Swelect Energy Systems Ltd — FY 2024 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

Swelect is transitioning into a pure-play solar manufacturer with 1 GW of commissioned capacity and

ad
an 88 MW EPC order book, following the divestment of its non-core foundry business.
Revenue remained stagnant at (243 Cr, failing to reflect the capacity expansion, though a surge in deferred 0
income to [80.04 Cr provides a potential revenue cushion for FY25.
Operating Profit Margins (OPM) expanded significantly from 25% to 35% due to an improved product 0
mix, despite the lack of top-line growth.
Reported PAT of 63 Cr is of low quality, heavily inflated by a 46.32 Cr exceptional gain from a 0
business sale and a 58.01 Cr non-cash deferred tax asset.
Financial health is precarious with an Interest Coverage Ratio of 0.82x, indicating that core operating 0
profits are insufficient to meet the 51 Cr interest obligation.
Cash Flow from Operations (CFO) of 90 Cr was inadequate to fund the 128 Cr capital expenditure, 0
resulting in negative Free Cash Flow for the second consecutive year.
The company is doubling down on a leveraged expansion strategy, seeking to increase borrowing 0
limits to 750 Cr to fund further growth despite a current D/E of 0.68x.
Earnings quality is severely compromised by an inventory explosion to 1,034 days and a 28.5 Cr 0
write-down, signaling high risks of technological obsolescence.
Governance risks are elevated due to a board with less than 50% independence, promoter-centric 0
compensation requests, and a massive 150 Cr Related Party Transaction limit.
Capital diversion concerns have emerged following an 8.99 Cr loan extension to a divested former 0
subsidiary while the core business remains cash-strapped.
The outlook is clouded by value-destructive capital allocation, as the current ROCE of 5% remains 0
significantly below the 9% cost of debt.
Investment View: AVOID; monitor for Interest Coverage exceeding 2.0x and a reduction in inventory 0

levels below 300 days before reconsidering.

1. BUSINESS OVERVIEW (In Bullet Points)

« Strategic Pivot: The company has executed a definitive shift toward becoming a pure-play solar entity by
divesting its foundry business, Amex Alloys Private Limited, to focus exclusively on Solar PV manufacturing
and EPC.

* Manufacturing Capacity: Operates a 1 GW Solar PV Module facility in Coimbatore via a 100% step-down
subsidiary (SHPV), which has reached near-capacity levels following a technology reset in FY23.



* Revenue Drivers: Primary growth is driven by the reinstatement of the Approved List of Module
Manufacturers (ALMM) and a shift from selling individual components to executing integrated solar systems
and EPC projects.

* Segment Performance: Standalone revenue for Solar Photovoltaic Panels surged 338.50% to [49.77 Cr,
while Solar Power Generating Systems revenue fell 38.14% to [84.21 Cr, reflecting a transition toward
module manufacturing at the subsidiary level.

* Order Book & IPP: Maintains an EPC order book of 88 MW (41 MW under construction) and added 46 MW
of IPP capacity, shifting toward a Group Captive Model to secure long-term industrial customers.

» Expansion & New Verticals: Entry into Solar Energy Storage Solutions and the incorporation of three new
subsidiaries in FY24 to support the Group Captive strategy.

» Geographical Presence: Strong domestic focus centered around the Coimbatore manufacturing hub and
regional solar power generation projects.

« Cost Drivers: Significant exposure to global solar cell/wafer supply chain volatility, rising wheeling charges
(up 42.13%), and a 71.78% surge in finance costs due to increased leverage.

2. MANAGEMENT COMMENTARY & OUTLOOK

» Management has pivoted from a defensive stance regarding technology obsolescence to an aggressive
execution strategy centered on "Make in India" and "Net-Zero" tailwinds.

« The strategy relies heavily on regulatory protection via the ALMM to shield domestic manufacturing from
cheaper imports.

* Management is seeking to nearly double borrowing powers from [#00 Crores to [750 Crores to fund a
massive impending capex cycle and working capital for the 88 MW EPC order book.

« A significant focus is being placed on the Group Captive Model (via new subsidiaries like SCEPL and SSEPL)
to lock in high-margin industrial clients.

» Management acknowledges the rapid cycle of solar technology as a permanent threat, responding with a
pivot to Mono PERC and TOPCON modules.

» There is a clear intent to move up the value chain through the newly launched Solar Energy Storage
Solutions vertical.

» Management is seeking shareholder approval for (150 Crores in Related Party Transactions with a new
subsidiary (SSEPL), representing over 61% of annual consolidated turnover.

« Despite high leverage and recent tech-driven losses, management is proposing upward revisions in
remuneration for promoter-directors, exceeding 5% of net profits.

* Management Tone: Management is "Opportunistically Aggressive," projecting high confidence following the
1 GW plant commissioning and non-core divestments. However, there is a palpable sense of urgency
characterized by rapid subsidiary formation, requests for massive debt limit hikes, and increased promoter
compensation. While they have successfully transitioned manufacturing technology, the tone suggests a
"promoter-first" allocation mindset and a high-stakes bet on a leveraged solar model.

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 2024 Mar 2023
Sales - 243.00 246.00
Sales Growth % -1.00 -31.00
Expenses - 159.00 184.00
Material Cost % - 33.00 49.00
Raw material cost 141.00 75.00
Change in inventory -60.00 46.00
Manufacturing Cost % 14.00 11.00
Employee Cost % 8.00 6.00
Other Cost % 10.00 8.00
Operating Profit 84.00 62.00
OPM % 35.00 25.00
Other Income - 79.00 2.00
Exceptional items 46.32 -16.64
Other income normal 32.27 18.62
Interest 51.00 30.00
Depreciation 42.00 26.00
Profit before tax 70.00 8.00
Tax % 10.00 18.00
Net Profit - 63.00 6.00
Minority share -1.00 -1.00
Exceptional items AT 33.00 4.00
Profit excl Excep 30.00 2.00
Profit for PE 29.00 2.00
Profit for EPS 62.00 6.00
Profit Growth % 1,669.00 -94.00
EPSin Rs 40.88 3.65

Dividend Payout % 10.00 33.00



Balance Sheet ((ICrores)



Line Item

Equity Capital
Reserves

Borrowings -

Long term Borrowings
Short term Borrowings
Lease Liabilities
Other Borrowings
Other Liabilities -

Non controlling int
Trade Payables
Advance from Customers
Other liability items
Total Liabilities

Fixed Assets -

Land

Building

Plant Machinery
Equipments
Computers

Furniture n fittings
Vehicles

Intangible Assets
Other fixed assets
Gross Block
Accumulated Depreciation
CWIP

Investments

Other Assets -
Inventories

Trade receivables -
Receivables over 6m
Receivables under 6m
Prov for Doubtful
Cash Equivalents
Loans n Advances

Other asset items

Mar 2024

15.00
823.00
569.00
224.00
343.00

2.00
0.00
254.00

19.00

91.00

15.00
129.00

1,661.00
717.00

16.00

70.00
613.00

11.00

1.00
5.00
2.00
3.00
220.00
941.00
224.00
7.00
275.00
663.00
230.00

52.00

22.00

34.00

-5.00
235.00
39.00

107.00

Mar 2023

15.00

772.00

550.00

232.00

317.00

1.00

0.00

148.00

16.00

81.00

18.00

32.00

1,485.00

666.00

17.00

63.00

549.00

10.00

1.00

4.00

3.00

8.00

210.00

864.00

199.00

32.00

285.00

504.00

137.00

67.00

37.00

37.00

-7.00

196.00

15.00

88.00



Line Item

Total Assets

Cash Flow Statement (CICrores)

Line Item

Cash from Operating Activity -
Profit from operations
Receivables

Inventory

Payables

Loans Advances

Other WC items

Working capital changes
Direct taxes

Cash from Investing Activity -
Fixed assets purchased
Fixed assets sold
Investments purchased
Investments sold

Interest received

Dividends received

Invest in subsidiaries
Investment in group cos
Other investing items

Cash from Financing Activity -
Proceeds from borrowings
Repayment of borrowings
Interest paid fin

Dividends paid

Financial liabilities

Other financing items

Net Cash Flow

Free Cash Flow

CFO/OP

Mar 2024

1,661.00

Mar 2024
90.00
97.00
-11.00

-114.00
122.00
0.00
3.00
-1.00
-7.00
-83.00

-128.00

30.00
12.00
0.00
0.00
0.00
2.00
34.00
102.00
-17.00
-50.00

-2.00

40.00
-38.00

115.00

Mar 2023

1,485.00

Mar 2023
131.00
69.00
24.00
25.00
-22.00
0.00
38.00
65.00
-3.00
-284.00

-151.00

19.00
11.00
0.00
0.00
0.00
-162.00
11.00

49.00

-31.00
-5.00

-2.00

-142.00
-19.00

217.00



Key Ratios ([JCrores)

Line Item Mar 2024 Mar 2023
Debtor Days 78.00 99.00
Inventory Days 1,034.00 412.00
Days Payable 411.00 244.00
Cash Conversion Cycle 702.00 267.00
Working Capital Days -275.00 -267.00
ROCE % 5.00 4.00

3.2 Financial Analysis Summary

* Revenue remained stagnant at [243.00 Cr, but a structural pivot is evident as Solar Power Generating
Systems revenue fell 38.14% while Solar Photovoltaic Panels surged 338.50% to [49.77 Cr, indicating a
shift toward component manufacturing.

* PAT saw a massive optical jump to [63.00 Cr from [6.00 Cr, primarily driven by Other Income of [79.00 Cr
(including Exceptional items of [46.32 Cr from the Amex Alloys sale); excluding these, the underlying
business remains heavily reliant on non-operating gains.

 Deferred Income (Contract Liability) exploded from [1.67 Cr to [90.04 Cr, suggesting the company has
billed significantly in advance of performance, providing a Revenue cushion for FY25 but creating a large
performance obligation.

» Operating Profit margins improved to 35.00%, yet this was offset by a 71.78% surge in Finance Cost to
[61.00 Cr, driven by interest on Total Debt of [569.00 Cr, resulting in a precarious Interest Coverage ratio
of 0.82x.

» Working Capital efficiency deteriorated sharply as Inventory Days skyrocketed to 1,034 days from 412
days, with Finished Goods exploding 180% to [108.81 Cr, acting as a [114.00 Cr drag on CFO.

* Inventory write-downs jumped 487% to [28.50 Cr, signaling potential obsolescence in solar components that
may have inflated previous years' Net Profit.

* Total Debt of [669.00 Cr is heavily skewed toward Short term Borrowings ((B43.00 Cr or 60.46%), creating
refinancing risks as [102.00 Cr was raised to fund a Capex of [128.00 Cr.

» CFO of [90.00 Cr was insufficient to cover the Capex of [128.00 Cr, leading to a negative Free Cash Flow
of -[B8.00 Cr, making the company dependent on external financing.

* Fixed Assets grew to [¥17.00 Cr as CWIP reduced to [7.00 Cr, yet Note 2(j) indicates aggressive useful life
estimates of 20-25 years for solar plants, which may be overstating PAT by deferring costs.

» Trade Receivables improved to [52.00 Cr, but 21% ([111.10 Cr) are aged over one year, primarily due to
sticky collections from state discoms.

» Deferred Tax Asset of [58.01 Cr was recognized against business losses, boosting PAT but remaining
contingent on achieving "probable" future taxable profits in a volatile market.

* ROCE remains weak at 5.00%, suggesting that the massive expansion in Total Assets to [1,661.00 Cr is not
yet yielding efficient returns.

« Liquidity is tighter than the [235.00 Cr Cash Equivalents suggest, as the adjusted cash position is -[77.19
Cr due to heavy reliance on Bank Overdrafts ((92.47 Cr).

 Other Assets are becoming "heavier" with non-cash items, including Supplier Advances of [25.43 Cr and
Balances with Govt Authorities of [12.96 Cr (GST inputs), locking up liquidity.



» Other Expenses saw a 60% increase in Miscellaneous Expenses ([8.29 Cr) and a rise in Legal &
Professional fees ([5.15 Cr), likely linked to high litigation activity and disputed tax matters.

» The dominant financial theme of the year is a high-leverage transition where stagnant Revenue and a
collapsing Working Capital cycle are being masked by one-time Exceptional items and aggressive
Deferred Tax recognition.

3.3 Contingent Liabilities & Commitments

e Income Tax Matters: [18.16 Cr in disputed demands (down from [28.12 Cr), representing 28.7% of FY24
PBT. Management has not made provisions.

» Excise Related Matters: [6.71 Cr in disputed matters.

« Bank Guarantees: Spiked 211% to [24.64 Cr, indicating a significant increase in performance obligations for
new solar projects.

 Capital Commitments: [D.23 Cr in unexecuted contracts.

 Third-Party Guarantees: The Group continues to provide security for loans availed by Amex Alloys Private
Limited (former subsidiary) amounting to [24.60 Cr.



3.9 Earnings Quality & Forensic Checks



# Check

1

12

PAT vs CFO trend

Receivables &
channel-stuffing
signal

Revenue timing

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

CWIP age and
stalling projects

Deferred tax asset
recognition
adequacy

Impact

Profit | — earnings overstate
cash; (114 Cr inventory build
absorbs CFO despite [63 Cr
PAT.

Revenue 11 — channel
stuffing risk; inventory +
receivables rose [¥8 Cr
while sales declined 1%.

Revenue 1 — revenue
cushion; (90 Cr deferred
income spike suggests
massive billing ahead of
performance.

Neutral — low direct RPT
revenue; concentration risk
is higher in third-party
customers (11%).

Profit | — obsolescence risk;
inventory grew 67.8% while
revenue fell 1.19% YoY.

Profit 11 — valuation risk;
auditor highlights NRV
assumptions for solar
modules as a key risk.

Profit + — non-recurring
boost; [46.32 Cr exceptional
gain represents 66% of PBT.

Profit 1 — aggressive
accounting; 25-year life for
solar plants is higher than
industry standard.

Profit + — provision
reduction; doubtful debt
provision decreased by [2 Cr
despite aging issues.

Profit 1 — non-cash tax
benefit; 10% effective tax
rate vs 25% statutory due to
DTA.

Neutral — capex conversion;
CWIP reduced significantly
as assets moved to Gross
Block.

Profit 1 — aggressive
recognition; (68 Cr DTA
assumes "probable” future
profits despite stagnant
revenue.

Status

O

Evidence

PAT 63 Cr vs CFO 90
Cr (but Net Cash Flow -
77 Crincl. ODs).

Inventory + Receivables:
[282 Cr (FY24) vs [204
Cr (FY23). Sales: -1%
YoY.

Deferred Income: [90.04
Cr (FY24) vs [1.67 Cr
(FY23). Unbilled: [11.43
Cr.

One customer (Shanti
Renewable) at 10.91%
(C26.48 Cr).

Inventory: [230 Cr vs
[137 Cr. Sales: [243 Cr
vs [246 Cr.

Inventory write-down of
[28.50 Crin FY24.

Exceptional items:
[46.32 Cr (FY24) vs -
[16.64 Cr (FY23).

Depreciation: [42 Cr.
Plant & Machinery: [613
Cr.

Prov for Doubtful: -[5.00
Cr (FY24) vs -[7.00 Cr
(FY23).

Tax %: 10.00. P&L Tax:
[ Cr. Direct Taxes Paid:
¥ Cr.

CWIP: [7.00 Cr (FY24)
vs [B2.00 Cr (FY23).

DTA: [58.01 Cr. FY24
PBT (excl. exceptional):
~[24 Cr.

Notes Detail

CFO/OP at 115% looks
healthy but masks heavy
reliance on bank overdrafts
(092.47 Cr).

Inventory Days exploded
from 412 to 1,034; Finished
Goods grew 180% indicating
unsold stock.

Note 20: Massive spike in
contract liabilities likely linked
to Service Concession
Arrangement milestones.

Note 21.1: No single
customer exceeded 10% in
the previous year;
concentration is increasing.

Note 8: Finished goods
surged 180%; inventory write-
downs jumped 487% to
[28.50 Cr.

Auditor Note: Focus on
technological obsolescence
and price fluctuations in solar
components.

Profit excluding exceptional
items is only [BO Cr
compared to reported PAT of
63 Cr.

Note 2(j): Useful lives of
20-25 years reduce annual
depreciation, boosting
reported net margins.

Note 9: [11.10 Cr (21% of
receivables) is still
outstanding for over one yeatr.

Note 17(B): Recognition of
[68.01 Cr Deferred Tax Asset
(DTA) against business
losses.

Plant & Machinery Gross
Block increased by (64 Cr,
indicating project
commissioning.

Auditor Note: High-judgment
area; shortfall in future
earnings will trigger a major
DTA reversal.



# Check Impact Status Evidence Notes Detail

Profit | — capital diversion; Loan to Amex Alloys: . .
Note 33: Loan given to entity
RPT quantum and [(8.99 Cr loan to former [8.99 Cr. KMP
L O i where control was lost; KMP
trend subsidiary Amex Alloys at Remuneration: +33% .
pay rose despite flat revenue.
8.25%. YoY.

Neutral — low payout; [2 Cr Negative FCF for two

Dividend: [2 Cr. FCF: -

Dividend paid vs dividend paid despite . consecutive years; dividends
i O [B8 Cr. Dividend Payout: ) )
FCF adequacy negative [B8 Cr Free Cash 10% are funded by increasing
Flow. > debt/overdrafts.
Auditor KAM: Profit 11 — complexity in L . )
. . . . High judgment in allocating
Service valuation of construction vs Ind AS 115 Appendix C ; . .
. ) ad L consideration and valuing
Concession operation phases for solar application. ) :
construction services.
Arrangements assets.
Auditor KAM: Profit | — risk of sudden . . Management has not
o . Disputed tax is 26% of . I
16 Litigation & Tax cash outflows from disputed O FY24 PBT provided for these liabilities
Positions tax demands of [18.16 Cr. ’ despite the material amount.

4. MANAGEMENT & GOVERNANCE

A. Auditor Report & Key Audit Matters * Audit Opinion Type: Unqualified / Unmodified. * KAM 1: Service
Concession Arrangements (SCA): Auditor flagged complexity in Ind AS 115 regarding valuation of construction
services and allocation between construction and operation phases. * KAM 2: Inventory Valuation: Focus on
NRV assumptions for solar modules. A massive write-down of [(28.50 Cr was recorded in FY24, signaling high
risk of technological obsolescence. * KAM 3: Recoverability of Deferred Tax Assets (DTA): Management
recognized [58.01 Cr in DTA based on "probable” future profits. Shortfalls in earnings pose a significant reversal
risk. * KAM 4: Litigation and Tax Positions: Disputed tax demands totaling [18.16 Cr. Risk of cash outflows if
appellate rulings are unfavorable. * Auditor Fees: Legal and Professional fees surged to [5.15 Cr. Deloitte
Haskins & Sells LLP is in the second year of a five-year term.

B. Related Party Transactions

Relationship Amount (OCr) Concern
Amex Alloys Pvt Ltd Former Subsidiary  Loan Given 8.99 Cr Recoverability Risk
Swelect Sustainable Energy (SSEPL)  Subsidiary Proposed RPT Limit 150.00 Cr  Capital Diversion
Promoters Promoter Group Dividends Paid 1.54 Cr  Neutral
R. Chellappan Managing Director ~ Remuneration 0.40 Cr  Neutral

RPT Verdict: Governance Concern [(OThe combination of extending loans to a divested entity (Amex Alloys)
and seeking massive transaction limits (62% of revenue) for a minor 7 MW subsidiary project indicates a high
risk of capital tunneling and poor fiduciary oversight.

C. Shareholding * Promoters: 56.37% (Unchanged YoY). * FlIs/Dlls: 0.02% (Negligible). * Public: 43.61%. *
Pledged Shares: 0.00%.

D. Board Composition + KMP Compensation * Independent %: 45.45% (5/11) — Below 50% threshold for
executive-led boards, though technically compliant. * Women Directors: 2 (Ms. V. C. Mirunalini and Ms.
Jayashree Nachiappan). * Family Concentration: R. Chellappan (MD) is the father of V. C. Raghunath (WTD)
and V. C. Mirunalini (WTD). K. V. Nachiappan (WTD) is the husband of Jayashree Nachiappan (NED). *
Compensation: Aggregate KMP pay grew 11.66% (disclosed) to 33% (Worker 3 note), while MD's 1%
commission on Net Profits is boosted by the [#6.32 Cr exceptional gain, decoupling pay from core operations.



F. Capital Allocation & Capex

Action FY Current (CICr) FY Prior (CICr) % of CFO

Capex (Fixed Assets) 128.00 Cr 151.00 Cr 142.22% 0O
Dividends Paid 2.00 Cr 5.00 Cr 2.22% O
Net Debt Change 85.00 Cr 49.00 Cr 94.44% 0O
Interest Payments 50.00 Cr 31.00 Cr 55.55% O
Inventory Investment 114.00 Cr -25.00 Cr 126.66% O
Loan to Former Subsidiary 8.99 Cr 0.00 Cr 9.98% [O

CAPEX ANALYTICAL NOTES: * CFO Coverage of Capex: CFO ([80 Cr) failed to cover Capex ((128 Cr),
resulting in a (B8 Cr deficit funded by debt. * Nature of Capex: Primarily growth-oriented, focusing on the 1
GW Solar PV Module Manufacturing facility. * Deployment Efficiency: Despite heavy spending, revenue
remains stagnant ({243 Cr), indicating a significant gestation lag. * Key Takeaways: The (128 Cr capex
program is high-risk given the [28.50 Cr inventory write-down, suggesting struggles with technology
obsolescence while doubling down on capacity.

H. Risks
# Risk Category Description Potential Impact Severity
Inventory . 28.50 Cr write-down in FY24  Direct 11.7% hit to revenue equivalent; .
Operational . . . OHigh
Obsolescence due to NRV drops. risks further margin erosion.
I . . 343.06 Cr short-term debt vs ~ Refinancing risk; interest costs (50 Cr) .
2 Liquidity Stress Financial . ] OHigh
negative net cash. consume 60% of Op. Profit.
. 18.16 Cr in disputed income Potential cash outflow of 26% of FY24 g
3 Tax Litigation Regulatory . . .
tax matters. PBT if ruled against. Medium
. 58.01 Cr DTA recognized on If future profits miss projections, a ]
4 DTA Reversal Accounting . . . . .
business losses. massive non-cash hit to PAT will occur. Medium
Customer ) One customer accounts for Loss of this client would result in a ~26
Commercial OLow

Concentration 10.91% of revenue. Cr revenue hole.



5. SCORECARD & VERDICT

Part A: Scorecard

Dimension Key Evidence One-line Rationale

. Strong industry tailwinds offset by high
1 GW capacity; 88 MW order

Business Quality 3 - technology obsolescence risk and stagnant
book; stagnant revenue.

growth.
. . D/E 0.68x; Interest Coverage Precarious interest coverage and heavy
Financial Health 2 ! .
0.82x; FCF -[B8 Cr. reliance on short-term debt to fund capex.

CFO < PAT (adj); [28.5 Cr
Earnings Quality 1 ! inventory write-down; [#6 Cr
exceptional gain.

Profits are heavily inflated by one-time gains
and aggressive DTA/depreciation policies.

Family concentration; loan to Significant governance red flags regarding
Management & L . ) ) i i
2 ! former subsidiary; 62% RPT limit capital diversion and promoter-first
Governance .
request. compensation.
. . Value-destructive allocation where debt-
Capital Allocation & ROCE 5% < Debt Cost 9%; . o
. o ! . . . funded capex is not yet yielding returns
Earnings Visibility negative FCF; inventory build.

above cost of capital.

BUSINESS POSITIVES (for this company this year) * [ICapacity Commissioning: Successful completion of
the 1 GW Solar PV Module facility, now operating at near-capacity levels. * JOrder Book Visibility: EPC order
book stands at 88 MW, providing some revenue visibility for the upcoming fiscal year. * (Strategic Focus:
Divestment of the non-core foundry business (Amex Alloys) allows for a pure-play focus on the high-growth solar
sector. * JRevenue Cushion: Deferred Income surged to [90.04 Cr, representing future revenue already billed
or collected. * OMargin Expansion: Operating Profit Margins (OPM) improved from 25% to 35% due to a better
product mix.

BUSINESS NEGATIVES | CONCERNS (for this company this year) * Cinterest Coverage Crisis: Interest
Coverage fell to 0.82x, meaning operating profits are insufficient to cover interest obligations of (51 Cr. * [
Inventory Explosion: Inventory Days skyrocketed to 1,034 days with a [28.50 Cr write-down, signaling
severe obsolescence or slow-moving stock. * INegative Free Cash Flow: Reported FCF of -[B8 Cr for the
second consecutive year, with CFO failing to cover Capex. * JGovernance Red Flag: Extension of an [8.99 Cr
loan to a divested former subsidiary (Amex Alloys) while seeking a (150 Cr RPT limit for a new subsidiary. * [
Earnings Manipulation Risk: PAT of [63 Cr is heavily reliant on a [46.32 Cr exceptional gain and a [(568.01 Cr
non-cash Deferred Tax Asset.

OVERALL SCORECARD SUMMARY Swelect Energy Systems is in a high-risk transition phase, characterized
by deteriorating financial health and aggressive accounting practices. While the company has successfully
scaled its solar manufacturing capacity, its inability to generate positive free cash flow and its precarious interest
coverage (0.82x) make it highly vulnerable to operational hiccups. Governance is a major concern, with
evidence of capital diversion to former subsidiaries and a board structure that heavily favors promoter interests.
The business is currently on a deteriorating trajectory in terms of earnings quality and balance sheet strength,
despite the optical jump in net profit.



Part B: Governance Check Matrix

# Check Status Evidence

1 Audit opinion clean? ad Unqualified opinion provided by Deloitte.

2 Promoter pledge = 0? O 0.00% of promoter holding is pledged.

3 KMP pay < 5% of PAT? O Special resolution seeks to exceed 5% limit for promoter-directors.
4 RPT quantum < 5% of revenue? d Proposed RPT limit of (150 Cr is 61.78% of revenue.
5 Board > 50% independent? ad Independent directors are 45.45% (5 out of 11).

6 At least 1 woman director? O 2 women directors on the board.

7 No statutory dues outstanding? d Statutory dues reduced significantly to [0.79 Cr.

8 No fraud reported? d No fraud reported in the auditor's statement.

9 Audit trail enabled? ad Confirmed in the auditor's report.

10  Frequent Auditor change O Deloitte is in the 2nd year of a 5-year term.

Total: 7/10 0— Governance Rating: 2
Part C: Investor Verdict

THESIS: A leveraged bet on domestic solar manufacturing that is currently masking deep financial stress and
governance gaps through one-time gains and aggressive accounting. OVERALL STANCE: AVOID
RATIONALE: Precarious interest coverage (0.82x), massive inventory obsolescence ([(28.5 Cr write-down), and
governance red flags regarding RPTs and loans to former subsidiaries outweigh the solar industry tailwinds. RE-
EVALUATE WHEN: Interest Coverage exceeds 2.0x and Inventory Days drop below 200 days. BULL CASE:
Rapid conversion of the (90 Cr deferred income into high-margin revenue and a successful scale-up of the 1
GW plant leading to FCF positivity. BEAR CASE: A sudden shift in solar technology (TOPCON obsolescence) or
an ALMM policy reversal leading to a massive write-down of the [230 Cr inventory and [717 Cr fixed assets.
KEY MONITORABLE: Inventory Days: 1,034 - watch threshold < 300.



7. YEAR-OVER-YEAR ANALYSIS

7.1 Changes

Metric /| Theme

Summary A
Status

Summary B Status

Forensic Takeaway

Interest
Coverage

Inventory
Efficiency

Profit
Composition

Working Capital
Anomalies

Capital
Allocation

Management
Tone

1.82x

412 Days

Other Income 4x
PAT

[18.4 Cr
Customer
Advances

Diversified (Solar
+ Foundry)

Defensive /
Technology
Reset

7.2 Persistent Patterns

0.82x

1,034 Days

Exceptional Gain 66%

of PBT

[90.04 Cr Deferred
Income

Pure-Play Solar
(Foundry Divested)

Opportunistically
Aggressive

The company has entered a critical stress zone where core
operating profits are no longer sufficient to service interest
obligations.

The explosion in inventory days combined with a [28.5 Cr
write-down confirms severe technological obsolescence or a
failure to move finished stock.

Reported earnings have shifted from treasury-income
dependence to reliance on one-time asset divestments to
mask operational weakness.

A massive spike in contract liabilities suggests aggressive
advance billing or a significant shift in project milestone
accounting.

The company has narrowed its strategic focus by exiting the
stable foundry business to double down on a high-leverage,
volatile solar manufacturing model.

Management has shifted from explaining legacy failures to
seeking massive hikes in borrowing and RPT limits despite
deteriorating solvency ratios.

* Negative Free Cash Flow (FCF): The company has failed to generate positive FCF in both periods,
remaining entirely dependent on external financing to fund its aggressive capex.

« Value Destruction (ROCE < Cost of Debt): Returns on capital (4-5%) consistently trail the cost of debt
(8-10%), indicating that the massive asset expansion is currently destroying shareholder wealth.

* Aggressive Depreciation Policy: Management continues to use extended useful lives (20-25 years) for
solar assets, which is higher than industry norms and serves to artificially inflate reported PAT by deferring

costs.

» High Family Concentration: The board remains heavily weighted toward the promoter family, with multiple
executive roles held by immediate relatives, limiting independent oversight.

 Short-term Debt Reliance: A structural dependence on short-term borrowings (over 50% of total debt)
persists, creating a recurring and high-risk refinancing cycle.

» Governance Red Flags in RPTs: Management consistently seeks shareholder approval for inter-corporate
loan and transaction limits that are disproportionately large relative to the company's actual revenue base.

* Non-Cash PAT Boosts: Both years show a heavy reliance on non-cash accounting entries, such as
Deferred Tax Asset (DTA) recognition on losses, to support the bottom line.
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