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Investor Snapshot

# Analytical Point Sentiment

DCX Systems is a defense-offset specialist transitioning from assembly to a vertically integrated EMS
model, supported by a new 40,000 sq. ft. facility.

Revenue grew 13.5% to 1,424 Cr, but visibility is severely impaired by a 53% contraction in the order
book to 801 Cr.

Core operational profitability is weak, as 65.5% of PAT ( 49.65 Cr) is derived from interest income on

ad
unutilized IPO/QIP funds rather than business operations.
A 29.09 Cr forex translation loss acted as a major non-operating drag, wiping out nearly 40% of the 0
year's PAT.
Financial health is robust post-QIP, with D/E improving to 0.26x and a substantial liquidity buffer of 0
[841 Cr in cash and equivalents.
Cash flow from operations is critically weak with a CFO/PAT ratio of 0.05, indicating the business is 0
failing to generate organic cash.
The company has committed (409 Cr in capital expenditure for growth initiatives, funded entirely by 0
equity proceeds rather than internal accruals.
Earnings quality is poor, characterized by a 108.8% surge in receivables and a spike in debtor days 0
from 93 to 171.
Governance concerns are flagged by the resignation of the CFO on the final day of the fiscal year and
high RPT sourcing at 37% of material costs.
Concentration risk is extreme, with 99.9% of revenue export-linked and 80% of revenue dependent on
a single client group (IAl, Israel).
The outlook remains a high-risk transition play where balance sheet strength must eventually offset 0
operational friction and order book depletion.
Investment View: WATCH; monitor for a recovery in the order book to [1,500 Cr and a reduction in 0

debtor days to 120.

1. BUSINESS OVERVIEW (In Bullet Points)

* Strategic Pivot: DCX Systems is transitioning from a "Build-to-Print" cable assembly shop to a vertically
integrated Electronic Manufacturing Services (EMS) provider.

« Backward Integration: Operationalized the Raneal Advanced Systems subsidiary (40,000 sq. ft. facility) for
Printed Circuit Board Assemblies (PCBAS) to capture value-add previously outsourced and protect margins.

* Revenue Drivers: The business is an export powerhouse, with 99.9% of revenue derived from exports
(including deemed exports), making it a direct play on global defense supply chains.



* Industry Position: Acts as a preferred Indian Offset Partner (IOP) for global OEMs like 1Al and Lockheed
Martin, leveraging AS 9100D certification and SEZ location as a regulatory moat.

« Expansion & New Verticals: Diversifying into Railways via the NIART JV with Israel’'s ELTA Systems
(focusing on radar/electro-optics) and entering the MRO (Maintenance, Repair, and Overhaul) segment.

 Capacity Additions: Significant investment in the Raneal EMS facility to drive vertical integration and reduce
reliance on external related-party sourcing.

» Order Book Contraction: The order book stood at [801.16 Cr as of March 31, 2024, representing a 53%
decline from [1,699 Cr in FY23, indicating potential revenue "lumpiness"” in FY25.

» Geographical Presence: Primarily focused on international markets, with heavy exposure to the 1Al (Israel
Aerospace Industries) Group.

2. MANAGEMENT COMMENTARY & OUTLOOK

* Management is aligning growth with the Indian Government’s "Aatmanirbharta” (Self-Reliance) and "Make in
India" initiatives, targeting Tier-1 or Tier-2 supplier status for the Ministry of Defence (MoD).

» The company is actively scouting for Transfer of Technology (ToT) from global OEMs to manufacture
systems directly for domestic defense units.

» The NIART Systems JV is a strategic attempt to de-risk from 90%+ defense dependence by entering the
civilian transportation/railway sector with obstacle detection technology.

» Management highlights a "significant reduction in net debt" (46% reduction), though this was achieved
through a (600 Cr QIP in January 2024 rather than organic cash generation.

* The resignation of Mr. Ranga K S (WTD & CFO) on March 31, 2024, marks a significant leadership change
at the fiscal year-end.

 The Lockheed Martin contract ($1.99M), while quantitatively small (~1% of revenue), is viewed as a
qualitative "stamp of approval” from a major US Tier-1 OEM.

» Management remains bullish on the demand environment, citing "strong market position" and "trust" despite
the sharp contraction in the order book.

« Long-term vision focuses on becoming a capital-intensive manufacturer with high vertical integration, moving
away from low-margin assembly work.

* Management Tone: The tone is Opportunistic and Transitionary. Management is aggressively using the
"Defense Indigenization" tailwind to justify a massive expansion in the capital base (QIP) and a shift into
EMS. While highly optimistic regarding policy benefits, the tone is somewhat defensive regarding the 53%
order book decline, focusing on qualitative "trust" rather than clear timelines for new mega-orders. The year-
end CFO exit introduces a note of caution into an otherwise growth-oriented narrative.

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 - 1,424.00 1,254.00
Sales Growth % 13.56 13.73
Expenses - 1,344.00 1,170.00
Material Cost % - 92.00 89.00
Raw material cost 1,173.00 1,263.00
Change in inventory 144.00 -144.00
Manufacturing Cost % 0.00 0.00
Employee Cost % 1.00 1.00
Other Cost % 1.00 3.00
Operating Profit 80.00 84.00
OPM % 6.00 7.00
Other Income - 50.00 30.00
Exceptional items 0.00 0.00
Other income normal 50.00 29.00
Interest 30.00 26.00
Depreciation 5.00 2.00
Profit before tax 95.00 86.00
Tax % 20.00 16.00
Net Profit - 76.00 72.00
Exceptional items AT 0.01 0.11
Profit excl Excep 75.77 71.57
Profit for PE 75.77 71.57
Profit for EPS 75.78 71.68
Profit Growth % 5.87 9.08
EPSinRs 6.80 7.41

Dividend Payout % 0.00 0.00



Balance Sheet ((ICrores)



Line Item

Equity Capital
Reserves

Borrowings -

Long term Borrowings
Short term Borrowings
Lease Liabilities
Other Borrowings
Other Liabilities -
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 2024

22.00
1,104.00
291.00
20.20
270.39
0.00
0.01
430.00
392.00
31.00
7.00
1,847.00
60.00
4.00
19.00
34.00
2.00
2.00
5.00
8.00
0.00
1.00
74.00
15.00
0.00
0.00
1,787.00
204.00
667.00
20.00
648.00
0.00
841.00
68.00
8.00

1,847.00

Mar 2023

19.00
547.00
509.00
5.77
503.71
0.00
0.00
143.00
136.00
3.00
4.00
1,219.00
15.00
4.00
9.00
4.00
1.00
1.00
1.00
3.00
0.00
1.00
25.00
9.00
5.00
0.00
1,199.00
229.00
320.00
18.00
302.00
0.00
596.00
43.00

12.00

1,219.00



Cash Flow Statement (CICrores)

Line Item Mar 2024 Mar 2023
Cash from Operating Activity - 4.00 -590.00
Profit from operations 81.00 77.00
Receivables -348.00 -250.00
Inventory 26.00 -202.00
Payables 256.00 40.00
Other WC items 3.00 -230.00
Working capital changes -63.00 -642.00
Direct taxes -14.00 -25.00
Cash from Investing Activity - -1.00 22.00
Fixed assets purchased -45.00 -3.00
Fixed assets sold 0.00 1.00
Capital WIP 0.00 -5.00
Investments sold 0.00 0.00
Interest received 43.00 29.00
Other investing items 0.00 0.00
Cash from Financing Activity - 242.00 364.00
Proceeds from shares 486.00 376.00
Proceeds from borrowings 0.00 7.00
Repayment of borrowings -219.00 0.00
Interest paid fin -25.00 -19.00
Other financing items 0.00 0.00
Net Cash Flow 245.00 -204.00
Free Cash Flow -40.00 -598.00
CFO/OP 23.00 -675.00

Key Ratios (CICrores)

Line Item Mar 2024 Mar 2023
Debtor Days 171.00 93.00
Inventory Days 56.00 75.00
Days Payable 109.00 44.00
Cash Conversion Cycle 119.00 123.00
Working Capital Days 62.00 -15.00

ROCE % 10.00 13.00



3.2 Financial Analysis Summary

* Revenue grew by 13.56% to 1,424.00 Cr, heavily anchored by Exports which constitute 79.75% of the mix
(1,135.29 Cr), while Domestic Sales remained negligible at 0.11%; however, the quality of this growth is
marred by a negative adjustment of 6.38 Cr in service-linked Revenue recognized "over time," signaling
contract modifications.

» The OPM % contracted to 6.00% from 7.00% primarily due to a massive 29.09 Cr Net Loss on Foreign
Currency Translation which acted as a significant non-operating drag, despite an improvement in Material
Cost % efficiency as the cost of materials consumed fell to 82.38% of Revenue.

» Other Income of 50.00 Cr contributed a staggering 65.5% of the total PAT of 76.00 Cr, largely comprising
interest earned on unutilized QIP and IPO proceeds held in bank FDs, indicating that core operational
profitability is significantly weaker than the headline Net Profit suggests.

» Trade Receivables surged by 108.82% to 667.00 Cr, far outstripping the 13.56% Revenue growth and
causing Debtor Days to deteriorate from 93 to 171 days; this massive absorption of liquidity is reflected in
the Cash Flow Statement as a 348.00 Cr outflow, severely restricting CFO to just 4.00 Cr.

* Inventory management showed a strategic shift as raw material stockpiling more than doubled to 203.50 Cr
to support the export pipeline, yet overall Inventory Days improved to 56 days due to a 144.00 Cr change in
finished goods/WIP Inventory on the Balance Sheet.

e The company is aggressively utilizing Trade Payables as a source of financing, with payables increasing by
187.7% to 392.00 Cr, which provided a 256.00 Cr boost to CFO, partially offsetting the cash trapped in Trade
Receivables.

« Total Debt was significantly reduced to 291.00 Cr from 509.00 Cr following a 486.00 Cr equity infusion from
a QIP, which improved the Debt/Equity ratio to a healthy 0.26; however, Finance Cost still rose by 33.56%
to 30.00 Cr due to higher interest rates on floating-rate short-term borrowings linked to LIBOR/SOFR.

* Fixed Assets (Net Block) quadrupled to 60.00 Cr as the company capitalized 45.00 Cr in Capex, including
significant investments in plant and machinery (34.00 Cr) and buildings (19.00 Cr), while CWIP was fully
cleared during the year.

« Capital Allocation remains conservative with 841.00 Cr sitting in Cash Equivalents, primarily from
unutilized QIP (486.65 Cr) and IPO (97.40 Cr) proceeds, providing a massive liquidity buffer but diluting
ROCE % from 13.00% to 10.00%.

* Related Party Transactions pose a concentration risk as purchases from RNSE-TRONICS and Raneal
Advanced Systems totaled 433.27 Cr, representing 37% of total material costs, while a 55.07 Cr advance/
receivable remains outstanding from its subsidiary.

» Earnings Quality is under pressure as the CFO | PAT ratio stands at a meager 0.05, and Free Cash Flow
remained negative at -40.00 Cr, meaning the business is currently unable to fund its growth and Capex from
internal accruals, remaining dependent on external equity.

» Other Assets were impacted by a 75% increase in Advances to Suppliers (66.65 Cr), indicating efforts to
secure the supply chain, while Other Liabilities were driven by a 10x surge in Advance from Customers
(31.45 Cr), which signals a strong future revenue pipeline despite current working capital stress.

» Other Expenses were dominated by the 29.09 Cr Forex Loss, which wiped out nearly 28% of the operating
profit, highlighting a lack of effective hedge accounting.

* The dominant financial theme of the year is an equity-funded transition where QIP proceeds were
used to mask a deteriorating working capital cycle and weak core operational cash generation.

3.3 Contingent Liabilities & Commitments

* Pending Income Tax Litigations: Jumped 25x from [0.41 Cr to [110.26 Cr, primarily due to Transfer Pricing
proceedings for AY 2021-22 currently before the Dispute Resolution Panel (DRP).



* Bank Guarantees: Stood at [166.05 Cr (down from [B35.37 Cr), relating to performance and financial
obligations.

» Corporate Guarantees: [45.00 Cr provided to the wholly-owned subsidiary, Raneal Advanced Systems.

 Capital Commitments: The company has committed [409.00 Cr in future Capex related to QIP growth
initiatives.



3.9 Earnings Quality & Forensic Checks



# Check

1

11

12

13

14

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

Deferred tax asset
recognition adequacy

RPT quantum and trend

Impact

Profit | — earnings overstate
cash; [B48 Cr receivable build-

up prevents PAT-to-CFO
conversion.

Revenue 11 — aggressive
revenue recognition;

receivables grew 108.8% vs
sales growth of only 13.5%.

Revenue t — strong order
book visibility; customer

advances surged 10x providing

upfront liquidity.

Neutral — minimal top-line

RPT risk; domestic sales and

services are negligible.

Profit | — potential
obsolescence risk; raw
material inventory doubled
despite flat total inventory.

Neutral — consistent valuation
policy; FIFO for raw materials
and specific identification used.

Profit | — non-operating drag;

[29.09 Cr forex loss

significantly compressed the

operating margins.

Profit | — conservative
accounting; WDV method

front-loads expenses reducing

current period PAT.

Neutral — no significant
reversals; no provision for
doubtful debts recorded in
statements.

Profit | — higher tax outflow;
effective tax rate rose to 20%

from 16%.

Profit + — successful asset
commissioning; CWIP cleared
as plant and machinery were

capitalized.

Neutral — no major DTA

concerns; tax expense aligns
with statutory requirements.

Profit 11 — high procurement

concentration; 37% of
materials sourced from

promoter-controlled entities.

Status

Evidence

PAT [¥5.78 Cr vs CFO
[4.00 Crin FY24.

Receivables (667 Cr
(FY24) vs [B20 Cr
(FY23); Sales 1,424
Cr.

Advance from
customers [B1.45 Cr
(FY24) vs [B.13 Cr
(FY23).

Domestic sales only
[1.52 Cr; Sale of
services -[6.38 Cr.

Raw material inventory
[203.5 Cr (FY24) vs
[B85.3 Cr (FY23).

No change in policy;
FIFO and specific
identification applied.

Forex loss [29.09 Crin
FY24 vs [0 in FY23.

Depreciation [5.13 Cr
(FY24) vs [1.82 Cr
(FY23).

Provision for doubtful
debts remains at [0.00
Cr.

Tax % 20.00 (FY24) vs
16.00 (FY23); Direct
taxes [14 Cr.

CWIP [D.00 Cr (FY24)
vs [5.00 Cr (FY23).

PBT [®5 Cr; Tax [19
Cr (approx 20% rate).

RPT purchases
[433.27 Crvs 1,173
Cr total material cost.

Notes Detail

CFO is only 5% of PAT
due to working capital
drag.

Debtor days spiked from
93 to 171 days (p.202).

Note 38: Revenue
primarily recognized at
point in time (p.222).

Revenue is 99% third-
party export/deemed
export (p.222).

Note 38: Stockpiling for
upcoming export orders
or supply lead-times.

Accounting policy for
high-value aerospace
components (p.199).

Note: Lack of hedge
accounting designation
causes P&L volatility.

WDV method used
based on Schedule I
useful lives (p.192).

97% of receivables are
outstanding for less than
6 months.

Pending tax litigation
jumped to [10.26 Cr
(p.225).

Fixed assets increased
from 15 Cr to [60 Cr
(p.202).

Deferred tax details
consistent with timing
differences (p.225).

Dependency on RNSE-
TRONICS and Raneal
Advanced Systems
(p.216).



# Check Impact

Neutral — cash conservation;
zero dividends paid while FCF
remains negative due to WC.

Dividend paid vs FCF
adequacy

) Profit | — Significant risk
Auditor KAM: Trade . o
15 regarding recoverability of

Receivables Recovery .
[667.26 Cr receivables.

. Profit | — Potential
Auditor KAM: Inventory o
16 obsolescence in high-tech

Valuation
aerospace components.

Profit 1 — Core operational
Other Income e
17 Dependenc profitability is significantly
P y lower than headline PAT.

Revenue | — Potential
aggressive prior-period
recognition or contract
modifications.

Service Revenue
Reversals

4. MANAGEMENT & GOVERNANCE

Status

Evidence

Dividend Payout 0%;
Free Cash Flow -
[40.00 Cr.

Receivable growth
(108.82%) vastly
outpaced revenue
growth (13.56%).

Raw material inventory
increased 138.51% to
[203.50 Cr.

Other Income ([49.65
Cr) is 65.5% of PAT
((¥5.78 Cr).

Sale of Services
showed a negative
adjustment of -[6.38
Cr.

Notes Detail

Management retaining
cash for (409 Cr QIP-
related capital
commitments.

Auditor emphasized
reliance on
management estimates
for ECL.

High-tech components
carry inherent risk of
rapid technological
change.

Income is primarily
interest on unutilized
IPO/QIP funds.

Suggests reversals of
previously recognized
"over time" revenue.

A. Auditor Report & Key Audit Matters - Audit opinion type: Unqualified (Unmodified). - Key Audit Matter
(KAM) 1: Trade Receivables Recovery: The auditor identified a significant risk regarding the recoverability of
trade receivables, which surged to 667.26 Cr. The concern stems from the fact that receivable growth (108.82%)
vastly outpaced revenue growth (13.56%). Management responded by highlighting that 97% of receivables are
less than 6 months old. - Key Audit Matter (KAM) 2: Inventory Valuation: The auditor flagged the valuation of
raw material inventory, which increased 138.51% to 203.50 Cr. The risk involves potential obsolescence in high-
tech aerospace components. - Auditor's comments on going concern: No material uncertainty exists,
supported by the massive liquidity buffer from QIP proceeds. - Auditor change: No change; M/s. NBS & Co.
continues their 5-year term (appointed July 2022). - Auditor fees: Professional & Consultancy fees stood at

5.20 Cr (0.37% of revenue).

B. Related Party Transactions

Nature

Relationship

Amount (O

Cr)

Concern

RNSE-TRONICS Pvt  Common Purchase of Raw
Ltd Director Materials

Raneal Advanced Wholly Owned Purchase of
Systems Sub Materials/Capex
Dr.HS

CMD / Promoter  Remuneration

Raghavendra Rao

Raneal Advanced
Systems

Wholly Owned
Sub

Outstanding
Receivable

High dependency on promoter-linked

Vertical integration via subsidiary;

reduces third-party RPT risk

Pay remained flat despite 13.5%

196.60 Cr .
entity (13.8% of Revenue)
236.67 Cr
2.29Cr
revenue growth
55.07 Cr

Significant financial support to

subsidiary (13.7x FY23 level)

RPT Verdict: Monitor [1Sourcing remains heavily reliant on related parties (37% of total material costs). While
shifting from "Common Director" entities to "Wholly Owned Subsidiaries" is structurally better, the volume (30%

of revenue) remains a risk for transfer pricing.



C. Shareholding - Promoters: 61.66% (Down from 71.72% in Dec 2023 due to QIP dilution) - FlI: 11.41%
(Significant increase from 0.01%) - DII: 11.58% (Significant increase from 3.51%) - Public: 15.35% - Pledged

shares: 0.00%

D. Board Composition + KMP Compensation - Total Directors: 6 | Independent %: 50.00% | Women
Directors: 1 (Lathika Siddharth Pai). - CMD Compensation: Dr. H S Raghavendra Rao ([2.29 Cr); 0% YoY
growth; 2.86% of EBITDA. - CFO Compensation: Ranga K S ([D.58 Cr); Resigned March 31, 2024. - Analysis:
Management pay is conservative and well-aligned with shareholders; CMD took no pay increase despite
revenue growth. No KMPs sharing the same family name were identified in the top 10 list.

F. Capital Allocation & Capex

Action FY Current (CCr) FY Prior (CICr)
Equity Issuance (QIP) 486.00 Cr 376.00 Cr
Debt Reduction 219.00 Cr 0.00 Cr
Working Capital Investment 63.00 Cr 642.00 Cr
Capex 45.00 Cr 3.00 Cr

% of CFO Signal

12,150.00% Positive Liquidity

5,475.00% De-leveraging
1,575.00% O
1,125.00% O

CAPEX Analytical Notes: - CFO Coverage of Capex: 0.08. Operations are not self-funding; the gap was
bridged by the 500 Cr QIP. - Nature of Capex: Primarily growth-oriented. The 45.00 Cr spend includes the
establishment of the Raneal EMS facility (40,000 sq. ft) to drive backward integration. - Deployment
Efficiency: Capex rose 15x while revenue grew only 13.5%, indicating a transition to a more asset-heavy model
yet to yield full turnover results. Materialistic impact: (409 Cr future capital commitment.

H. Risks - Forex Volatility: Wiped out 38.3% of PAT (29.09 Cr loss). High impact on bottom-line stability. -
Receivables Divergence: Debtor days spiked from 93 to 171. Severe cash flow strain. - Customer
Concentration: 80% of revenue from Exports (primarily IAI Group). High geopolitical risk. - Tax Litigation:
Potential 10.26 Cr outflow; primarily Transfer Pricing risks.

5. SCORECARD & VERDICT

Part A: Scorecard

Dimension

Key Evidence

One-line Rationale

Business Quality 3 -
Financial Health 4 i
Earnings Quality 2 !

Management &
Governance

Capital Allocation &
Earnings Visibility

53% Order Book decline; 80%
Export concentration

D/E 0.26x; [B41 Cr Cash
CFO/PAT 0.05; Other Income

65% of PAT

CFO Resignation; 37% RPT
Sourcing

ROCE 10% < Debt Cost;
Order book -53%

Strong niche in defense offsets but high
concentration and cyclicality.

Excellent solvency and liquidity post-QIP,
though CFO is weak.

PAT is heavily supported by non-operating
interest income and stretched payables.

Clean audit but high RPT dependency and
key KMP exit at year-end.

Reinvesting equity into an asset-heavy model
with declining near-term visibility.

BUSINESS POSITIVES (for this company this year) * [IDe-leveraging: Reduced total borrowings by (219 Cr,
bringing D/E down to 0.26x. * [ILiquidity Buffer: Holds (841 Cr in cash and equivalents, providing a massive
cushion for expansion. * (Vertical Integration: Operationalized 40,000 sq. ft. Raneal facility, moving from



assembly to higher-value EMS. * Olnstitutional Interest: Fll holding surged from 0.01% to 11.41% following the
QIP. * OCustomer Advances: Surged 10x to [B1.45 Cr, indicating strong upfront collection for new orders.

BUSINESS NEGATIVES | CONCERNS (for this company this year) * [1Order Book Contraction: Sharp 53%
decline in backlog to [B01 Cr, signaling a revenue plateau. * OWorking Capital Stress: Debtor Days spiked
from 93 to 171; Receivables grew 108.8% vs 13.5% Sales. * [JLow Core Earnings: 65.5% of PAT ([#9.65 Cr)
comes from interest on unutilized IPO/QIP funds. * OForex Impact: [29.09 Cr loss on currency translation
wiped out nearly 40% of PAT. * [ICFO Weakness: CFO/PAT of 0.05; business is not generating organic cash to
fund its [45 Cr capex. * OManagement Exit: Resignation of the CFO on the final day of the fiscal year (March
31).

OVERALL SCORECARD SUMMARY DCX Systems is currently in a state of "Equity-Funded Transition," where
a strong balance sheet (post-QIP) masks significant operational friction. While financial health is robust in terms
of solvency, earnings quality is poor due to a heavy reliance on non-operating income and a severely stretched
working capital cycle. The business is on a stable but high-risk trajectory; the transition to a vertically
integrated EMS player is strategically sound, but the sharp drop in the order book and the exit of the CFO
suggest execution volatility in the near term.

Part B: Governance Check Matrix

# Check Status Evidence

1 Audit opinion clean? O Unqualified opinion (p.170).

2 Promoter pledge = 0? O 0.00% pledged.

3 KMP pay < 5% of PAT? O CMD pay is 3.02% of PAT.

4 RPT quantum < 5% of 0 RPT purchases are 30.4% of
revenue? revenue.

5 Board > 50% independent? O 50% (3 out of 6).

6 At least 1 woman director? a0 Lathika Siddharth Pai.

. No statutory dues 0 Statutory dues decreased to 0.71
outstanding? Cr.

8 No fraud reported? O None reported in auditor's report.

9 Audit trail enabled? O Confirmed by auditor.

10 Frequent Auditor change O No; NBS & Co. since 2022.

Final line: "Total: 9/10 00— Governance
Rating: 3"

Part C: Investor Verdict

THESIS: A defense-offset specialist aggressively pivoting to a vertically integrated EMS model using a massive
equity war chest, currently struggling with cash conversion and order inflows. OVERALL STANCE: WATCH
RATIONALE: The massive cash balance provides a safety net, but the 53% order book crash and poor CFO/
PAT ratio demand proof of execution before further commitment. RE-EVALUATE WHEN: Order book crosses
1,500 Cr OR Debtor Days drop below 120. BULL CASE: Successful ToT (Transfer of Technology) leads to
Tier-1 MoD contracts, doubling margins via the Raneal facility. BEAR CASE: Continued receivable build-up
leads to a massive write-down; geopolitical tension halts 1Al Group orders (80% of revenue). KEY
MONITORABLE: Debtor Days: 171 — 120.



7. YEAR-OVER-YEAR ANALYSIS

7.1 Changes
Metric /| Theme Summary A Status Summary B Status Forensic Takeaway
Canital IPO-driven equity boost  QIP-driven equity boost The company is increasingly dependent on external
Sozrcin (CB76 Cr) with D/E at (C486 Cr) with D/E at equity infusions to maintain solvency as operations
9 0.90. 0.26. fail to generate cash.
. . A 108% surge in receivables against 13.5% revenue
Receivables Debtor days at 93 Debtor days spiked to . .
growth suggests potential aggressive revenue
Cycle (CB20 Cr). 171 ([667 Cr). » A .
recognition or severe collection friction.
. Other Income . Core manufacturing profitability is hollow, with the
Earnings ) Other Income contributed ) T ) )
. contributed 42% of bottom line now primarily sustained by interest on
Composition 65.5% of PAT. .
PBT. unutilized cash.
. The massive backlog depletion signals a looming
I Robust order book of Sharp 53% contraction to .
Order Visibility revenue plateau or "lumpiness" that threatens near-
1,699 Cr. 801 Cr.

term growth targets.

Aggressive use of Trade
Financing Shifted to bank-funded ngables (Up 1879%) to Management is stretching vendor payments to mask
Strategy working capital. Y P ° the liquidity drain caused by uncollected receivables.
fund the gap.

The sudden exit of the CFO at year-end is a classic
forensic red flag regarding potential disagreements
over financial reporting or internal controls.

Management CMD took a 21.6% pay  CFO resigned on the final
Stability cut (alignment). day of the fiscal year.

. Growth capex ([45 Cr); The pivot to vertical integration is increasing the
. Maintenance capex (CB N i )
Asset Intensity Cr): asset-light transition to asset-heavy fixed cost base before the revenue benefits of the
' gnt- EMS. new facility are proven.

7.2 Persistent Patterns

 Chronic Cash Flow Divergence: The business consistently fails to convert accounting profits into cash, with
CFOIPAT remaining negligible or negative across both periods.

* Extreme Customer Concentration: A massive dependency on the 1Al Group (Israel) persists, leaving the
entire revenue stream vulnerable to specific geopolitical risks.

 High Related Party Sourcing: Despite a shift toward subsidiaries, the company maintains a structurally
high dependency on promoter-linked entities for material procurement (30-60% of costs).

* Unhedged Forex Volatility: Significant foreign currency translation losses continue to act as a recurring,
unmanaged drag on the bottom line.

» Export Dominance: The business remains almost entirely export-oriented (99%+), with negligible
penetration into the domestic Indian defense market despite "Aatmanirbharta” rhetoric.

* Negative Free Cash Flow: Sustained negative FCF across both years confirms that the business model is
currently not self-sustaining and requires constant capital market access.
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