CARE Ratings Ltd — FY 2025 Annual Report Analysis

Annual Report Analysis (Consolidated)

Source: CRORES. All figures  Crores. Pipeline: v5-Gemini — Wila - W3 - W1b+W2+WZ2F (parallel, notes-
injected) - Merge.

Investor Snapshot

# Analytical Point Sentiment

Dominant oligopoly player in credit ratings with 90% of revenue from core operations and a high-

O
moat business model.
Revenue grew 21.3% YoY to [402 Cr, supported by a 259% surge in export revenue to [29.65 Cr via 0
"Global South" expansion.
Operating margins (OPM) expanded from 34% to 39% as revenue growth significantly outpaced 0
employee cost optimization.
Net Profit increased 37% to (140 Cr, though 26.5% of PBT is derived from non-operating interest 0
income, creating rate sensitivity.
Pristine balance sheet maintained with zero external debt, (547 Cr in bank deposits, and a robust 0
interest coverage ratio of 97x.
Generated 108 Cr in Free Cash Flow, comfortably funding both dividend payouts and ongoing 0
capital requirements.
Capital commitments doubled to [B.65 Cr, reflecting an accelerated investment in technology infrastructure 0
and "FinTech" transition.
Receivable stress is evident as trade receivables grew 42.7% to 29 days, more than double the pace 0
of top-line growth.
Earnings quality is pressured by a 71.9% impairment on contract assets, signaling significant 0
collection risks in unbilled advisory work.
Governance concerns arise from an 80.9% hike in MD pay to 5.43 Cr and a Madras High Court 0
injunction restricting asset sales.
Revenue visibility for FY26 is supported by a 29.4% increase in unearned revenue (contract liabilities) 0

totaling [34.89 Cr.

Stance: WATCH; monitor for stabilization in debtor days (threshold 35) and reduction in contract asset
impairment below 30%.

1. BUSINESS OVERVIEW (In Bullet Points)

* Business Segments: Operates in a high-barrier-to-entry oligopoly focused on Core Ratings (Corporate
bonds, Bank Loan Ratings) and CARE Analytics & Advisory (Risk management, ESG assessments, financial
research).

* Revenue Drivers: Core revenue is driven by the Indian credit cycle and debt issuance volumes. Analytics
revenue is growing rapidly (doubled in FY24) but currently remains a bottom-line drag.



« Cost Drivers: Primarily human capital (Employee costs at 47.26% of revenue). FY24 saw a 464% surge in
ESOP costs, though FY25 shows a shift toward productivity and tech-heavy platform pivots.

« Industry Position: Top-tier domestic player in India with 93% domestic concentration; currently pivoting
toward a "FinTech" brand image.

» Expansion Plans: Aggressively pursuing "Global South” markets (Africa, SE Asia) to decouple from the
Indian credit cycle.

* Acquisitions & Capacity: Focus is on "Momentum with Purpose,” shifting from internal stabilization to
market share capture in non-rating segments like ESG and specialized advisory.

» Segment Performance: Core Ratings remains the cash cow; Analytics & Advisory reported a [23 Cr loss in
FY24, with FY25 serving as a litmus test for achieving operating leverage.

» Geographical Presence: Strong Indian footprint with nascent but high-growth export revenue (expanded
259% to [29.65 Cr).

2. MANAGEMENT COMMENTARY & OUTLOOK

* Management has transitioned the strategic narrative from "Stabilization" (FY24) to "Momentum with Purpose"
(FY25), signaling that internal leadership churn and attrition issues are resolved.

« Strategy is shifting toward sector-specific sales (Infra, BFSI) to increase "wallet share" per client through
cross-selling analytics and ESG services.

 There is an explicit attempt to rebrand the company as a "FinTech" platform to command higher valuation
multiples, though financials remain service-heavy.

» Management expects a structural tailwind from India’s inclusion in global bond indices, which should drive
corporate borrowing from banks toward the bond market.

» The "Global South" expansion is a high-priority but high-cost strategy aimed at international diversification.

* FY25 is highlighted as the critical year for the Analytics subsidiary to narrow its losses and prove the viability
of the diversification strategy.

* Management has adopted a "Compliance-First" tone following a [1.00 Cr SEBI penalty, prioritizing license
protection over aggressive sales growth.

« Long-term vision includes challenging the "Big Three" global agencies on sovereign rating methodologies for
emerging markets.

» Management Tone: Confident and Aggressive. The leadership believes the foundation is fixed and is now
using the core business's massive free cash flow (C108 Cr) to fund aggressive bets in Analytics and
International markets. However, a gap remains between the "FinTech" narrative and the high employee-cost
reality of the service model. (LAST BULLET POINT).

3. FINANCIAL ANALYSIS

3.1 Financial Statements

Source: Screener.in — all monetary values in  Crores. Use these numbers directly.



P&L Statement ((JCrores)

Line Item Mar 2025 Mar 2024
Sales - 402.00 332.00
Sales Growth % 21.30 18.89
Expenses - 247.00 220.00
Manufacturing Cost % 1.10 2.66
Employee Cost % 47.26 49.93
Other Cost % 13.03 13.61
Operating Profit 155.00 112.00
OPM % 39.00 34.00
Other Income - 51.00 47.00
Exceptional items 0.00 0.00
Other income normal 51.00 47.00
Interest 2.00 2.00
Depreciation 12.00 10.00
Profit before tax 192.00 147.00
Tax % 27.00 30.00
Net Profit - 140.00 103.00
Minority share -3.00 -2.00
Exceptional items AT 0.00 0.00
Profit excl Excep 140.00 103.00
Profit for PE 137.00 101.00
Profit for EPS 137.00 101.00
Profit Growth % 37.00 20.00
EPSinRs 45.85 33.67

Dividend Payout % 39.00 53.00



Balance Sheet ((ICrores)

Line Item Mar 2025 Mar 2024
Equity Capital 30.00 30.00
Reserves 776.00 687.00
Borrowings - 24.00 20.00
Lease Liabilities 23.76 19.56
Other Borrowings 0.01 -0.01
Other Liabilities - 128.00 105.00
Non controlling int 9.00 7.00
Trade Payables 15.00 13.00
Advance from Customers 0.00 0.00
Other liability items 103.00 84.00
Total Liabilities 958.00 842.00
Fixed Assets - 119.00 109.00
Building 77.07 74.67
Equipments 6.08 5833
Computers 15.03 13.24
Furniture n fittings 12.20 10.86
Vehicles 2.78 2.47
Intangible Assets 7.95 7.95
Other fixed assets 35.73 25.36
Gross Block 156.84 139.88
Accumulated Depreciation 37.63 31.06
CWIP 3.00 6.00
Investments 134.00 44.00
Other Assets - 702.00 683.00
Trade receivables - 32.00 22.00
Receivables over 6m 5.53 3.00
Receivables under 6m 30.41 22.52
Prov for Doubtful -3.85 -3.04
Cash Equivalents 97.00 58.00
Loans n Advances 8.00 9.00
Other asset items 565.00 593.00

Total Assets 958.00 842.00



Cash Flow Statement (CICrores)

Line Item Mar 2025 Mar 2024
Cash from Operating Activity - 123.00 91.00
Profit from operations 162.00 120.00
Receivables 0.00 0.00
Payables 0.00 0.00
Operating Deposits 0.00 0.00
Other WC items 12.00 13.00
Working capital changes 12.00 13.00
Direct taxes -51.00 -42.00
Cash from Investing Activity - -58.00 -39.00
Fixed assets purchased -15.00 -9.00
Fixed assets sold 0.00 0.00
Investments purchased -89.00 -321.00
Investments sold 3.00 324.00
Investment income 0.00 0.00
Interest received 48.00 40.00
Dividends received 0.00 0.00
Other investing items -6.00 -72.00
Cash from Financing Activity - -54.00 -63.00
Proceeds from shares 4.00 8.00
Interest paid fin -2.00 -2.00
Dividends paid -55.00 -67.00
Financial liabilities -1.00 -2.00
Other financing items 0.00 0.00
Net Cash Flow 11.00 -11.00
Free Cash Flow 108.00 82.00
CFO/OP 112.00 119.00

Key Ratios ([ICrores)

Line Item Mar 2025 Mar 2024
Debtor Days 29.00 25.00
Inventory Days 0.00 0.00
Days Payable 0.00 0.00
Cash Conversion Cycle 29.00 25.00
Working Capital Days 451.00 591.00

ROCE % 25.00 21.00



3.2 Financial Analysis Summary

* Revenue grew by 21.30% to 402.00 Cr, primarily driven by a 20.68% surge in Rating income (360.09 Cr)
and a significant 259% expansion in export revenue to 29.65 Cr, which translated into a 37% jump in Net
Profit to 140.00 Cr as operating leverage kicked in.

* The OPM % improved from 34.00% to 39.00% as Employee Cost % was optimized to 47.26% of Revenue
despite a 15.43% absolute increase in salaries and a 80.9% hike in MD remuneration to 5.43 Cr, while sub-
contracting charges were slashed from 6.23 Cr to 0.74 Cr.

» Other Income of 51.00 Cr, largely comprising 44.93 Cr in interest from bank deposits, contributed 26.5% of
Profit before tax, highlighting a high dependency on non-operating yields from the 547.53 Cr held in long-
term deposits under Other Assets.

 Trade Receivables grew by 42.69% to 32.00 Cr, significantly outstripping Revenue growth and causing
Debtor Days to stretch from 25 to 29 days, with Receivables over 6m nearly doubling to 5.53 Cr indicating
potential collection friction.

» A major forensic concern is visible in Other Assets where Contract Assets of 10.21 Cr carry a
disproportionately high Allowance for Credit Losses of 7.34 Cr (71.9% impairment), signaling that a vast
majority of unbilled work is deemed uncollectible.

» Cash from Operating Activity rose to 123.00 Cr, maintaining a healthy CFO/PAT ratio of 0.88, though cash
was partially absorbed by a 29.39% increase in Contract Liabilities (unearned revenue) to 34.89 Cr, which
provides some revenue visibility for FY26.

» The company remains virtually debt-free with a Debt/Equity of 0.03, as Total Debt of 24.00 Cr consists
almost entirely of Lease Liabilities (23.76 Cr), while Interest Coverage remains exceptionally high at
97.00x.

« Capital Allocation was focused on liquidity and shareholder returns, with 55.00 Cr paid in dividends and
Investments increasing to 134.00 Cr, while Capex of 15.00 Cr was directed toward Building additions (6.71
Cr) and technology, as reflected in the doubling of Capital Commitments to 8.65 Cr.

* ROCE % improved to 25.00% and ROE % to 17.37%, driven by higher PAT Margin and efficient utilization of
the Gross Block, although the Asset Turnover is weighed down by the massive 547.53 Cr cash pile sitting
in bank deposits.

« A significant governance and liquidity risk persists due to a Madras High Court restriction requiring prior
permission for any asset sales, alongside a 1.00 Cr provision for ongoing regulatory adjudication.

» Other Expenses were impacted by a 84% spike in Bad Debt Provision (2.68 Cr), suggesting a tightening of
credit cycles or more aggressive provisioning for overdue clients, while Technology Costs rose to 8.94 Cr
reflecting digital transformation needs.

* Other Liabilities are dominated by Contract Liabilities (34.89 Cr) and Statutory Dues (10.20 Cr), with the
increase in unearned revenue providing a buffer for future earnings.

» The dominant financial theme of the year is "Non-linear profit growth driven by operating leverage and
high cash yields, tempered by deteriorating receivable quality and significant unbilled revenue
impairments."

3.3 Contingent Liabilities & Commitments

* Regulatory Adjudication: A provision of 1.00 Cr is maintained for ongoing proceedings by regulators
regarding certain credit ratings.

» Tax Disputes: Pending Service Tax liability under appeal amounting to 0.39 Cr.

« Legal Restrictions: A critical injunction from the Hon’ble Madras High Court requires the Holding Company
to seek prior permission before the sale of any assets.



* Capital Commitments: Unexecuted capital contracts have more than doubled to 8.65 Cr, indicating planned
infrastructure and tech spend.

« Bank Guarantees: Operational guarantees (lien marked) stand at 2.83 Cr.



3.9 Earnings Quality & Forensic Checks



# Check

1

12

PAT vs CFO trend

Receivables &

channel-stuffing signal

(receivables +
inventory build vs
revenue)

Revenue timing
(unbilled / contract
assets + deferred
revenue / advances)

Revenue from related
parties %

Inventory vs revenue
growth

Inventory valuation
method change

Exceptional items in
operating profit

Depreciation rate vs
useful life policy

Provision reversals
boosting PAT

Tax rate consistency +

cash tax vs P&L tax

CWIP age and stalling

projects

Impact

Profit | — earnings
overstate cash; (140 Cr PAT
vs [123 Cr CFO indicates
non-cash accruals.

Revenue 11 — collection

lag; receivables grew 42.7%
vs revenue growth of 21.3%
suggests aggressive billing.

Revenue 11 — high
impairment risk; 71.9% loss
allowance on contract
assets suggests
uncollectible work.

Neutral — low leakage risk;
zero trade receivables from
related parties ensures
arm's length transactions.

Neutral — service sector
model; zero inventory held
as business is purely
service-oriented.

Neutral — no inventory
impact; service business
model precludes inventory
valuation risks or changes.

Neutral — clean operating
earnings; no exceptional
items reported in the current
Oor previous year.

Profit | — conservative
accounting; rapid 3-year
write-off for computers
accelerates expense
recognition.

Profit | — aggressive
provisioning; bad debt
provision increased 84%
YoY, reducing current year
PAT.

Profit | — tax leakage;
effective rate of 27.2%
exceeds statutory rate due
to unrecognized assets.

Neutral — low capital
intensity; CWIP decreased
from [6 Cr to (B Cr,
indicating project
completions.

Status

Evidence

PAT [140 Cr, CFO
[123 Cr (FY25).

Receivables [B2 Cr
(up from 22 Cr);
Sales (402 Cr.

Contract Assets
[10.21 Cr; Allowance
[7.34 Cr.

Related Party
Receivables: [D.00
Cr.

Inventory: [0.00 Cr.

Inventory: [0.00 Cr.

Exceptional Items:
[0.00 Cr.

Depreciation [12 Cr;
Computers [15.03
Cr.

Bad Debt Provision
[2.68 Cr (FY25) vs
[1.45 Cr (FY24).

Tax %: 27.00; Direct
Taxes Paid: (b1 Cr.

CWIP: [3.00 Cr
(FY25) vs [6.00 Cr
(FY24).

Notes Detail

CFO/OP ratio declined from
119% to 112% YoY, showing
slight cash conversion
softening.

Note 10: Persistent [0.78 Cr
balance older than 3 years
indicates legacy recovery
issues.

Note 15: Disproportionately
high impairment expectation
on unbilled work-in-progress
(p.234).

Note 10 & 34: No revenue-
related value leakage to
associates or subsidiaries
identified.

Financial services sector
typically carries no physical
inventory; not applicable here.

Note 1.3: No inventory
valuation policy required or
disclosed for this service
entity.

P&L Statement: Operating
profit is purely from core
activities and interest income.

Note 1.3(g): Straight-line
method used; computers
depreciated over 3 years
(p-217).

Note 30: Spike in provision
suggests tightening credit
cycles or conservative
management stance.

Note 1.2: [7.59 Cr in
unrecognized Deferred Tax
Assets in subsidiaries impacts
effective rate.

Balance Sheet: Reduction in
CWIP suggests successful
capitalization of technology or
office assets.



# Check

Deferred tax asset
recognition adequacy

Auditor KAM: Revenue
Recognition Timing

Auditor KAM: Goodwiill
Impairment

13
trend
14
adequacy
15
16

Unhedged Foreign
Currency Exposure

RPT quantum and

Dividend paid vs FCF

Impact

Profit | — conservative
valuation; management
opted not to recognize [7.59
Cr in subsidiary DTAs.

Profit | — executive cost
spike; MD remuneration
increased 80.9% YoY,
significantly outpacing
revenue growth.

Neutral — sustainable
payouts; [55 Cr dividend
well-covered by (108 Cr
Free Cash Flow.

Revenue 1| — Subjective
estimation of "percentage
completion" for initial ratings
could lead to incorrect cut-
offs.

Profit | — High estimation
uncertainty in Level 3 inputs
for CARE Analytics
valuation.

Profit 11 — Direct P&L
volatility from FX
fluctuations.

4. MANAGEMENT & GOVERNANCE

Status

Evidence

Unrecognized DTA:
[7.59 Cr.

MD Remuneration:
[5.43 Cr (FY25) vs
[B.00 Cr (FY24).

Dividends Paid: [65
Cr; FCF: [108 Cr.

Note 1.2(d)(i) & 25

Goodwill [7.95 Cr

[12.69 Cr unhedged
UsD

Notes Detail

Note 1.2: Non-recognition of
DTAs in subsidiaries suggests
a cautious outlook on their
profitability.

Note 34: Significant jump in
KMP compensation;
commission also paid to LIC
as shareholder.

Cash Flow Statement:
Dividend payout ratio of 39%
is conservative relative to cash
generation.

Management uses an "Input
Method" which relies on
subjective judgment of effort
expended.

Risk of P&L write-off if
subsidiary fails to meet
aggressive growth projections.

Management deems risk
manageable given cash
surplus, but exposure remains
open.

A. Auditor Report & Key Audit Matters * Audit Opinion: Unqualified Opinion. * KAM 1: Revenue Recognition
(Timing and Estimation): The auditor identified the assessment of "percentage completion” for initial ratings as
a significant judgment area. The risk involves subjective estimation of "effort expended" which could lead to
incorrect revenue cut-offs. * KAM 2: Impairment of Goodwill: The 7.95 Cr goodwill related to the CARE
Analytics subsidiary is tested using "Level 3" inputs. The auditor flagged high estimation uncertainty regarding
market multiples and non-marketability adjustments. * KAM 3: Litigation and Regulatory Provisions: Focus
on the 1.00 Cr provision for regulatory adjudication and the ongoing Madras High Court restriction on asset
sales. * Emphasis of Matter: Madras High Court Restriction. The auditor highlighted Note 2, stating the
Holding Company must seek court permission prior to the sale of any assets. * Auditor Fees: Professional fees
stood at 11.84 Cr, a 30.3% YOY increase.

B. Related Party Transactions | Party | Relationship | Nature | Amount (Cr) | Concern | |:---|:---|:---]:---|:---| | Mehul

Pandya | MD & Group CEO | Remuneration | 5.43 Cr |

80.9% YoY increase | | Independent Directors |

Board Members | Sitting Fees | 0.66 Cr | Neutral | | Independent Directors | Board Members | Commission |
1.50 Cr | Positive — linked to profit | | Life Insurance Corp (LIC) | Shareholder/Director | Commission | 0.18 Cr

| Neutral |

* % of Revenue: 1.93% (OClean).
* % of CFO: 6.32% ([Clean).

* Note 10: Confirms zero trade receivables from related parties, indicating no revenue-related value leakage.



C. Shareholding | Shareholding Pattern | Mar 2025 | Mar 2024 | |:---|]---:|]---:] | Promoters | 0.00% | 0.00% | | FlIs |
21.45% | 18.50% | | DlIs | 35.12% | 36.20% | | Public | 43.43% | 45.30% | * Pledged Shares: 0.00%
(Professionally managed).

D. Board Composition + KMP Compensation * Total Directors: 9 | Independent %: 77.78% | Women
Directors: 1 (Sonal Desai). * KMP Compensation Analysis: * Mehul Pandya (MD & CEQ): 5.43 Cr (FY25) vs
3.00 Cr (FY24). YoY Growth: 81.0%. * Revenue Correlation: Remuneration growth (81%) significantly
outpaced Operating Profit growth (38.4%) and Revenue growth (21.3%). * Family Relations: No KMPs share
the same family name; no compensations within the same family were disclosed.

F. Capital Allocation & Capex | Action | FY Current (Cr) | FY Prior (Cr) | % of CFO | Signal | |:---]---:]---:]---:]:--] |
Dividends | 55.00 Cr | 67.00 Cr | 44.72% | Positive | | Capex | 15.00 Cr | 9.00 Cr | 12.20% | Positive | |
Investments (Financial) | 89.00 Cr | 321.00 Cr | 72.36% | Positive | | Lease Liabilities | 23.76 Cr | 19.56 Cr |
19.32% | Concern || Bad Debt Provision | 2.68 Cr|1.45Cr|2.18% | Concern |

* CFO Coverage: CFO (123 Cr) is 8.2x Capex (15 Cr), demonstrating elite self-funding capability.

» Capex Nature: Primarily software and office infrastructure. Capital commitments doubled to 8.65 Cr,
signaling an acceleration in tech spend.

- Deployment Efficiency: Revenue grew 21.3% while Net Block remained stable, confirming high operating
leverage.

H. Risks * Legal Restriction: Madras High Court injunction on asset disposal. Impact: Restricts capital
flexibility; any asset sale requires court permission. (OHigh) *Regulatory Penalty: Ongoing adjudication
regarding credit ratings. Impact: 1.00 Cr provision; potential for reputational damage. (OHigh) *Receivable
Divergence: Net Receivables grew 42.7% vs 21.3% Revenue growth. Impact: Signals potential credit easing or
aggressive year-end billing. (OMedium) *Contract Asset Risk: 71.9% impairment allowance on unbilled
revenue. Impact: Indicates 7.34 Cr of work-in-progress is unlikely to be collected. (CHigh) *Currency Exposure:
12.69 Cr unhedged USD exposure. Impact: Direct P&L volatility from FX fluctuations. (COLow) *Goodwill
Sensitivity: 7.95 Cr Goodwill tested using Level 3 inputs. Impact: Risk of write-off if Analytics subsidiary
underperforms. (OMedium)

5. SCORECARD & VERDICT

Part A: Scorecard

Dimension Key Evidence One-line Rationale
39% OPM; 90% Core Ratin Strong oligopoly position with high margins,
Business Quality 4 - ° ° g 9 .g p. .y p. L 9 . 9
Revenue though diversification is still loss-making.
. . D/E 0.03x; Interest Coverage 97x;  Exceptional balance sheet with massive
Financial Health 5 - .
CFO > PAT (adj) cash reserves and zero external debt.
Receivables +42.7% vs Sales Significant red flags in unbilled revenue
Earnings Quality 2 ! +21.3%; 71.9% Contract Asset collectability and aggressive receivable
Impairment growth.
Professional management offset by
Management & MD Pay +81%); Asset Sale . . .
3 ! . disproportionate KMP hikes and legal
Governance Restriction L
restrictions on assets.
Capital Allocation & 4 , ROCE 25%; Unearned Revenue High return on capital and improving revenue

Earnings Visibility +29% visibility through contract liabilities.



BUSINESS POSITIVES (for this company this year) * [1Strong Operating Leverage: OPM expanded from
34% to 39% as revenue growth (21.3%) outpaced employee cost growth. * JRobust Cash Generation:
Generated (108 Cr in Free Cash Flow, comfortably covering dividends and capex. * JExport Traction: Export
revenue surged 259% to [29.65 Cr, showing early success in "Global South” diversification. * ClDebt-Free
Status: Maintained a pristine balance sheet with zero external borrowings and (547 Cr in bank deposits. * [J
Revenue Visibility: Unearned revenue (Contract Liabilities) grew 29.4% to [B4.89 Cr, providing a buffer for
FY26.

BUSINESS NEGATIVES /| CONCERNS (for this company this year) * [IReceivable Stress: Trade receivables
grew 42.7%, double the rate of revenue growth, with debtor days stretching to 29. * OForensic Red Flag: A
massive 71.9% impairment allowance on contract assets suggests significant issues in billing/collecting for
advisory work. * [lGovernancelLegal Cap: The Madras High Court injunction restricts the company from
selling any assets without prior court approval. * Compensation Misalignment: MD remuneration increased
80.9% to [5.43 Cr, far exceeding the 38.4% growth in operating profit. * INon-Operating Dependency: Other
Income (primarily interest) contributes 26.5% of PBT, making earnings sensitive to interest rate cycles.

OVERALL SCORECARD SUMMARY CARE Ratings remains a financially formidable "cash-box" with elite
margins and a debt-free balance sheet, benefiting from a high-moat oligopoly. However, the quality of earnings is
currently deteriorating, evidenced by aggressive receivable growth and a staggering 71.9% impairment on
unbilled work. While the business is on a stable trajectory regarding market share and profitability, the
governance posture is weakened by disproportionate executive pay hikes and ongoing legal restrictions on asset
flexibility.

Part B: Governance Check Matrix

# Check Status Evidence
L Unqualified opinion
1 Audit opinion clean? 0
(p.214)
Professionally
2 Promoter pledge =0? [
managed; 0% pledge
3 KMP pay < 5% of 0 MD pay (5.43 Cr) is
PAT? 3.8% of PAT
A RPT quantum < 5% . RPT at 1.93% of
of revenue? revenue
5 Board > 50% 0 77.78% Independent (7
independent? of 9)
6 At least 1 woman 0 Sonal Desai
director? (Independent Director)
7 No statutory dues 0 All dues within 1-year
outstanding? ageing (p.236)
No fraud reported b
8 No fraud reported? O ) P y
auditors
L Confirmed in Auditor's
9 Audit trail enabled? O
Report
10 Frequent Auditor 0 No recent change
change reported

Final line: "Total: 10/10 [0— Governance Rating: 4" (Rating 4 due
to MD pay growth and asset sale restriction despite matrix score).



Part C: Investor Verdict

THESIS: A high-margin, debt-free oligopoly player using core cash flows to fund a risky but high-potential pivot
into global analytics and ESG. OVERALL STANCE: WATCH RATIONALE: Strong financial performance is
currently overshadowed by deteriorating receivable quality and high unbilled revenue impairments. RE-
EVALUATE WHEN: Contract asset impairment falls below 30% OR Analytics subsidiary achieves EBITDA
breakeven. BULL CASE: Successful scaling of the Analytics business and "Global South" expansion drives a
re-rating from a "utility” to a "growth-tech" multiple. BEAR CASE: Regulatory scrutiny intensifies or the Madras
High Court restriction leads to a permanent valuation discount due to lack of asset flexibility. KEY
MONITORABLE: Debtor Days: 29 days - watch threshold: 35 days.

7. YEAR-OVER-YEAR ANALYSIS

7.1 Changes

Metric /| Theme Summary A Status Summary B Status Forensic Takeaway

. . The sharp divergence between receivable
i i Receivables grew 10% vs  Receivables grew 42.7% .
Working Capital growth and revenue suggests aggressive year-
L. 19% revenue; Debtor vs 21.3% revenue; Debtor . . A
Efficiency . end billing or a loosening of credit standards to
Days improved to 25. Days stretched to 29. ) ;
drive top-line growth.

OPM expanded to 39% as  Operating margins have rebounded as the
OPM contracted to 34%

Margin ) employee costs were company successfully absorbed prior-year
. due to a 464% surge in . . . .
Trajectory optimized to 47% of ESOP shocks and optimized its human capital
ESOP costs. .
revenue. pyramid.
) The massive impairment on unbilled work
. Contract Assets (unbilled)  Contract Assets at [10.21 o o )
Revenue Quality ) ) . indicates that a significant portion of the
. at [7.74 Cr with moderate  Cr with a staggering 71.9% ) N
(Unbilled) . . . company's advisory effort is failing to convert
realization risk. impairment allowance. . L
into collectible invoices.
Canital Dividend payout ratio of Dividend payout ratio Management is retaining a larger share of
Allzcation 53% (67 Cr) returning moderated to 39% (55 Cr) earnings to fund the "Global South" expansion
majority of FCF. despite higher profits. and ongoing subsidiary losses.
Focused on ) B . The narrative has pivoted from defensive
o Shifted to "Momentum with L . )
Management "Stabilization" and core ) consolidation to an offensive, high-spend
. Purpose" and aggressive Lo .
Tone rating moat after e . . strategy targeting international markets and
] FinTech" rebranding. ] .
leadership churn. non-rating services.
. . The disproportionate jump in KMP pay relative
i MD remuneration grew MD remuneration surged . .
Executive o ) to operating performance creates a potential
i 10.7% to [B.00 Cr, trailing  81% to [5.43 Cr, doubling o . .
Compensation ! ! misalignment between management incentives
profit growth. the profit growth rate.

and shareholder interests.

7.2 Persistent Patterns

» The "Cash-Box" Structural Trait: The company consistently maintains a massive liquid surplus (over (540
Cr) in bank deposits and mutual funds, acting as a low-yield safety net that structurally caps ROE.

 Subsidiary Operational Drag: Non-rating diversification through CARE Analytics remains a persistent cash
drain, failing to achieve EBITDA breakeven despite high revenue growth.

« Legal and Regulatory Overhang: The Madras High Court injunction restricting asset sales and ongoing
SEBI regulatory adjudication remain unresolved, permanently capping capital flexibility and valuation
multiples.



» High Governance Integrity: Despite executive pay spikes, the company maintains a 10/10 governance
score with 77% board independence and zero promoter pledging.

* Asset-Light Scalability: The core ratings business continues to demonstrate elite operating leverage,
requiring minimal incremental capex to support double-digit revenue growth.

* IT Execution Risk: Recurring accumulation and potential impairment of "Intangible Assets Under
Development" (approx. [6 Cr) remains a monitorable red flag across both periods.

* Revenue Visibility: A consistent build-up in Contract Liabilities (advances) provides a reliable forward-
looking buffer for core rating income.

v5-Gemini | 51 pages | 74 chunks
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