not have any
Lead Independent Director.

i‘*‘ © 2012 | Stakeholders Empowerment Services | All Rights Reserved
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REMUNERATION ANALYSIS

TABLE 10 - EXECUTIVE DIRECTORS' REMUNERATION ANALYSIS

InX Crore

Rajesh Mehta Jaswanth Rai P 0.01 0.01 0.01 0.01 0.01 0.01 1.39

Prashanth Mehta Jaswanth Rai P 0.01 0.01 0.01 0.01 0.01 0.01 1.39
Note: Fixed pay includes basic pay, perquisites & allowances. Ratio - Ratio of remuneration of Executive Director to Median
remuneration of employees.

The promoters are taking nominal remuneration.

TABLE 11 - REMUNERATION STATISTICS OF THE COMPANY

Average percentile growth of Managerial 0.00 Average percentile growth in Employees' remuneration (Other
Remuneration ’ than Managerial Personnel)
Median Remuneration of employees Not Disclosed
Possible Violation of Minimum Wages Act:

1.28

The Company paid X 1,19,998 to Mr. Rajesh Mehta, Chairman of the Company. The ratio of remuneration of the Director
to the median remuneration of employees is 1.39: 1, therefore the median remuneration of the employees works out to

be X 86,330 per annum. This is approx. X 7,194 per month or X 236 per day. As this is Median Salary there could be 5
- =
employees who were receiving wages even lower than X 236 per day. 5
-
=
As per Karnataka Minimum Wages Act, Crystal Cutting, Polishing and Ornament Manufacture Schedule as given on Page S
. a
178-179 is produced below: =
=
—
SCHEDULE o=
o
Sl | Class of Empl t ini tes of =
ass of Employmen M rates of wages T |Semi Skilled
No Zoned Zone2 Salesmen Basic | 20384 | 5300.00 197.00 12200 B~
Perday | Per | Perday 1 VDA | 797 | 189720 72.97 1897.20 o
‘month Per month o
1 Highly Skilled Total | 27681 | 719720 | 26997 7019.20 =y
Trainer Basic | 23076 | 600000 [ 21923 5700.00 Checking/Cutting staft Basic | 20000 | 520000 | 19500 3070.00 =1
1 vpa | 797 | 19720 7297 1897.20 2 VDA | 7297 | 19720 72.97 1897.20 o
Total | 30373 | 789720 | 29220 7597.20 Total | 27207 | 700720 | 26797 6967.20 E
. |Ormaments maker Basic | 22307 | 5800.00 753 3500.00 v _|Office Staff )
- VDA .97 1897.20 72.97 1897.20 Manager Basic 259,61 6750.00] 246.15 6400.00 v
S [Omaments/Jewelry Total | 29604 | 769720 | 28450 7397.20 1 VDA 7297 189720 72.97 1897.20 =
designer Total 33258  8647.20) 319.12 829720 (]
(Ornaments repairer Basic 219.23 5700.00 207.69 5400.00 Assistant Manager/ Basic 250.00]  6500.00] 337.50 6175.00 q:
4 VDA 72.97 1897.20 72.97 1897.20 2 |Supervisor VDA 72.97] 1897.20| 72.97) 1897.20| >
Total | 29220 | 759720 | 280.66 7297.20 Total 32297 839720 31047 8072.20 é
I1_[Skilled Accountant/Clerk/ Basic 23461 6100.00] 22288 5795.00 (a'
Omaments/Jewelry A 3 [Cashier VDA 7297|  1897.20 72.97 1897.20 [a T
1 Soldering/ Repairer Basic 21538 [ 5600.00 20384 5300.00 Total 30758]  799720) 295,55 7692.20
VDA 72.97 1897.20 72.97 1897.20 Computer Operator/ Typist | DasKC 22884]  5950.00) 21538 560&00'
Total | 28835 | 749720 | 27681 7197.20 4 VDA 1297) 189720 7297 1857.20
S |Polishing & Shining of Total 30181  7847.20] 28835 7497.20
ornaments 5 |Helpers/ Cleaners ' - .
5 Basic 7
Semm— T BT N RETETET =0T 19500 5070.00 185.00 4810.00
3 VDA | 7297 | 189720 72.97 1897.20 6 |Shop assistant VDA 7207 189720 72.97 1897.20
27297 7097.20 atchma
Total | 28450 | 7397.20 7 |Peon/Watchman Total 26797| 696720 25797 6707.20
4 |Dye cutting
— |Gold Smith Basic 70769 | 540000 W&T5 5100.00
? VDA 72.97 1897.20 7297 1897.20 V.D.A: In addition to the basic wages, all Category of Employees in the state shall be paid
- Corting & Polishing Total 280.66 729720 269.12 6997.20 V.D.A. at the rate of 4 Paise per point over and above 4624 points.

Report Release Date: 19t September, 2016
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Comparing the wages given in table with wages paid by the Company SES is of the opinion that as per the given
disclosures in the Annual Report of the Company, the Company has employed some of the employees who are paid even
below the minimum wage per day and the Company is in violation of Minimum Wages Act and is liable for penalties
under the same.
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DISCUSSION - INDEXED TSR vs. EXECUTIVE REMUNERATION

CAGR-TSR: 47.66%, CAGR-MD: 0% S The remuneration of Mr. Rajesh Mehta is constant
o = ; '
over the years. The growth in total shareholders
£ 800 %001 001 001 X001 2001 [ 0025 @ years. The g
k] c returnis positive with CAGR-TSR 47.66%
2 600 L ® » » £
5 0.01
2 400 2
200 0.01 §
(8]
0 4 ; ; ; ; t 000¢
(=)

2012 2013 2014 2015 2016

- MD (RHS) =@—Indexed TSR (LHS)
Graph 4: Executive Compensation vs. Total Shareholders Return

Note: Indexed TSR (Total Shareholders Return) represents the value of ¥ 100 invested in the Company at beginning of a 5-year period starting 1st April,
2012. One period return is calculated as (Final Price - Initial Price + Dividend) / Initial Price.

TABLE 12- EXECUTIVE REMUNERATION - PEER COMPARISON

Rajesh Exports Ltd Titan Company Ltd

Director Name Rajesh Mehta Bhaskar Bhat
Promoter Group Yes No
Remuneration (% Crore) (A) 0.01 4.76

Net Profits (X Crore) (B) 476.52 705.85
Rem. Percentage (A/B * 100) 0.00% 0.67%

Remuneration received by Mr. Rajesh Mehta is very low given the size and performance of the Company. Further, his
remuneration is much lower than that received by Executive Director at peer Company
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DISCLOSURES

DISCLOSURE REQUIRED IN DIRECTOR'S REPORT

The Companies Act, 2013 requires the listed companies to make certain disclosures in Board's Report. The table below
shows the status of compliance of such some important requirements, by the Company

Statement on performance evaluation of Board,

Z Content of Corporate Social Responsibility Policy in
Committees and Directors

prescribed format (if applicable)
Related Party Transactions as per Form No.

Extract of the Annual Return as per Form No. MGT 9 AOC.2

Company's policy on appointment of directors and
criteria for determining qualifications, positive
attributes, director’s independence

Ratio of the remuneration of each director to
the median employees’ remuneration

Policy on remuneration of Directors, KMP and other

A
A
Z employees
A
A
A

Secretarial Audit Report

Statement on declaration by Independent Directors Directors’ Responsibility Statement

Particulars of loans, guarantees or investments Details of establishment of Vigil Mechanism

Statement indicating development and
implementation of a risk management policy

Comments on qualifications made by Statutory
Auditors/ Secretarial Auditor

NNNN N NN

* Not applicable
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RESOLUTION ANALYSIS

RESOLUTION 1: ADOPTION OF ACCOUNTS

To receive, consider and adopt the Financial Statements for the year ended 31 March 2016 as at that date together with
the reports of the Directors and Auditors thereon.

SES RECOMMENDATION

SES is of the view that the statement under “other matters” in the Auditors Report is ambiguous. From the above
statement, SES is of the opinion that it is not clear whether the financial statements of the subsidiary have been audited
by KPMG or unaudited. However, shareholders may note that the consolidated financial statements contain 91% of the
revenue and 55% of the profits either unaudited or audited by another Auditor. In the such a case, SES recommends that
shareholder discuss the issue with the Company and take a decision based on the managements response.

SES RATIONALE

Unaudited accounts, concern regarding ambiguity in statement of Auditors under “other matters”

SES ANALYSIS

Note: Detailed analysis of the accounts is not within the scope of SES' activities. SES accepts the Report of the Directors and the Auditors
to be true and fair representation of the company's financial position. The analysis below is aimed at enabling shareholders engage in
discussions with the Board/ Management during the AGM.

AUDIT QUALIFICATIONS

The Auditors have not raised any qualifications.

AUDITORS' COMMENTS ON STANDALONE ACCOUNTS

During the year Company has written off X 26,51,66,427/- as Bad Debts in Inter Corporate Deposit division since it is not

recoverable

AUDITORS' COMMENTS ON CONSOLIDATED ACCOUNTS

The Auditors have mentioned that they did not audit the financial statements of foreign subsidiary and whose financial
statements reflect the total assets of X 5,631.03 Crores as on 31 March 2016, total revenue from operations of X
1,51,352.83 Crores and profit of X 596.56 Crores as on that date. The unaudited financial statements of foreign company
M/s. REL Singapore PTE Ltd as approved by the respective Boards of Directors of the company have been furnished to
them by the Management and their report in so far as it relates to the amounts included in respect of Subsidiary is based
solely on Board of Directors approved unaudited financial statements.

Their opinion on the consolidated financial statements, and their report on other legal and regulatory requirements
below, is not modified in respect of the above matters with respect to their reliance on the work done and the financial
statements furnished by the Management. The subsidiary audit has been done by KPMG, Switzerland.

SES View: SES is of the view that the above statement by the Auditors is contradictory. From the above statement, SES is
of the opinion that it is not clear whether the financial statements of the subsidiary have been audited by KPMG or
unaudited. However, shareholders may note that the consolidated financial statements contain 91% of the revenue and
55% of the profits either unaudited or audited by another Auditor.

If the financial statements are unaudited: As a material part of the consolidated financial statements of the Company are
unaudited, this raises concern regarding the fairness of such financial statements.
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Further, if they are Audited by another Auditor this raises a concern that the current Auditors of the Company, V.
Sivasankar & Co are not the principal Auditors of the Company.

In the background of information and discussion above, SES is of the opinion that the Statutory Auditors V. Sivasankar &
Co are not qualified to act as principal Auditors. SES places reliance on Auditing Standard SA 600, titled “Using the work of
another auditor”

The standard provides following guidelines if work of other auditor is used.

2. The purpose of this Standard on Auditing (SA) is to establish standards to be applied in situations where an auditor
(referred to herein as the ‘principal auditor’), reporting on the financial information of an entity, uses the work of another
auditor (referred to herein as the ‘other auditor’) with respect to the financial information of one or more components
included in the financial information of the entity. This Standard also discusses the principal auditor’s responsibility in
relation to his use of the work of the other auditor. In this Standard, the term 'financial information' encompasses
‘financial statements'.

Handbook of Auditing Pronouncements-|

5. When the principal auditor uses the work of another auditor, the principal auditor should determine how the work of
the other auditor will affect the audit.

6. "Principal auditor" means the auditor with responsibility for reporting on the financial information of an entity when
that financial information includes the financial information of one or more components audited by another auditor.

7. "Other auditor" means an auditor, other than the principal auditor, with responsibility for reporting on the financial
information of a component which is included in the financial information audited by the principal auditor.

8. "Component" means a division, branch, subsidiary, joint venture, associated enterprises or other entity whose financial
information is included in the financial information audited by the principal auditor.

Acceptance as Principal Auditor

9. The auditor should consider whether the auditor's own participation is sufficient to be able to act as the principal
auditor. For this purpose the auditor would consider:

(a) the materiality of the portion of the financial information which the principal auditor audits;
(b) the principal auditor's degree of knowledge regarding the business of the components;
(c) the risk of material misstatements in the financial information of the components audited by the other auditor; and

(d) the performance of additional procedures as set out in this SA regarding the components audited by other auditor
resulting in the principal auditor having significant participation in such audit.

When the principal auditor has to base his opinion on the financial information of the entity as a whole relying upon the
statements and reports of the other auditors, his report should state clearly the division of responsibility for the financial
information of the entity by indicating the extent to which the financial information of components audited by the other
auditors have been included in the financial information of the entity, e.g., the number of divisions/branches/subsidiaries
or other components audited by other auditors.

SES View: SES is of the opinion that Clause 9 of the Auditing Standard SA 600 casts upon the auditor to consider whether
the auditor's own participation is sufficient to be able to act as the principal auditor. There are various factors for judging
and most important one being “Materiality”. SES is not aware how the Auditors are content with the factors indicated in
the Auditing Standard SA 600, however, SES is of the opinion that at least on materiality ground, Auditor cannot qualify to
be a principal Auditor.
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ACCOUNTING POLICIES

No change has been made to the Accounting policy.

FINANCIAL INDICATORS

Debtors Turnover 10.53 13.03 -19.19% -
Inventory Turnover 96.77 78.71 22.94% -
Interest Coverage Ratio 2.66 1.80 47.78% +ve, no discussion by the Company
Current Ratio 1.04 1.20 -13.33% -
Debt Equity Ratio 1.37 1.36 0.74% -
Operating Profit Margin (%) 2.12 1.99 6.53% -
Net Profit Margin (%) 1.23 0.70 75.71% +ve, No discussion by the Company
Operating Cash flow/Sales 1.87 9.99 -81.28% +ve, No discussion by the Company

Source: Company's Annual Reports / Capitaline/ Moneycontrol

SES is of the opinion that board should take note of structural shift (positive and negative both) in various financial parameters which
have a bearing on company's future performance and positioning in market place and disclose an analysis of the same to shareholders.
SES believes that 25% change either way should be the threshold for triggering analysis and disclosure requirements.

CONTINGENT LIABILITIES

The contingent liabilities of the company are not significant.

RELATED PARTY TRANSACTIONS

Outstanding ( Crore) Mar' 16 | Mar'15 Shift Comments

Loans and Advances 1,872.96 2,350.31 -20.31% Majorly to REL Singapore Pte Ltd
Source: Company's Annual Reports

STANDALONE VS CONSOLIDATED ACCOUNTS

(In X Crore) Standalone Accounts @ From Subsidiaries etc. Consolidated Accounts
Mar' 16 Mar' 15 Mar' 16 Mar' 15
Revenue 38,619 37,919 23,537 1,26,593 12,544 5,660 1,65,211 50,463 29,197
Net Profit 475 264 227 594 391 130 1,069 655 357
Total Assets 19,081 15,527 11,060 1,860 553 178 20,941 16,081 11,238
Net Worth 3,251 2,811 2,612 1,533 551 129 4,783 3,362 2,741
E/I(Ztrgpir:?’;) 1.23 0.70 0.96 0.47 3.12 2.31 0.65 1.30 1.22
ROA (%) 2.49 1.70 2.05 31.92 70.66 73.43 5.10 4.07 3.18
RONW (%) 14.62 9.39 8.69 38.74 70.99 101.16 22.35 19.48 13.04

Source: Company's Annual Reports @balancing figure being the difference between consolidated and standalone financial
statements

The Company’s total income during the period under review stood at a record all time high of X 1,65,220 crores
compared to that of X 50,462 crores during the previous year. As a result, the net profit for the year under review, after
provision for depreciation and income tax was X 1,069 crores compared to X 654 crores during the previous year. The
Company has transferred an amount of X 67 crores to the general reserves. As a result, the total reserve of the
Company has moved up to X 4,753 crores.

Shareholders may note that the Company is seeking shareholders’ approval for adoption of its financial statements.
There is ambiguity as to which financial statements the Company is referring to, i.e. whether the Company is seeking
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approval for standalone financial statements only, or Consolidated Statement only, or for both standalone and
consolidated financial statements, considering that the Company has neither mentioned ‘standalone financial
statements’ nor ‘consolidated financial statements’ in the resolution. Shareholders may further note that Section 129
of Companies Act, 2013 states as under:

Section 129 (2) “At every annual general meeting of a company, the Board of Directors of the company shall
lay before such meeting financial statements for the financial year.”

Section129 (3) “Where a company has one or more subsidiaries, it shall, in addition to financial statements
provided under sub-section (2), prepare a consolidated financial statement of the company and of all
the subsidiaries in the same form and manner as that of its own which shall also be laid before the annual
general meeting of the company along with the laying of its financial statement under sub-section (2):..”

Further, SES is of the opinion that adoption of standalone financial statements and consolidated financial statements
are two different matters and as a good governance practice, the Company should propose separate resolutions for
consideration of shareholders independent of each other. Being a purely drafting issue SES is not raising any concern.
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RESOLUTION 2: DECLARATION OF DIVIDEND

To declare dividend

- X1 perequity share

SES RECOMMENDATION

The company has sufficient liquid assets to pay the dividend. No concern has been identified regarding the resolution. SES
recommends that shareholders vote FOR the resolution.

SES RATIONALE

Compliant with law, no concern identified

SES ANALYSIS

Dividend and Earnings Dividend Payout Ratio - Peer Comparison
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Graph 5: Dividend Payout and EPS Graph 6: Dividend Payout Analysis

In addition to the interim dividend of 90% given to the shareholders on 315 March, 2016, the Board of Directors have
recommended the payment of dividend for the year ended 315t March 2016 @ 10 paise per share (10 per cent). The
company has sufficient liquid assets to pay the dividend. No concern has been identified regarding the resolution.
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RESOLUTION 3: APPOINTMENT OF EXECUTIVE DIRECTOR

To appoint a Director in place of Mr. Rajesh Mehta, who retires by rotation in terms of Section 152(6) of Companies Act,
2013 and being eligible offers himself for reappointment

SES RECOMMENDATION

Mr. Rajesh Mehta holds 2 full time positions in 2 companies. SES is of the opinion that to fulfil one's responsibilities as a
director with diligence, an individual should not hold more than one full-time position. Further, Section 203 of Companies
Act, 2013 is against holding of 2 full time positions other than a subsidiary. Hence, SES is raising a concern regarding the
re-appointment of Mr. Rajesh Mehta. SES recommends that shareholders vote AGAINST the resolution.

SES RATIONALE

Two full time positions, not compliant with law.

SES ANALYSIS

DIRECTOR'S PROFILE

Rajesh Mehta

Current full time position Executive Director, Rajesh Exports Ltd.
Functional Area Management

Education -

Part of promoter group? Yes

over 30 years of experience in the functioning and management
of the jewellery trade

Committee positions in the Company AC(M), SRC(M),NRC(M),CSRC(C)
Retirement by rotation Retiring

SES Recommendation AGAINST

Past Experience

PAST REMUNERATION OF THE DIRECTOR

InX Crore FY 15/16 FY 14/15 FY 13/14

Fixed Pay Total Pay Fixed Pay Total Pay Fixed Pay Total Pay

Rajesh Mehta 0.01 0.01 0.01 0.01 0.01 0.01

Mr. Rajesh Mehta is receiving a nominal remuneration.

DIRECTOR'S TIME COMMITMENTS

Criteria Rajesh Mehta

Total Directorships 2
Total Committee memberships 2
Total Committee Chairmanship 0
Full time role/ executive position 2

Note: Committee memberships include Committee chairmanships; Total Directorships include Directorships in Public as well Private
Companies

DIRECTOR’S PERFORMANCE

Attendance record Rajesh Mehta
Last 3 AGMs Not Disclosed
Board meetings held last year 100%
Board meetings in last 3 years (avg.) 100%
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Attendance record Rajesh Mehta

Audit Committee meetings 100%
Nomination & Remuneration Committee meetings 100%
CSR Committee meetings 100%
Stakeholders' Relationship Committee meetings 100%

Although, no concern has been identified with respect to the attendance performance of Mr. Rajesh Mehta, however, as
he is a whole-time Director in 2 Companies which is against the provision of law. Further, Section 203 of the Companies
Act, 2013 states that:

“A whole-time key managerial personnel shall not hold office in more than one company except in its subsidiary
company at the same time.”

Mr. Rajesh Mehta is a Managing Director of Rajesh Global Solutions Limited, since it is not a subsidiary of the Company,
SES is raising concern regarding the appointment of Mr. Rajesh Mehta.
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RESOLUTION 4: APPOINTMENT OF AUDITORS

To ratify the re-appointment of auditors who have been appointed at the last AGM for a period of 3 years

SES RECOMMENDATION

The company proposes to appoint M/s V Sivasankar & Co. for a period of 3 years. SES is of the opinion that such
appointment for 3 years is in violation of provisions of Section 139(1) of the Companies Act, 2013. Therefore, SES
recommends that shareholders vote AGAINST the resolution.

SES RATIONALE

Appointment of auditors not compliant with law

SES ANALYSIS

DISCLOSURES

Name of the auditor up for appointment Disclosed

AUDITORS' INDEPENDENCE

Auditors Audit Partner
V. Sivasankar & Co 5 years Vijaya Sivasankar.P 5years

Financial interests in or association with the company: None Disclosed
The audit partner, Mr. Vijaya Sivasankar, has been associated with the Company for 5 years,

As per Section 139(3) of the Companies Act, 2013 shareholders may resolve to provide that the auditing partner and his
terms should be rotated at regular intervals. Section 139(3)

“Subject to the provisions of this Act, members of a Company may resolve to provide that

(a) in the audit firm appointed by it, the auditing partner and his team shall be rotated at such intervals as may
be resolved by members; or

(b) the audit shall be conducted by more than one auditor”

Furthermore, in line with the MCA voluntary guidelines on corporate governance, SES is of the opinion that Audit partner
should be rotated every three years.
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AUDITORS' REMUNERATION
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Graph 7: Historical Trends in Auditors' Remuneration

TERM OF APPOINTMENT

The Company did not disclose the term of appointment of the Auditors in the last AGM. However, as per the resolution,
the Company had appointed the Auditors for a term of 3 years in the last AGM.

SES is of the opinion that such appointment for 3 year is in violation of provisions of Section 139(1) of the Companies Act,
2013 which states that:

“(1) Subject to the provisions of this Chapter, every company shall, at the first annual general meeting, appoint
an individual or a firm as an auditor who shall hold office from the conclusion of that meeting till the conclusion
of its sixth annual general meeting and thereafter till the conclusion of every sixth meeting and the manner and
procedure of selection of auditors by the members of the company at such meeting shall be such as may be
prescribed”

Appointment of Statutory Auditors in instalments to make it up to term of 5 years not only defeats the spirit of the law,
but is also non-compliance with the said provision.
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Analyst Certification

The analysts involved in development of this report certify that no part of any of
the research analyst’s compensation was, is, or will be directly or indirectly
related to the specific recommendations or views expressed by the research
analyst(s) in this report.

CAUTIONARY STATEMENT

The recommendations made by SES are based on publicly available information
and conform to SES's stated Proxy-Advisory Guidelines. SES opinion is based on
SES’s interpretation of law and governance benchmarks, which may differ from
opinion/benchmarks of other analysts or practitioners. Further, SES analysis is
recommendatory in nature. SES understands the different investment needs of
our clients. Therefore, SES expects that the clients will evaluate the effect of their
vote on their investments independently and diligently and will vote accordingly.
Subscribers may also carry out an impact analysis of their votes and keep the
same as an addendum for their records. In our opinion, Institutional investors are
positioned significantly differently from other shareholders due to their ability to
engage the board and the management to bring out desired result. As a firm, it is
our endeavour to improve the level of corporate governance while not causing
any disruption in company's proceedings and therefore we respect the
independence of investors to choose alternate methods to achieve similar results.

Disclaimer

While SES has made every effort and has exercised due skill, care and diligence in
compiling this report based on publicly available information, it neither
guarantees its accuracy, completeness or usefulness, nor assumes any liability
whatsoever for any consequence from its use. This report does not have any
approval, express or implied, from any authority, nor is it required to have such
approval. The users are strongly advised to exercise due diligence while using this
report.

This report in no manner constitutes an offer, solicitation or advice to buy or sell
securities, nor solicits votes or proxies on behalf of any party. SES, which is a not-
for-profit Initiative or its staff, has no financial interest in the companies covered
in this report except what is disclosed on its website. The report is released in
India and SES has ensured that it is in accordance with Indian laws. Person
resident outside India shall ensure that laws in their country are not violated while
using this report; SES shall not be responsible for any such violation.

All disputes are subject to jurisdiction of High Court of Bombay, Mumbai.
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