Cochin Shipyard Ltd — FY 2023 Annual Report Analysis

Annual Report Analysis (Consolidated)

Investor Snapshot

# Analytical point Sentiment
Cochin Shipyard is transitioning from a single-project defense yard to a multi-unit tech integrator, Positive
establishing a high-moat leadership position in green shipping exports.

Revenue contracted 25.9% YoY to 2,364.55 Cr as the high-margin Indigenous Aircraft Carrier (IAC) Negative
iV
project reached its final stages, creating a temporary "revenue valley." :
Core operating performance has weakened significantly, with rigid employee costs rising 7.5% Negative
despite the sharp revenue decline, indicating a high fixed-cost base. g
Earnings quality is currently low, as Other Income of 207.01 Cr constitutes nearly 50% of PBT, Negative
iv
masking the deterioration in core shipbuilding profitability. g
The balance sheet remains exceptionally liquid with a Debt/Equity ratio of 0.05x, supported by a Positive
massive [1,577.65 Cr surge in cash and bank balances.
Cash Flow from Operations (CFO) of 1,882 Cr significantly outperformed PAT of [B05 Cr, driven by Positive
[1,697.85 Cr in interest-free advances from the Indian Navy.
Capital allocation efficiency is deteriorating with CWIP at 67% of revenue ( 1,602 Cr), including Negative
v
579.51 Cr stalled for over three years due to contractor termination. g
Asset quality risks are emerging, with 24.5% of gross receivables flagged for credit risk and 91.89 Cr Negative
currently tied up in disputed dues. s
Governance standards have strengthened to a 10/10 rating following board reconstitution with 50% Positive
independent directors and a Schedule A upgrade.
Inventory levels rose 25% despite falling revenues, suggesting potential slow-moving stock and Negative
iV
execution friction in the transition to new projects. :
The medium-term outlook depends on the 18-24 month transition to the NGMV project and the successful Neutral
commissioning of the New Dry Dock and ISRF.
Investment View: Watch; stance remains cautious until core EBITDA margins return to >15% and the CWIP- Neutral
u

to-Revenue ratio falls below 40%.
Final research summary: cochin shipyard Itd (FY 2022-23)

1. Business overview

e Structural Pivot: Transitioning from the "IAC-1 (INS Vikrant) Era" to a multi-unit, multi-product integrator to
fill the revenue void left by the aircraft carrier's completion.

* Shipbuilding (SB) Segment: Shifting focus toward high-tech exports, including Commissioning Service
Operation Vessels (CSOV) for European offshore wind farms and Zero-Emission Feeder Container Vessels.

« Ship Repair (SR) Segment: Acting as a strategic "cash cow" and regional hub, with expansions in Mumbai
(CMSRU) and Kolkata (CKSRU) to create a distributed service model.



» Green Shipping Moat: Positioning as a first-mover in Hydrogen Fuel Cell and Electric propulsion (e.g.,
ASKO and Samskip projects), providing a 2-3 year lead over domestic peers.

« Subsidiary Performance: Udupi Cochin Shipyard (UCSL) has successfully pivoted to high-volume
commercial exports (Wilson Group, Norway), while Hooghly Cochin Shipyard (HCSL) targets the nascent
Inland Waterways segment.

» Operating Model: Moving toward a "Lead Integrator" model, outsourcing low-value fabrication while retaining
high-value design and green technology integration in-house.

» Capacity Expansion: The New Dry Dock (NDD) is 75% complete, aimed at capturing the "big ship" market
(LNG carriers, larger Aircraft Carriers).

» Geographical Presence: Expanding beyond Kochi to seven strategic units including Mumbai, Kolkata,
Udupi, Hooghly, and Port Blair.

2. Management commentary & outlook

* Management is aggressively diversifying the order book to mitigate the revenue hole created by the delivery
of the IAC in July 2022.

* The strategy focuses on "Sustainability as a Competitive Advantage," leveraging IMO regulations to capture
the global fleet's transition to "green" vessels.

* Regarding the ISRF infrastructure setback, management has de-risked the project by splitting the remaining
22% of work into three independent packages following the termination of the Simplex Infrastructures
contract.

» The upgrade to 'Schedule A' CPSE status is expected to provide higher autonomy and broader senior
management bandwidth to manage the multi-unit structure.

» Management highlights a "strategic sweet spot" in the demand environment, particularly for sophisticated
European clients requiring green technology.

» The New Dry Dock is a structural expansion of the Total Addressable Market (TAM), allowing entry into the
LNG carrier and large-scale repair segments.

* There is a recognized risk of a "lumpy" revenue profile over the next 24 months as new projects like NGMV
and ASW-SWC move from design to high-value integration.

« Management Tone: Disciplined Optimism with a "Tech-First" Narrative. Management has shifted from a
"Defense-only" rhetoric to a "Global Maritime Tech" narrative, showing transparency regarding infrastructure
delays while signaling a new era of professionalized, autonomous management through the Schedule A
upgrade.

3. Financial analysis

3.1 Financial statements
3.2 Financial analysis summary

* Revenue from operations witnessed a sharp 25.9% YoY decline to [2,364.55 Cr, primarily driven by a 20.5%
drop in the Indigenous Aircraft Carrier (IAC) segment ([1,424.19 Cr) as the project reached its final delivery
stages, which directly impacted PAT margins, falling from 20.12% to 12.88%.

« Despite falling Revenue, Employee Benefit Expenses rose 7.5% to [(B37.02 Cr due to fixed-cost obligations
in pension and medical trusts, while Design Expenses surged 188.8% to [66.54 Cr, signaling heavy front-end
engineering for new projects like the Next Generation Missile Vessels (NGMV) that have yet to reflect in the
P&L.



» CFO surged to an estimated [1,882.36 Cr, creating a massive divergence from PAT ([B04.71 Cr), which was
almost entirely fueled by a [2,101.02 Cr increase in Contract Liabilities (Customer Advances) from the Indian
Navy for the NGMV project, providing the company with a significant interest-free float on the Balance Sheet.

 Other Income of [207.01 Cr now constitutes 49.47% of Profit Before Tax, up from 24.74% in the previous
yeatr, indicating that core shipbuilding profitability is under pressure and the bottom line is heavily supported
by non-operating items like interest on bank deposits ([116.02 Cr) and provision reversals ([56.56 Cr).

« Capital Work-in-Progress (CWIP) expanded to [1,602.50 Cr, but [579.51 Cr of this has been outstanding
for more than 3 years, specifically relating to the International Ship Repair Facility (ISRF) which faces a 1-2
year delay, posing a risk of future impairment charges to Total Assets.

» Trade Receivables fell 22.5% to [B38.42 Cr, yet quality remains a concern as [110.31 Cr (approx. 24.5% of
gross receivables) are flagged for significant credit risk, with (81.89 Cr classified as "Disputed Dues," which
could lead to further write-offs in the P&L.

» The company's Total Debt profile is shifting, with [102.80 Cr of Tax-Free Bonds reclassified as Current
Maturity of Long-term Debt due for redemption in December 2023, while hidden leverage in the form of Lease
Liabilities ([#54.45 Cr) is 3.6x the size of formal bond debt, representing long-term fixed cash outflows for
port land.

* Inventory levels rose to [B73.00 Cr despite lower production activity, partly due to a change in valuation
policy to "Weighted Average Cost," which, combined with the utilization of (¥47.70 Cr in GST Input Tax Credit,
reflects a significant restructuring of Working Capital components.

 Finance Costs remained relatively stable at [89.45 Cr, but the Interest Coverage Ratio halved to 11.60 as
EBIT declined, though the company maintains a strong liquidity buffer with [536.92 Cr in term deposits
earmarked for Capex objects, ring-fencing infrastructure growth from operational volatility.

* Provisions for contingencies were reduced to [B08.94 Cr, and the reversal of [21.08 Cr in shipbuilding loss
provisions provided a one-time boost to PAT, suggesting that actual costs for legacy loss-making contracts
were lower than management's technical estimations.

» Other Assets & Liabilities Analysis: The massive drop in GST Input Tax Credit (from [1,095 Cr to [B47 Cr)
indicates successful utilization against output tax liabilities. However, Advances to Suppliers rose to [638.22
Cr, and Other Income is heavily padded by "Provisions no longer required” (56.56 Cr), which is a non-
recurring boost to earnings quality.

» The dominant financial theme of the year is a structural transition marked by a temporary revenue and
margin contraction as the IAC project concludes, masked by a massive liquidity surge from customer
advances that funds stalled capital projects.

3.3 Contingent liabilities & commitments

* Provision for Contingencies: [308.94 Cr.

* Lien Marked Deposits (Guarantees): [843.22 Cr of term deposits are lien-marked for performance
guarantees, restricting general use of cash.

* Capital Commitments: [1,553.00 Cr primarily for the New Dry Dock and ISRF.

* Liquidated Damages (LD): Potential unprovided penalties for delivery delays in A&N passenger vessels;
CSL stopped recognizing LD citing "abated progress" at customer request.

- Litigation/Disputes: [91.89 Cr in trade receivables are classified as "Disputed Dues".



3.9 Earnings quality & forensic checks



# Check

1 PAT vs CFO trend

Receivables &
2 channel-stuffing
signal

Revenue timing
(unbilled/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

10 Tax rate consistency

1 CWIP age and
stalling projects

12 Deferred tax asset
recognition adequacy
RPT quantum and

13
trend

14 Dividend paid vs FCF
adequacy
Auditor KAM:

15 Revenue
Measurement

Auditor KAM: LD
Estimation

Impact

Profit 1 — cash flow significantly exceeds
PAT due to (2,101 Cr customer advances.

Revenue | — receivables falling slower
than revenue; (103 Cr stale debt >3 years.

Revenue 11 — massive advances provide
float but unbilled revenue of [519 Cr
carries estimation risk.

Neutral — minimal related party sales
ensures top-line integrity and arms-length
pricing.

Profit | — inventory build during revenue
contraction suggests potential
obsolescence or slow-moving spares.

Profit 11 — accounting change smooths
earnings by avoiding periodic write-downs
on specific items.

Profit 1 — non-core provision reversals
and interest income mask weak core
operating performance.

Profit | — accelerated depreciation for
saline environments reduces PAT but
improves cash tax shield.

Profit 1 — reversal of [¥7.6 Cr in total
provisions provides significant non-cash
PAT boost.

Neutral — tax rate remains consistent with
statutory norms; no major deferred tax
anomalies.

Profit | — stalled CWIP of [580 Cr
increases risk of future impairment and
cost overruns.

Profit 1 — conservative recognition of VAT/
insurance claims creates a future income
buffer.

Neutral — low RPT volume limits risk of
value leakage to subsidiaries or
promoters.

Profit 1 — strong liquidity from customer
advances comfortably covers dividend and
capex commitments.

Revenue 11 — High subjectivity in "Output
Method" for long-term Navy contracts.

Profit 1 — Non-provisioning of Liquidated
Damages based on Force Majeure claims.

Status

Notes detail

Forensic Alert: Divergence driven by
NGMV project advances rather than
operational efficiency.

Note 14: 24.5% of gross receivables
flagged for credit risk; [91.89 Cr are
disputed.

Note 3.15/32: Output Method relies on
management's "physical performance"
estimates for revenue booking.

Note 8/17: No material sales or purchases
from KMP-controlled entities disclosed.

Note 13/36: Material costs dropped 30.7%
but inventory levels increased YoY.

Note 13: Change applies to stores and
spares; impact not specifically quantified.

Note 35: Includes [116.02 Cr interest and
[66.56 Cr provision reversals.

Note 3.6: Useful lives differ from Schedule
11 to reflect shipyard environment.

Note 33/35: Reversals suggest previous
over-provisioning or lower-than-estimated
actual contract costs.

Note 35: Tax expense aligns with standard
corporate tax rates for FY23.

Note 4: ISRF project ([¥04.47 Cr) faces
1-2 year completion delays.

Note 3.25: Policy creates "hidden assets"
that will boost future income when cash is
received.

Note 1.1: Parent provides financial
backing to subsidiaries without significant
value leakage.

Note 16: [636.92 Cr in term deposits ring-
fenced for IPO-related capex objects.

Risk of material revenue reversals if
progress is overestimated.

Potential for future margin hits if Force
Majeure claims are rejected.



# Check Impact Status Notes detail

- . . Signals willingness to mask subsidiary-
Subsidiary OpEx Profit | — Parent (CSL) absorbing SAP

. . . — level expenses, though quantum is
Absorption implementation costs for HCSL and UCSL.

currently low.

4. Management & governance

A. Auditor Report & Key Audit Matters * Audit Opinion Type: Unqualified. * KAM 1: Revenue Progress
Measurement: The auditor flags significant judgment in the "Output Method" used for long-term Navy contracts.
Risk: Overestimation of progress could lead to material revenue reversals. * KAM 2: Liquidated Damages (LD)
Estimation: Management relies on "Force Majeure" (COVID-19, Kerala Floods) to justify non-provisioning of
LDs. The auditor notes this is a critical estimate with high subjectivity. * KAM 3: Impairment of Non-Financial
Assets: With CWIP at [1,602.50 Cr, the auditor focuses on the "recoverable amount" of stalled infrastructure
(ISRF and New Dry Dock). * Auditor Fees: Appointment made by C&AG; non-audit services reviewed by Audit
Committee to ensure independence.

B. Related Party Transactions | Party | Relationship | Nature | Amount (CJCr) | Concern | | | |

| | | | Hooghly Cochin Shipyard (HCSL) | Subsidiary | SAP Implementation Cost Borne
by CSL | 0.78 Cr | Aggressive: Parent absorbing subsidiary OpEx | | Udupi Cochin Shipyard (UCSL) |
Subsidiary | SAP Implementation Cost Borne by CSL | 0.78 Cr | Aggressive: Parent absorbing subsidiary
OpEXx | | Hooghly Cochin Shipyard (HCSL) | Subsidiary | Equity Investment (Rights Issue) | 46.00 Cr | Neutral:
Capital support for expansion | | Udupi Cochin Shipyard (UCSL) | Subsidiary | Equity Investment (Rights Issue) |
25.00 Cr | Neutral: Capital support for turnaround | | Employees | KMP/Staff | Loans Outstanding | 5.21 Cr |
Monitor: Cash outflow for non-core purposes |

C. Shareholding * Promoter (Government of India): 72.86% * Public: 27.14% * Pledged Shares: 0.00%

D. Board Composition + KMP Compensation * Total Directors: 12 (50% Independent). * Women Directors: 1
(Smt. Amrapali Prashant Salve). * KMP Compensation: Aggregate employee costs rose 7.5% despite a 40.42%
crash in EBITDA. Individual FY23 remuneration for CMD Madhu Sankunny Nair and other Directors was not
explicitly tabulated in the highlights, showing a transparency gap. * Family Relations: No KMPs share the same
family name; no family relations disclosed.

F. Capital Allocation & Capex | Action | FY current (OCr) | FY prior (OCr) | % of CFO | Signal | | |

| | | | | Dividends | 223.62 Cr | 197.31 Cr | 14.17% | Positive | | Capex (CWIP
Addition) | 338.11 Cr | Not disclosed | 21.43% | Concern | | Investments (Subsidiaries) | 71.00 Cr | 0.00 Cr |
4.50% | — | | Interest Payments | 33.74 Cr | 46.48 Cr | 2.14% | Positive | | Lease Liabilities (Total) | 454.45 Cr |
427.97 Cr | 28.81% | Concern |

CAPEX Analytical Notes: * CFO Coverage: CFO is artificially inflated by [1,697.85 Cr in Navy advances.
Without these, CSL would face a funding gap for [1,553.00 Cr in capital commitments. * Nature of Capex:
Primarily growth capex for the New Dry Dock (75% complete) and ISRF (78% complete). * Deployment
Efficiency: CWIP of [1,602.50 Cr is now 67% of annual revenue. Revenue fell 26% while CWIP grew,
indicating a severe lag in asset turnover. * Key Takeaways: The termination of the ISRF contractor (Simplex)
has delayed ROI by at least 2 years, with [579.51 Cr of CWIP now aged >3 years.

H. Risks * Contractor Default (High): Termination of Simplex Infra for ISRF project leads to cost overruns and
2-year delays. * CWIP Impairment (High): [679.51 Cr of CWIP aged >3 years poses a risk of write-downs
equal to 138% of FY23 PAT. * Other Income Dependency (High): 50% of PBT derived from non-core income;
core operating margins are significantly lower than headline. * Revenue Concentration (Medium): IAC project
tapering off (20.5% decline) creates a revenue gap until NGMV peaks. * Liquidated Damages (Medium):
Delays in A&N vessel deliveries could hit future margins if Force Majeure claims are rejected.



5. Scorecard & verdict

Part a: scorecard

Dimension Key evidence One-line rationale
Green tech export orders; Strong competitive moat in green shippin
Business quality 4 - ) p ) g P g PRINg
Regional repair hub expansion. offset by lumpy defense cycles.
. . D/E 0.05x; CFO [1,882 Cr > PAT Excellent liquidity from advances, but core
Financial health 4 ! ST .
[BO5 Cr. profitability is weakening.
. . Other Income = 50% of PBT, (66 Headline profits are heavily supported by
Earnings quality 2 ! . o
Cr provision reversals. non-operating items and reversals.
Management & 4 . Board now 50% independent; Improved board oversight and autonomy,
governance Schedule A upgrade. though KMP pay transparency is low.
Capital allocation & 3 . CWIP 67% of Revenue; ISRF Heavy capital lock-up in stalled projects
earnings visibility delayed 2 years. delays ROI despite strong order book.

Business positives (for this company this year) * Massive Liquidity Surge: Cash and bank balances
increased by [1,577.65 Cr, driven by [1,697.85 Cr in interest-free advances from the Indian Navy. * Green Tech
Leadership: Secured high-tech export orders for Hydrogen and Electric vessels from European clients
(Samskip, Wilson, ASKO). * Debt Profile: Maintained an ultra-low Debt/Equity ratio of 0.05x, with tax-free
bonds being the primary formal debt. * Governance Restoration: Successfully reconstituted the board with 6
Independent Directors, meeting regulatory requirements. * Subsidiary Turnaround: Udupi Cochin Shipyard
(UCSL) bagged a major 6-vessel export order, validating the subsidiary expansion strategy.

Business negatives | concerns (for this company this year) * Revenue Contraction: Operations revenue
fell 25.9% YoY as the high-margin IAC project reached its final stages. * Earnings Quality Flag: Other Income
(C207.01 Cr) constitutes nearly 50% of PBT, masking a sharp decline in core operating performance. * Stalled
Infrastructure: [(579.51 Cr of CWIP is aged over 3 years, primarily due to the termination of the ISRF
contractor. * Fixed Cost Pressure: Employee benefit expenses rose 7.5% despite a 26% revenue drop,
indicating a rigid cost structure. * Asset Quality: 24.5% of gross receivables are flagged for credit risk, with
[01.89 Cr in disputed dues.

OVERALL SCORECARD SUMMARY Cochin Shipyard is in a state of "funded transition." While the balance
sheet is exceptionally strong due to a massive influx of customer advances, the P&L is currently hollowed out by
the conclusion of the IAC project and heavy reliance on non-operating income. Governance has improved with a
full board, but capital allocation efficiency is deteriorating as nearly 67% of annual revenue is locked in stalled
CWIP. The business is on a stable but high-watch trajectory, as the transition to "Green Shipping" and the
NGMYV project will take 18-24 months to restore core operating margins.



Part b: governance check matrix

# Check Status
1 Audit opinion clean? —
2 Promoter pledge = 0? —
3 KMP pay < 5% of PAT? —
4 RPT quantum < 5% of revenue? —
5 Board > 50% independent? —
6 At least 1 woman director? —
7 No statutory dues outstanding? —
8 No fraud reported? —
9 Audit trail enabled? —
10 Frequent Auditor change =

Final line: "Total: 10/10 — Governance Rating: 5"
Part c: investor verdict

Thesis: CSL is a high-moat defense and green-tech play currently undergoing a "revenue valley" transition,
supported by a massive interest-free cash float from the Indian Navy. Overall stance: Watch Rationale: Core
operating profitability is currently weak (50% of PBT is non-core), and the stock's performance depends on the
successful commissioning of the New Dry Dock and ISRF. Re-evaluate when: CWIP-to-Revenue ratio falls
below 40% OR core EBITDA margins (excluding other income) return to >15%. BULL CASE: Rapid execution of
the NGMV project and New Dry Dock commissioning leads to a 30% revenue CAGR over FY24-26. BEAR
CASE: Further delays in ISRF lead to a material impairment of the [580 Cr aged CWIP, wiping out nearly two
years of PAT. Key monitorable: CWIP Ageing: [579.51 Cr —» Watch for reduction below [BOO Cr.



7. Year-over-year analysis

7.1 Changes

Metric / theme Summary a status (FY22) Summary b status (FY23) Forensic takeaway
The conclusion of the high-margin IAC

Revenue & Growth of 13.2%; EBITDA Contraction of 25.9%; PAT project has created a significant revenue and

Margin Trajectory  margin at 19.29%. margins fell to 12.88%. profitability void that new projects have yet to
fill.
Core shipbuilding operations are currently

Earnings Quality Other Income contributed Other Income surged to struggling, with nearly half of the profit

(Other Income) 18.9% of PBT. 49.47% of PBT. generated by non-operating interest and
accounting reversals.

. . . The company successfully cleared the GST
. . "Liquidity Trap" with (1,096  "Advance Float" with [2,101 . ) .
Working Capital . ) . bottleneck but is now heavily reliant on
o Cr locked in GST Input Tax ~ Crincrease in customer ) .
& Liquidity ) interest-free Navy advances to maintain its
Credits. advances.

cash position.

Capital efficiency is deteriorating as the value
Capital Allocation ~ CWIP at [1,264 Cr; [253 CWIP at (1,602 Cr; [579 Cr of stalled, non-productive infrastructure
(CWIP) Cr stalled for >3 years. stalled for >3 years. projects has more than doubled in a single
year.

. . o . . Management is aggressively rebranding the
Operational caution; focus Disciplined optimism; pivot

Management ) W . company from a traditional defense yard to a
on domestic defense and toward "Global Green Tech . . )
Tone & Strategy . e o . high-tech exporter to mitigate domestic
infrastructure friction. and multi-unit integration. .
revenue lumpiness.
. . Governance risk has significantly de-
Regulatory failure; zero Compliance restored; 50% ) o
Governance & . escalated following the reconstitution of the
Independent Directors for 8  Independent Board and . - .
Board board and increased administrative
months. Schedule A upgrade.

autonomy.

7.2 Persistent patterns

« Stalled Infrastructure ROI: A significant and growing portion of Capital Work-in-Progress (CWIP) remains
aged over 3 years, indicating chronic execution delays in the International Ship Repair Facility (ISRF).

* Reliance on Provision Reversals: Management consistently uses the reversal of "provisions no longer
required” ((84 Cr in Summary A; [56 Cr in Summary B) to bolster headline PAT.

* Disputed Receivables Stagnation: Approximately [90-92 Cr of trade receivables remain locked in
active litigation or disputes across both periods, suggesting a lack of resolution in legacy contract
conflicts.

* Hidden Lease Leverage: The company maintains substantial "off-balance sheet" style leverage through
long-term lease liabilities to Port Trusts (exceeding [420 Cr), which dwarfs its formal bond debt.

» Conservative Debt Profile: A structural commitment to ultra-low formal leverage (Debt/Equity < 0.06x)
remains a core pillar of the financial strategy.

 Subjective Revenue Recognition: Both periods highlight the "Output Method" and "Percentage of
Completion” as Key Audit Matters, emphasizing the high degree of management judgment in booking
revenue for long-term naval contracts.

* Rigid Cost Structure: Employee benefit expenses remain high and inelastic, rising even when revenue and
operational activity face sharp declines.
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