Lincoln Pharmaceuticals 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

Lincoln Pharmaceuticals maintains a strong manufacturing moat as an export-oriented player (62% of
1 revenue) backed by EU-GMP certification and a diversifying customer base where the top client JPositive
concentration improved to 12.2%.

Revenue grew 7.35% YoY to [623 Cr, supported by a strategic pivot toward chronic segments and

ONeutral
high-margin export markets, though domestic traction remains unproven.
Operating margins compressed from 17% to 16% as profitability was weighed down by a 49% spike in ONegati
egative
professional fees and a 158% surge in advertising expenditures. g
Net Profit declined 12% to 82 Cr, primarily impacted by lower MTM gains on investments and rising ONegative
discretionary costs despite the growth in the top line. ¢
The balance sheet is exceptionally liquid and completely debt-free (D/E 0.00x) following the full OPositive
itiv
repayment of all unsecured loans in FY25.
Cash flow generation remains a core strength, with Cash Flow from Operations (CFO) at [93 Cr, OPositive
representing a high-quality 113% of PAT.
The company generated robust Free Cash Flow (FCF) of (74 Cr, providing a significant buffer for the OPositive
[4 Cr dividend payout and future internal accrual-based expansion.
Completion of the Mehsana Cephalosporin facility serves as a primary growth lever, providing visible OPost
ositive
capacity to add (150 Cr in incremental annual revenue.
Earnings quality is deteriorating, evidenced by a 115% jump in sales return provisions to 6.17 Cr and ONegative
significant under-provisioning ( 1.86 Cr) against 18.31 Cr of credit-impaired receivables. g
Governance risks are elevated due to a 12.04 Cr advance to a promoter entity, a board with only 33% ONegative
ivi
independence, and management seeking "minimum remuneration" regardless of profit adequacy. g
Capital allocation efficiency has weakened, with ROCE falling from 22% to 17% as 106 Cr (13% of ONegati
egative
assets) is diverted into non-core loans rather than pharma R&D. g
Investment View is WATCH; while operational moats are intact, the "family-first" governance overhang and ONeutral

capital leakage necessitate monitoring of non-core loan levels and sales return trends.

1. BUSINESS OVERVIEW

* Business Segments: Lincoln Pharmaceuticals operates as a vertically integrated pharmaceutical company
with a strong presence in Finished Dosage Forms (FDF). Key segments include Anti-infectives, Respiratory,
Gynecology, and Dermatology.

* Revenue Drivers: Growth is primarily driven by Finished Goods Sales (97.84% of operations) and a heavy
export focus, with 62.13% of revenue derived from "Rest of World" (RoW) markets.



« Cost Drivers: Major costs include Raw Materials (46.74% of sales), Employee Benefits (18.04% of sales),
and a rising trend in Professional & Consulting Fees and Advertisement Expenses.

« Industry Position: The company leverages its EU-GMP certification (covering 27 countries) as a significant
qualitative moat, acting as a barrier to entry for smaller Indian peers.

» Expansion Plans: The primary growth lever is the newly completed Cephalosporin facility in Mehsana,
which has commenced commercial production.

« Strategic Pivot: Management is explicitly shifting focus from acute segments to high-margin Chronic and
Lifestyle segments, specifically Women’s Health and Dermatology.

» Geographical Presence: Strong international footprint in semi-regulated and regulated markets (Africa,
LATAM, and EU), complemented by a growing domestic presence.

» Capacity Additions: The Mehsana plant represents a significant capacity addition with a [150 Cr revenue
potential, initially targeting the domestic market before moving to exports.

2. MANAGEMENT COMMENTARY & OUTLOOK

» The completion of the Cephalosporin facility is expected to drive the next leg of growth, though initial sales
are domestic while international dossiers are pending.

« Strategic focus is shifting toward chronic therapies (Dermatology and Women'’s Health) to improve
"stickiness" and valuation multiples.

* Management highlights the EU-GMP certification as a core competitive advantage for commanding better
pricing in international markets.

» The company is seeking shareholder approval for "minimum remuneration” for the Patel family KMPs even in
periods of inadequate profits, decoupling pay from performance.

» Management acknowledges cautionary letters from BSE/NSE regarding delayed intimations but maintains
that they are strengthening compliance cultures.

* The introduction of the Uniform Code for Pharmaceutical Marketing Practices (UCPMP) 2024 is noted as a
challenge for domestic marketing strategies.

 External risks such as geopolitical tensions and tariff wars are highlighted as potential disruptors for the 62%
export-oriented revenue stream.

» The appointment of new Independent Directors, including a woman director, is framed as a step toward better
board oversight and regulatory compliance.

* Management Tone: The management exhibits high operational confidence regarding manufacturing
capabilities and plant execution, yet displays an "entrenched" and "family-first" attitude toward governance
and capital allocation. There is a visible disconnect between their aggressive pursuit of operational excellence
and their defensive, self-serving approach to remuneration and non-core lending. (STAY CAUTIOUS)

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 - 623.00 581.00
Sales Growth % 7.35 13.76
Expenses - 522.00 480.00
Material Cost % - 46.74 47.94
Raw material cost 282.00 284.00
Change in inventory 9.00 -6.00
Manufacturing Cost % 6.35 6.06
Employee Cost % 18.04 17.72
Other Cost % 12.55 11.01
Operating Profit 102.00 100.00
OPM % 16.00 17.00
Other Income - 22.00 34.00
Exceptional items 1.73 1.40
Other income normal 20.57 32.73
Interest 2.00 1.00
Depreciation 13.00 11.00
Profit before tax 109.00 122.00
Tax % 25.00 24.00
Net Profit - 82.00 93.00
Minority share 0.00 0.00
Exceptional items AT 1.00 1.00
Profit excl Excep 81.00 92.00
Profit for PE 81.00 92.00
Profit for EPS 82.00 93.00
Profit Growth % -12.00 27.00
EPSin Rs 41.11 46.58

Dividend Payout % 4.00 4.00



Balance Sheet ((ICrores)



Line Item

Equity Capital
Reserves

Borrowings -

Long term Borrowings
Short term Borrowings
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

Total Assets

Mar 2025

20.00

652.00

0.00

0.00

0.00

0.00

125.00

0.00

85.00

3.00

37.00

797.00

182.00

20.02

62.65

113.09

2.37

5.11

34.22

12.70

0.01

1.81

251.98

70.01

4.00

174.00

437.00

79.00

166.00

10.00

158.00

-2.00

22.00

39.00

131.00

797.00

Mar 2024

20.00

573.00

1.00

0.00

1.07

0.00

106.00

0.00

72.00

1.00

33.00

700.00

179.00

20.02

60.22

108.56

1.68

3.21

29.84

11.53

0.01

1.58

236.65

57.32

3.00

139.00

379.00

77.00

162.00

12.00

152.00

-2.00

14.00

32.00

94.00

700.00



Cash Flow Statement (CICrores)

Line Item Mar 2025 Mar 2024
Cash from Operating Activity - 93.00 63.00
Profit from operations 110.00 105.00
Receivables -5.00 -26.00
Inventory -2.00 -7.00
Payables 13.00 22.00
Loans Advances 0.00 0.00
Other WC items 3.00 -4.00
Working capital changes 9.00 -16.00
Direct taxes -26.00 -26.00
Cash from Investing Activity - -79.00 -57.00
Fixed assets purchased -19.00 -40.00
Fixed assets sold 0.00 0.00
Investments purchased -85.00 -100.00
Investments sold 56.00 75.00
Interest received 4.00 9.00
Dividends received 0.00 0.00
Invest in subsidiaries 0.00 0.00
Other investing items -35.00 -2.00
Cash from Financing Activity - -6.00 -5.00
Proceeds from borrowings 68.00 20.00
Repayment of borrowings -69.00 -21.00
Interest paid fin -2.00 -1.00
Dividends paid -4.00 -3.00
Other financing items 0.00 0.00
Net Cash Flow 8.00 1.00
Free Cash Flow 74.00 24.00

CFO/OP 117.00 89.00



Key Ratios ([JCrores)

Line Item Mar 2025 Mar 2024
Debtor Days 97.00 102.00
Inventory Days 99.00 101.00
Days Payable 106.00 95.00
Cash Conversion Cycle 90.00 108.00
Working Capital Days 116.00 121.00
ROCE % 17.00 22.00

3.2 Financial Analysis Summary

* Revenue grew by 7.35% YoY to [623.00 Cr, primarily driven by Finished Goods Sale; however, Net Profit
declined by 12% to [82.00 Cr due to a significant drop in Other Income from [84.00 Cr to [22.00 Cr,
specifically a reduction in MTM gains on mutual funds from [21.09 Cr to [4.21 Cr.

» The company maintains a strong export focus with 62.13% of Revenue derived from the "Rest of World"
segment, which is reflected in the [8.58 Cr Travelling Expense (up 36%) and [4.88 Cr Legal and
Registration Expense required for global regulatory compliance.

» Operating Profit margin (OPM %) compressed from 17% to 16% as Other Expenses rose to [117.96 Cr,
fueled by a 158% surge in Advertisement Expense to [2.66 Cr and a 49.39% spike in Professional &
Consulting Fees to [18.45 Cr, outpacing the top-line growth.

* Employee Cost increased by 9.29% to [112.45 Cr, representing 18.04% of Revenue, while Finance Cost
remains negligible at [2.00 Cr as the company became completely debt-free in FY25 after repaying [1.06 Cr
in unsecured loans, leading to a Debt/Equity ratio of 0.00.

» Trade Receivables growth was restricted to 2.88% ([1165.53 Cr) despite 7.35% Revenue growth, improving
Debtor Days from 102 to 97; however, the Provision for Sales Return more than doubled to [6.17 Cr,
signaling potential product quality risks or aggressive prior-period channel stuffing.

« Inventory levels remained stable at [79.00 Cr, but the mix shifted significantly with Raw Material inventory
rising 31% to [29.36 Cr while Finished Goods fell 29% to [12.25 Cr, contributing to a marginal improvement
in Inventory Days to 99.

 Cash from Operating Activity (CFO) improved sharply to [93.00 Cr from [63.00 Cr, resulting in a high-
quality CFOIPAT ratio of 1.13, largely aided by a [9.00 Cr release from Working Capital compared to a
[16.00 Cr absorption in the previous year.

« Capital Allocation shows a diversion of funds into non-core activities, with Non-Current Loans increasing to
[106.00 Cr and a new [12.04 Cr advance given to a promoter-controlled entity, Downtown Finance Pvt Ltd,
despite Fixed Assets purchased (Capex) reducing to [(119.00 Cr.

* Free Cash Flow (FCF) surged to [74.00 Cr from [24.00 Cr, providing ample liquidity to fund the [4.00 Cr
Dividends paid and increase Cash Equivalents to [22.00 Cr, though ROCE diluted from 22% to 17% due
to the lower Net Profit and an expanding asset base.

« Total Assets expanded to [797.00 Cr, yet efficiency as measured by Asset Turnover is pressured by the
[174.00 Cr tied up in Investments and [131.00 Cr in Other asset items, while the entire asset base
remains over-collateralized to secure [77.00 Cr of unutilized credit lines.

» Other Assets are impacted by a 71% increase in Advances to Suppliers ([7.43 Cr) and a massive [106.00
Cr in Non-Current Loans, suggesting capital is being locked in the supply chain and non-core lending rather
than pharma R&D.



« Other Liabilities include a 156% increase in Advances from Customers ([B.38 Cr), which is a positive lead
indicator for future revenue execution.

» Other Expenses of [117.96 Cr now nearly equal Employee Costs, with the 49.39% jump in Professional
Fees and 158% jump in Advertisement acting as the primary drivers of margin compression from 16.07% to
13.21%.

» The dominant financial theme of the year is strong operational cash generation (CFO > PAT) being
undermined by nhon-core capital diversion to promoter entities and a sharp rise in discretionary
overheads.

3.3 Contingent Liabilities & Commitments

* Bank Guarantees: A new contingent liability of [8.11 Cr appeared in FY25, which was not present in the
previous year.

« Disputed Income Tax: Resolved/Settled, decreasing from [0.23 Cr to [0.00 Cr.

 Capital Commitments: Net capital commitments decreased from [4.95 Cr to [B.31 Cr, with [2.78 Cr already
paid as advances, indicating the tail-end of the Mehsana capex cycle.

« Litigation: Management confirms no pending proceedings for Benami property and no undisclosed income
surrendered during tax assessments.



3.9 Earnings Quality & Forensic Checks



# Check

PAT vs CFO
trend

Receivables &
2 channel-stuffing
signal

Revenue timing
(advances)

Revenue from
related parties %

Inventory vs
revenue growth

Inventory
6 valuation method
change

Exceptional
7 items in
operating profit

Depreciation rate
8 vs useful life

policy

Provision
9 reversals
boosting PAT

Tax rate
consistency

CWIP age and
stalling projects

Deferred tax
asset recognition

Impact

Profit 1 — high cash
conversion; CFO of [®3 Cr
exceeds PAT of [82 Cr by 13%.

Revenue t — healthy
collections; combined
receivables and inventory grew
2.5% vs 7.35% sales growth.

Revenue 1 — strong demand;
customer advances surged
156% signaling robust future
order book execution.

Neutral — diversified base; top
customer concentration fell to
12.2% from 16.3% previous
year.

Profit 1+ — efficient stock
management; inventory grew
only 1.96% despite 7.35%
revenue growth.

Neutral — inconsistent but
disclosed; FIFO used for raw
materials and Weighted
Average for finished goods.

Profit + — non-core boost;
[1.73 Cr exceptional gain
included in PBT calculation for
FY25.

Profit 1 — management
discretion; wide range of 5-22
years for Plant & Machinery
useful lives.

Profit | — quality risk; provision
for non-salable sales returns
doubled, signaling potential
product issues.

Neutral — statutory alignment;
effective tax rate of 24.58%
matches standard corporate tax
expectations.

Neutral — active expansion;
CWIP remains low at [4 Cr with
active capital commitments.

Neutral — conservative; no
significant DTA/DTL
imbalances reported in the
provided notes analysis.

Status

O

Evidence

PAT [82 Cr, CFO [93
Cr.

Receivables [166 Cr,

Inventory [¥9 Cr; Sales

623 Cr.

Advance from
Customers: [B.38 Cr
(FY25) vs [1.32 Cr
(FY24).

One customer: [76.03
Cr (12.2% of total
revenue).

Inventory: [79 Cr
(FY25) vs (77 Cr
(FY24).

Note 4-vii accounting
policy.

Exceptional items:
[1.73 Cr (FY25) vs
[1.40 Cr (FY24).

Depreciation: (13 Cr;
Gross Block: (252 Cr.

Sales Return Provision:

[6.17 Cr (FY25) vs
[2.86 Cr (FY24).

Tax: [26.84 Cr on PBT
of [109.18 Cr.

CWIP: [4.00 Cr (FY25)
vs [B.00 Cr (FY24).

Tax %: 25% (FY25) vs
24% (FY24).

Notes Detail

CFO/OP at 117% indicates
high quality of earnings and
strong cash realization.

Net receivables grew only
2.88% YoY, lagging revenue
growth, indicating no
aggressive stuffing.

Note 32: Revenue recognized
at "point in time" upon
dispatch; advances indicate
pre-payment.

Note 46(iii): Healthier
diversification of client base
reduces dependency on
specific related or large
entities.

Note 34/36: Finished goods
decreased 29% while raw
materials rose 31%,
suggesting made-to-order
shift.

Inconsistency across the
inventory chain is unusual but
permitted under current
accounting standards.

Exceptional items AT (After
Tax) contributed [1.00 Cr to
the final Net Profit of (82 Cr.

Note 4-v: SLM method used;
wide life ranges allow
significant discretion in timing
of expenses.

Note 30: 115.7% jump in
return provision suggests
aggressive channel stuffing or
quality concerns.

Note 32: Cash tax paid ((26
Cr) matches P&L tax charge,
indicating no aggressive tax
posturing.

Note 43: Capital commitments
decreased to [B.31 Cr,
indicating the tail-end of a
capex cycle.

Effective tax rate remains
stable and consistent with
statutory norms.



# Check Impact Status Evidence Notes Detail

Profit | — governance risk; Advance to Downtown Note 52(b): Significant
RPT quantum [12.04 Cr advanced to a Finance: [12.04 Cr; diversion of operational cash
and trend promoter entity Downtown Loans to others: [106 to promoter-controlled entities
Finance Pvt Ltd. Cr. and non-core lending.

. . Dividend payout ratio is
L . Profit + — sustainable payouts; . ) .
Dividend paid vs . Dividend: (4 Cr; Free conservative at 4%, leaving
(4 Cr dividend well-covered by O :
FCF adequacy Cash Flow: [74 Cr. ample room for reinvestment
[V4 Cr Free Cash Flow.
or debt-free status.

Profit + — aggressive

ECL . Auditor flagged high estimation
L accounting; only [1.86 Cr Note 14: 10% coverage . )
15 Provisioning . . ad ) . uncertainty; potential [16.45
provisioned against [18.31 Cr on impaired assets. . )
Adequacy o - ) Cr future write-off risk.
of credit-impaired receivables.
Profit 11 — non-operational 20% of PBT is dependent on
Other Income sensitivity; MTM gains on 0 Note 47: FVTPL market-linked other income,
Volatility investments dropped from [21 classification. masking core pharma
Crto [4 Cr. performance.

4. MANAGEMENT & GOVERNANCE

A. Auditor Report & Key Audit Matters

 Audit Opinion Type: Unqualified.

* KAM: Existence & Recoverability of Trade Receivables: The auditor flagged [166.39 Cr in receivables
(20.88% of total assets). The concern centers on the high estimation uncertainty in the Expected Credit Loss
(ECL) model. Management maintains that historical defaults are negligible, yet the auditor noted [18.31 Cr of
"Credit Impaired"” receivables against a provision of only [1.86 Cr.

 Auditor Fees: Total Professional & Consulting Fees surged 49.39% to [118.45 Cr. The sharp rise in
"Consulting Fees" paid to external parties warrants scrutiny regarding auditor independence if any portion
was paid to network firms for non-audit services.

B. Related Party Transactions

. . Amount (O
Relationship Nature cn Concern
Downtown Finance Promoter Advance 12.04 Cr Significant diversion of interest-free capital to
Pvt Ltd Entity Given ' promoter entity
Mahendra G Patel KMP- . . . . .
Commission 0.18 Cr Non-standard value extraction via family units

HUF controlled

. KMP- . . . . .
Munjal M Patel HUF controlled Commission 0.18 Cr Non-standard value extraction via family units

High family concentration (7-8 members) on

KMP Family Members Relatives Salary 1.37Cr

payroll
KMPs Management Remuneration 2.48Cr Aligned with shareholder resolutions
Mahendral/Kailashben  KMP/Family Rent Paid 0.13 Cr Standard lease terms

* % of Revenue: 2.63% | % of CFO: 17.61%



* RPT Verdict: Governance Concern [] The [12.04 Cr advance to Downtown Finance and continued
commissions to HUFs indicate a "family-first" policy.

C. Shareholding

Line Item Mar 2025 Mar 2024
Promoters 49.12% 49.12%
Flis 1.54% 1.54%
Dlls 0.15% 0.15%
Public 49.19% 49.19%

* Pledged Shares: 0.00% of promoter holding.

D. Board Composition + KMP Compensation

- Total Directors: 9 | Independent %: 33.33% | Women Directors: 1.
« Family Concentration: Four executive directors share the Patel surname.
« KMP Compensation: Aggregate pay grew 3.33% ([2.48 Cr), outpacing the 2.00% EBITDA growth.

» Family Pay: Four out of six top-paid KMPs are Patel family members. Salaries to extended family members
(Mansi, Nidhi, Anand, etc.) total (11.37 Cr.

F. Capital Allocation & Capex

Action FY Current (CCr) FY Prior (OCr) % of CFO

Dividends 4.00 Cr 3.00 Cr 4.30% Positive
Capex 19.00 Cr 40.00 Cr 20.43% Positive
Investments (Financial) 85.00 Cr 100.00 Cr 91.39% ad
Loans to Others (Non-Current) 106.00 Cr 74.72 Cr 113.97% O
Advances to Promoter Entity 12.04 Cr 0.00 Cr 12.94% g

* CFO Coverage of Capex: 4.89x. The company easily self-funds expansion.
* Nature of Capex: Growth-oriented; completion of the Mehsana Cephalosporin facility.

» Deployment Efficiency: Fixed asset purchases dropped to (19 Cr, but revenue growth (7.35%) is lagging
the prior year's asset build-up.

- Takeaway: Value-destroying capital allocation due to the massive diversion of (1106 Cr into non-current
loans and [12.04 Cr to promoters, diluting core pharma ROCE.

H. Risks

* Credit Impairment: [18.31 Cr of receivables are "Credit Impaired" with only [1.86 Cr provisioned. Potential
[16.45 Cr write-off (20% of PAT).

* Related Party Lending: (12.04 Cr advanced to Downtown Finance. Risk of capital loss and diversion from
R&D.

e Customer Concentration: Single customer accounts for 12.20% ([76.03 Cr) of revenue. Loss would
compress OPM by ~200 bps.

* Forex Volatility: 62.13% of revenue is from RoW exports. 1% INR appreciation could impact PBT by ~[3.8
Cr.



* Sales Returns: 115% surge in provision to [6.17 Cr. Signals potential channel stuffing or quality issues.
* Regulatory Compliance: Dependency on EU-GMP/WHO-GMP. Non-compliance would halt 62% of revenue.

5. SCORECARD & VERDICT

Part A: Scorecard

Dimension Key Evidence One-line Rationale
. . EU-GMP certification; 62% Strong manufacturing moat and global reach,
Business Quality 4 - o S
Export revenue but pivoting to chronic is unproven.
) ) D/E 0.00x; CFO 383 Cr > PAT Debt-free balance sheet with excellent cash
Financial Health 5 - . Lo
B2 Cr generation and liquidity.
. . Sales return provision 1115%; Aggressive accounting on returns and
Earnings Quality 2 ! N . . .
ECL under-provisioning receivables masks potential future write-offs.
Management & 5 . [12.04 Cr Promoter advance; Significant capital diversion to promoter
Governance Patel family dominance entities and entrenched family control.
Capital Allocation & . (106 Cr non-core loans; ROCE Core pharma returns are being diluted by
Earnings Visibility fell 22% to 17% massive non-operational lending.

BUSINESS POSITIVES (for this company this year) * [IDebt-Free Status: The company became completely
debt-free in FY25 after repaying all unsecured loans. * [1Strong Cash Conversion: CFO of (93 Cr represents
113% of PAT, indicating high-quality cash realization from operations. * [JCapacity Expansion: Completion of
the Mehsana Cephalosporin facility provides a visible (1150 Cr revenue growth lever. * JCustomer
Diversification: Top customer concentration improved from 16.33% to 12.20%. * [JRobust FCF: Free Cash
Flow surged to (74 Cr, providing a massive buffer for dividends and reinvestment.

BUSINESS NEGATIVES | CONCERNS (for this company this year) * [l Promoter Cash Leakage: A new
[12.04 Cr advance was given to a promoter-controlled entity (Downtown Finance). * INon-Core Lending:
(106 Cr (nearly 13% of total assets) is tied up in non-current loans to "others" rather than pharma R&D. * [J
Earnings Quality Flag: Provision for Sales Returns jumped 115% to [6.17 Cr, suggesting potential quality
issues or channel stuffing. * OJUnder-provisioning: Only [1.86 Cr provisioned against [18.31 Cr of credit-
impaired receivables. * DMargin Compression: OPM fell from 17% to 16% due to a 49% spike in
Professional Fees and 158% spike in Ad spends. * JlGovernance Red Flag: Management seeking approval
for "minimum remuneration" regardless of profit adequacy.

OVERALL SCORECARD SUMMARY Lincoln Pharmaceuticals presents a paradox: it is a financially robust,
debt-free manufacturing powerhouse with excellent cash flow generation, yet it is governed by a framework that
prioritizes promoter interests over minority shareholders. While the operational engine is firing (new plant, EU-
GMP moat), the earnings quality is deteriorating due to aggressive accounting for sales returns and significant
under-provisioning for impaired receivables. The massive diversion of capital into non-core loans and promoter
advances suggests a stable but "trapped" business trajectory where operational gains are diluted by poor capital
allocation.



Part B: Governance Check Matrix

# Check Status Evidence
1 Audit opinion clean? ad Unqualified opinion issued.
2 Promoter pledge = 0? O 0.00% pledged.
Total KMP pay [2.48 Cris
3 KMP pay < 5% of PAT? O
~3% of PAT.
A RPT quantum < 5% of - RPTs are ~2.63% of
revenue? revenue.
5 Board > 50% 0 Only 33.33% (3 out of 9) are
independent? independent.
6 At least 1 woman 0 Ms. Seema Mehta
director? appointed.

No statutory dues .
7 . g No major defaults reported.
outstanding?

No fraud reported b
8 No fraud reported? ad P y

auditors.
) ) Confirmed in auditor's
9 Audit trail enabled? O
report.
Frequent Auditor
10 O No frequent changes noted.
change

Final line: "Total: 9/10 0— Governance Rating: 2 (Due to
severity of RPT and family entrenchment)"

Part C: Investor Verdict

THESIS: A high-quality, debt-free pharma manufacturer with a strong export moat, currently trading at a
governance discount due to promoter-led capital diversion.

OVERALL STANCE: WATCH

RATIONALE: Strong operational cash flows are being offset by red flags in earnings quality (sales returns) and
non-core lending to promoter entities. RE-EVALUATE WHEN: Non-current loans and promoter advances drop
below (50 Cr OR OPM recovers to >18% via chronic segment traction. BULL CASE: Successful export
registration for the Mehsana plant leads to a [100 Cr+ high-margin revenue addition in FY26. BEAR CASE: A
(15 Cr+ write-off of credit-impaired receivables hits PAT, coinciding with further promoter cash siphoning. KEY
MONITORABLE: Provision for Sales Returns: [(6.17 Cr — Watch for any further spike >[10 Cr.



7. YEAR-OVER-YEAR ANALYSIS

7.1 Changes

Metric /| Theme Summary A Status Summary B Status

(19 Cr Capex; [106 Cr
loans + [12.04 Cr promoter

Capital (40 Cr Capex; [104
Allocation Cr non-core loans.
advance.
Earnings .
Qualit Sales return Sales return provision
y provision at [2.86 Cr.  surged 115% to [6.17 Cr.
(Returns)
CFO/PAT at 67.7% )
Cash . ] CFO/PAT at 113% (Working
) (Working capital ]
Conversion capital release).
drag).
. 17% OPM; Other
Margin 16% OPM,; Other expenses
i expenses at 11% of
Trajectory rose to 12.5% of sales.

sales.

Non-Operating [21.09 Cr MTM gains  [#.21 Cr MTM gains (4% of

Impact (17% of PBT). PBT).

Defensive regarding Entrenched; seeking
board non- "minimum remuneration”
compliance fines. regardless of profit.

Management
Tone

7.2 Persistent Patterns

Forensic Takeaway

Capital is shifting from productive asset creation to
direct, interest-free liquidity support for promoter-
controlled entities.

The sharp spike in return provisions signals
potential product quality issues or the reversal of
aggressive prior-period channel stuffing.

Cash flow quality improved significantly as the
company moved from absorbing cash in receivables
to a period of high operational realization.

Margins are being compressed by a
disproportionate 49% spike in professional fees and
a 158% increase in advertisement spending.

Reported bottom-line volatility is primarily driven by
market-linked investment fluctuations rather than
core pharmaceutical manufacturing performance.

Management is actively seeking to decouple
executive compensation from company
performance, reinforcing a "family-first" governance
posture.

» Zero-debt balance sheet remains a structural hallmark, with the company maintaining a 0.00 D/E ratio

across both periods.

* High export dependency persists, with approximately 62% of revenue consistently derived from "Rest of

World" markets.

* Significant capital diversion into non-core inter-corporate loans (exceeding (100 Cr) remains a permanent

drag on core pharma ROCE.

* Patel family dominance in board composition and KMP roles continues to limit independent oversight and

professional management.

* EU-GMP certification remains the primary qualitative moat, providing sustained access to regulated

international markets.

» Aggressive accounting for impaired receivables persists, with management maintaining low provision
coverage (approx. 10%) against a large pool of credit-impaired assets.

» Conservative dividend payout of 4% is consistently maintained despite the company generating substantial

and growing Free Cash Flow.

* Inconsistent inventory valuation (FIFO for raw materials vs. Weighted Average for finished goods) remains
a recurring accounting quirk that can distort COGS during price volatility.
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