Rashtriya Chemicals & Fertilizers Ltd — FY 2026 Annual Report Analysis

Annual Report Analysis (Consolidated)

Investor Snapshot

« Severe Liquidity Crisis (Profitable Cash Crunch): Despite a 76% jump in reported Net Profit to [427 Cr,
Cash from Operations (CFO) collapsed to -[#471 Cr (from +[2,364 Cr YoY). This inversion was driven by a
51.27% spike in Trade Receivables to [4,690 Cr—massively outstripping 9.13% revenue growth—as the
company effectively acts as an interest-free lender to the Government of India for subsidies.

» Aggressive Revenue Recognition: Earnings quality is significantly impaired by the accrual of [1,920.25 Cr
in subsidy income (10.4% of total revenue) for fertilizers not yet verified by end-user POS machines. This
creates a material risk of future revenue reversals if Government cost-escalation estimates are rejected or
POS verification fails.

* Deteriorating Solvency and Debt Profile: Total Debt surged 50% to [4,128 Cr to bridge the working capital
gap and fund a [1,076 Cr capex program. The company is increasingly reliant on high-cost unsecured NCDs
(7.49%-7.60%) to fund operations, while cash balances plummeted 84.5% to a negligible (153 Cr, leaving
the company with zero cushion against its [2,371 Cr in short-term borrowings.

« Structural Governance Failure: The board is non-compliant with SEBI LODR mandates (40%
independence vs. 50% required), resulting in [52.60 Lakh in fines. More critical for institutional investors are
the reported quorum failures in board meetings, indicating a breakdown in fiduciary oversight during a period
of acute financial stress.

* Value-Destructive Capital Allocation: Management paid [128 Cr in dividends despite Free Cash Flow
(FCF) falling to -[1,545 Cr. Concurrently, the company wrote off its entire [¥3.10 Cr investment in the fact-rcf
JV and continues to sink capital into the struggling Talcher JV ([433 Cr funding this year), which carries
[4,386 Cr in non-current liabilities.

» Operational Underperformance and Input Volatility: The core manufacturing thesis is weakening; RCF
missed its Urea production target by 31% and AN Melt by 20%. Unhedged imports led to a 406% spike in
foreign exchange losses ([1.78 Cr), while a [123.57 Cr pricing dispute with GAIL remains an unprovisioned
threat to future manufacturing margins.

* Massive Looming Capital Commitments: The company faces a [B,180 Cr capital commitment for PPE and
a [1,067 Cr obligation to the Talcher JV. Without a turnaround in subsidy realization or a significant equity
infusion (proposed [1,500 Cr FPO), the current debt-funded model is unsustainable.

STANCE: Avoid Monitorables: CFO/PAT ratio > 1.0x; Board independence reaching > 50%; reduction in Trade
Receivables below [B,000 Cr; and resolution of the GAIL gas pricing dispute.



# Analytical point Sentiment

Negative Cash Flow Inversion: CFO crashed to -[#71 Cr against [(#27 Cr PAT due to a 51% spike in
receivables.

Aggressive Accounting: Recognized [1,920 Cr in subsidy revenue prior to mandatory POS verification by
end-users.

Liquidity Exhaustion: Cash and bank balances plummeted 84.5% to [153 Cr, providing zero cover for
(2,371 Cr in short-term debt.

Governance Red Flags: Non-compliant board composition (40% independent) and recurring quorum failures
led to SEBI fines.

Debt-Funded Dividends: Paid [128 Cr in dividends while Free Cash Flow was deeply negative at -[1,545
Cr.

Capital Misallocation: Total write-off of [¥3.10 Cr in the FRBL JV and continued high-risk funding of the
loss-making Talcher JV.

7 Forex Exposure: Lack of hedging on DAP/MOP imports caused a 406% surge in forex losses to [178 Cr. —
8 Operational Misses: Failed to meet MoU production targets for Urea (31% miss) and AN Melt (20% miss). —

Unprovisioned Litigation: [123.57 Cr GAIL pricing dispute and [#36 Cr in contingent liabilities threaten
future margins.

Navratna Status Utilization: Using status to justify a [1,500 Cr FPO to fund expansion despite negative
operating cash.

Revenue Scale: Total revenue grew 9.13% to (18,480 Cr, maintaining dominant market share in fertilizer
security.

Energy Efficiency Capex: Implementing SAIPEM/HTAS technologies to reduce energy consumption by 0.4
Gcal/MT.

1. Business overview

Rashtriya Chemicals & Fertilizers Ltd (RCF) is a leading fertilizer and chemical manufacturing company. The
business remains split between Fertilizers (approx. 90% of turnover) and Industrial Chemicals (approx. 9% of
turnover). Within Fertilizers, a critical shift is accelerating:

Segment Revenue (CJCr) Share (%) YoY growth (%)
Fertilizers (Manufactured) 3,112.05 16.84% 9.47%

Industrial Products (Manufactured) 1,625.94 8.80% -1.74%
Fertilizers (Trading/Bought-out) 2,807.99 15.19% 10.75%
Subsidy on Urea & Complex Fertilizers 10,880.80 58.88% 10.41%

Other Operating Revenues 53.39 0.29% 18.46%

Total Revenue from Operations 18,480.17 100.00% 9.13%

* Manufacturing vs. Trading: While RCF is historically a manufacturer, "Traded Fertilizers" now contribute
32.07% of total turnover. This indicates RCF is increasingly functioning as a state-mandated distribution
arm rather than an efficient chemical producer.

 Product Concentration: Urea remains the anchor (43.25% of turnover), followed by Complex Fertilizers
(15.44%). The heavy reliance on Urea (price-controlled) makes the business a utility with capped upside but
significant regulatory downside.



» Geography and Forex Risk: For NPK/Complex fertilizers, RCF is structurally dependent on imported Rock
Phosphate, Phosphoric Acid, and MOP. The foreigh exchange used ([8,106.66 Cr) vs. earned ([289.01 Cr)
creates a massive structural forex mismatch, making margins highly sensitive to INR depreciation.

» Feedstock Hostage: Natural gas pricing remains the singular determinant of manufacturing viability.
Management acknowledges that the "West Asia crisis" and "Strait of Hormuz" disruptions directly impacted
gas availability, forcing preponed shutdowns at Urea units.

* Expansion & Capacity Additions: The Trombay unit's Nano Urea plant (75 KL/day) and the new AN Melt
capacity are the primary "growth" stories. However, actual production of Nano Urea was a mere 80.5 KL for
the entire year—signaling either severe commissioning teething issues or lack of market pull.

» Acquisitions and JVs: RCF continues to sink capital into Talcher Fertilizers (TFL), with an unsecured inter-

corporate loan of [233 Cr provided during the year. Conversely, the FACT-RCF Building Products JV has
been effectively written off, with RCF's shareholding reduced to a negligible 2.5%.

2. Management commentary & outlook

 The narrative from the new CMD focuses on "Fertilizer Security" and "Supply Chain Resilience," prioritizing
energy efficiency revamps via HTAS and SAIPEM technologies to reduce consumption by 0.4 Gcal/MT.

* Management is exploring long-term off-take agreements and overseas collaborations for mining raw materials
to ensure raw material security.

* RCF is utilizing its "Navratna" status (granted Aug 2023) to justify massive capital raising, including a (1,500
Cr FPO and 1,100 Cr NCDs, for diversification into emerging sectors.

« Management explicitly warns that the (.71 lakh crore national budget for fertilizer subsidies may be
inadequate due to rising international prices, hinting at potential liquidity stress in FY27.

» Reduced domestic gas allocations are forcing a shift to higher-cost RLNG, which management admits will
"exert pressure on industry profitability."

* NPK focus is being doubled to reduce Urea dependency, though this exposes the firm to higher raw material
price volatility.

e The FACT-RCF Building Products JV has been written off following NCLT proceedings, while RCF provided
short-term liquidity to the Talcher Fertilizers JV.

* Operational targets under the Ministry MoU were significantly missed: Urea Production (31% miss), Suphala
(26% miss), and AN Melt (20% miss), attributed to gas availability and shutdowns.

 Management Tone: The tone is characterized by "defensive compliance" and "learned helplessness,"
repeatedly blaming external factors like the "West Asia crisis" or the "Administrative Ministry" for operational
misses and board non-compliance. While highlighting Navratna autonomy, the strategy appears geared
toward funding high-risk JV commitments through equity dilution (FPO) rather than core manufacturing
efficiency.



3. Financial analysis

3.1 Financial statements

P&L statement ((JCr)

Line item Mar 2026 Mar 2025
Sales 18,480 16,934
Sales Growth % 9.13 -0.28
Expenses 17,542 16,253
Material Cost % 62 60
Raw material cost 11,182 9,400
Change in inventory 268 749
Manufacturing Cost % 20 31
Employee Cost % 3 4
Other Cost % 9 1
Operating Profit 938 681
OPM % 5 4
Other Income 256 169
Exceptional items 45 11
Other income normal 211 159
Interest 293 259
Depreciation 292 263
Profit before tax 609 328
Tax % 30 26
Net Profit 427 242
Exceptional items AT 32 7
Profit excl Excep 396 235
Profit for PE 396 235
Profit for EPS 427 242
Profit Growth % 68 22
EPS (D 7.75 4.39

Dividend Payout % 17 30



Balance sheet ([ICr)

Line item

Equity Capital
Reserves

Borrowings

Long term Borrowings
Short term Borrowings
Lease Liabilities
Other Borrowings
Other Liabilities
Trade Payables
Other liability items
Total Liabilities

Fixed Assets

Land

Building

Plant Machinery
Equipments

Furniture n fittings
Railway sidings
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 2026

552
4,570
4,128
1,742
2,371

15

0
7,452
1,555
5,897
16,701
3,294
0

0

810
1,380
11,216
1,597

4,690

153
0
4,776

16,701

Mar 2025

552
4,194
2,762
923
1,829
10
0
3,772
2,217
1,556
11,280
2,905
21.13
460.73
3,938.83
62.92
21.60
30.21
23.63
0
143.23
4,702.28
1,796.86
579
1,095
6,700
1,599
3,101
2,575
526
-1
1,036
24

940

11,280



Cash flow statement ((ICr)

Line item Mar 2026 Mar 2025
Cash from Operating Activity -471 2,364
Profit from operations 1,112 755
Receivables -5,187 552
Inventory -8 1,005
Payables 3,720 116
Working capital changes -1,475 1,672
Direct taxes -107 -63
Cash from Investing Activity -1,299 -681
Fixed assets purchased -1,076 -827
Fixed assets sold 2 2
Investments purchased -3,603 -5,485
Investments sold 3,604 5,492
Interest received 26 42
Dividends received 1 0
Investment in group cos -200 -97
Inter corporate deposits 0 5
Other investing items -55 187
Cash from Financing Activity 908 -853
Proceeds from debentures 1,167 0
Redemption of debentures -759 0
Proceeds from borrowings 920 600
Repayment of borrowings 0 -1,140
Interest paid fin -286 -238
Dividends paid -128 -68
Financial liabilities -7 -7
Other financing items 0 0
Net Cash Flow -863 831
Free Cash Flow -1,545 1,538

CFO/OP -39 356



Key ratios

Line item Mar 2026 Mar 2025
Debtor Days 93 67
Inventory Days 51 58
Days Payable 50 80
Cash Conversion Cycle 94 45
Working Capital Days 27 4
ROCE % 10 7

3.2 Financial analysis summary

* Revenue grew 9.13% to 18,480.00 Cr, primarily driven by a 45.75% surge in Subsidy on bought-out
(imported) fertilizers to 3,117.71 Cr, signaling a strategic shift toward low-margin trading activity where
Purchase of Stock in Trade rose 40.60% to 5,220.00 Cr.

* OPM % remained thin at 5.00% as Raw material cost (62.00% of Sales) was pressured by Natural Gas prices
(4,153.89 Cr), which represent 71.24% of manufacturing input costs and are currently subject to a 123.57 Cr
pricing dispute with GAIL.

* Net Profit jump of 76.45% to 427.45 Cr is quality-impaired by the accrual of 1,920.25 Cr in Subsidy income
for fertilizers not yet sold to farmers via POS machines, contributing to Trade Receivables ballooning 51.27%
to 4,690.29 Cr.

» The Balance Sheet is heavily inflated by RCF's role as a canalizing agent for the Gol, with Other asset items
including 3,621.63 Cr in receivables for urea imports and Other liability items including 4,547.66 Cr in
corresponding payables, distending the current ratio without adding core equity value.

» Cash from Operating Activity (CFO) collapsed to -471.00 Cr from 2,364.00 Cr in FY25, as a massive
5,187.00 Cr drag from Trade Receivables (subsidy and agency dues) turned Free Cash Flow (FCF) to
-1,545.00 Cr, making the business dependent on external capital.

* Total Debt surged 49.46% to 4,128.07 Cr to fund working capital and a 1,076.00 Cr Capex program, with the
company replacing lower-cost secured debt with 994.65 Cr of Unsecured NCDs at higher interest rates of
7.49% to 7.60%.

* Finance Cost rose 15.57% to 293.19 Cr, which includes a 31.62 Cr non-recurring interest payment following
a failed arbitration regarding Gas Turbine Generator plants, while Interest Coverage deteriorated to 2.20 from
a prior 5-year mean of 3.59.

» Other Expenses include a significant 406.57% spike in Foreign exchange Loss to 178.16 Cr due to currency
volatility affecting DAP/MOP imports and ECB repayments, significantly eroding the gains from the 9.13%
Revenue growth.

* Net Worth was impacted by capital allocation failures, specifically the write-off of 73.10 Cr in the FRBL joint
venture following an NCLT resolution plan that effectively extinguished RCF's investment and advances.

* ROCE % improved to 10.00% but remains vulnerable to 3,180.28 Cr in Capital Commitments and a high-
leverage strategic Investment in Talcher Fertilizers Ltd, which carries 4,386.19 Cr in non-current liabilities.

» Earnings per share (EPS) of 7.75 is diluted by a non-cash exceptional gain of 45.10 Cr from Transferable
Development Rights (TDR) for surrendered land, which accounts for 7.4% of Profit before tax.

« Other Current Assets grew as GST receivables increased by 36.84% to 444.47 Cr, indicating inefficient tax
credit utilization or slow refund processes, further straining liquidity.



* RCF's FY2026 performance reflects a paradoxical "profitable cash crunch" where record Revenue and PAT
growth are trapped in a bloated Balance Sheet due to delayed Subsidy and agency receivables, resulting in
negative CFO and rising Total Debt.

3.3 Contingent liabilities & commitments

Item (note's own caption) Currentyr  Prior yr What it means

. . Ongoing litigation; includes [11.66 Cr SC
Disputed Excise Duty 46.21 Cr 85.38 Cr -39.17 Cr

refund.
Disputed Income Tax 57.35 Cr 55.09 Cr +2.26 Cr Regular tax assessment disputes.
Custom Duty Disputes 81.01 Cr 81.01 Cr 0.00 Cr Long-standing disputes on input imports.
Disputed Water Charges (BMC) 36.46 Cr 36.73 Cr -0.27 Cr Dispute active since 1987; 16 Cr already

deposited.

3,180.28 2,083.77 +1,096.51 Massive pending capex for energy efficiency/

Capital Commitments (PPE)
Cr Cr Cr reactors.

Investment Commitment (Talcher  1,067.52 1,267.52

-200.00 Cr Obligation to fund the coal gasification project.
JV) Cr Cr

Total Contingent Liabilities 436.76 Cr 477.30 Cr -40.54 Cr Aggregated legal and regulatory exposure.

* GAIL Pricing Dispute: Note 48 reveals a dispute of [123.57 Cr regarding GAIL's gas pricing mechanism for
urea operations, which is not provided for in the liabilities but poses a risk to margins.

* BMC Dispute: A sewerage charge dispute with BMC has been active since 1987. While not provided for,
[16.00 Cr is already deposited, locking up liquidity.

» SEBI Penalties: Ongoing penalties of [2.33 Cr for non-compliance with Board composition mandates
highlight persistent regulatory friction.

3.9 Earnings quality & forensic checks

Read 1 — Is the growth real? - Watch

Prior This year A Status  Quantified impact
. 51.27% growth in Indicates severe working capital
Trade Receivables growth  [B,100.67 [4,690.29 . . ]
receivables vs 9.13% Watch  stress and delay in Gol subsidy
vs Sales growth Cr Cr . .
growth in sales disbursements

Receivables ageing / ECL Stagnant at high levels [6.35 Cr provision for bad/

91.36% 91.36% Watch

provisioning for 181-365 day bucket doubtful debts
Subsidy recognized on 10.4% of total revenue
. Not [1,920.25 . . .
sales not yet verified by disclosed cr New disclosure Watch recognized before final
i
POS (DBT) consumer verification
Revenue from related Not Not .
. . . Not disclosed Clean —
parties as % of revenue disclosed disclosed
Customer concentration [9,855.35 (10,880.80 10.4% increase in Gol Watch 58.88% of total revenue is
(Subsidy from Gol) Cr Cr dependency dependent on Gol policy
Advances from customers  Not Not .
) . Not disclosed Clean —
trend disclosed disclosed

Mechanism: Revenue growth of 9.13% is entirely decoupled from cash collection, as evidenced
by a 51.27% spike in receivables and heavy reliance on unverified ‘price adversity' and 'non-POS'



subsidy accruals. Aggregate impact: [1,920.25 Cr of revenue (10.4% of total) is recognized for
sales not yet verified by end-users (POS). Direction: deteriorating - Watch next: Trade
Receivables as a % of Revenue (currently 25.4%) - Corroborates: profit to_cash

Read 2 — Does profit become cash? -. Flag

This year Status Quantified impact
Inversion from high CFO of -[471.22 Cr against
CFO vs clean EBITDA ) o
. 281.55% -50.21% conversion to significant Flag clean EBITDA of [938.54 Cr
(cash conversion) .
cash drain (p.299, p.290)
Pre-tax operating . L
. Severe deterioration in -[B63.77 Cr pre-tax cash
conversion (CFO +tax  289.06% -38.76% ] Flag .
operating cash cycle flow from operations

paid) / EBITDA

Negligible impact on total

Inventory absorption of  [1,005.03 -[8.33 Cr . .
) ) Minor drag but stable levels Clean cash drain compared to
operating cash Cr inflow outflow )
receivables
. . [B,147.70 Cr swing in Driven by [5,187.20 Cr
Working-capital 1,672.31 -[1,475.39 . . . . .
. working capital Flag increase in Receivables and
movement Cr inflow Cr outflow .
requirements Other Assets
Cash tax ([107.45 Cr) is Unpaid tax liability of [52.28
Cash tax paid vs book N ( ) P . . y. -
; 63.63% 67.27% significantly lower than Watch  Cr provides minor liquidity
ax
current tax ((159.73 Cr) buffer (p.290, p.299)

Mechanism: The company is in a severe cash-flow crisis; despite doubling PBT, it generated
negative operating cash due to a massive [5.18 billion expansion in receivables, primarily subsidy
and import canalization claims. Aggregate impact: Cash and Bank balance plummeted by 84.5%
from [(088.72 Cr to [152.73 Cr. Direction: deteriorating - Watch next: Net Cash Generated from
Operating Activities (currently -[#71.22 Cr) - Corroborates: revenue_real, bs_stress

Read 3 — Is the P&L being manufactured? - Watch

Prior This year Status Quantified impact

. . ) ) Adds [45.10 Cr (7.4% of PBT)
Exceptional items 932% increase in . .
[(4.37 Cr [45.10 Cr ) . Watch  from non-cash TDR fair valuation
effect on PBT exceptional income
and land surrender

Decreased but remains a

Non-operating / other o ) [210.73 Cr other income out of
. 50.20% 34.58% significant portion of Clean
income as % of PBT . [609.40 Cr PBT
earnings
Deferred tax Suggests book profits are

[B2.73 Cr swing to

movement and cash- -[10.71Cr [R2.02 Cr Watch  accelerating faster than tax-
deferred tax expense .
vs-book tax deductible expenses
Provision reversals 657% increase in Contributes 12.4% of PBT through
. ) [9.98 Cr [75.60 Cr Watch i

credited to income reversals non-operating reversals
Depreciation policy / Not Not No change reported in Clean
useful-life change disclosed disclosed policy
Valuation-method or ) )

. . Not No material ~ Evaluated Ind AS 21, 1, Management determined no
accounting-policy . . Clean T

disclosed impact 7,107, 12 amendments material impact

change



Mechanism: Reported PBT is heavily supported by non-operating levers: nearly 20% of PBT
(approx. [120 Cr) is derived from a combination of TDR fair valuation gains and significant

provision reversals. Aggregate impact: Total non-core and non-cash items (Other Income +
Exceptional + Reversals) account for ~54% of reported PBT. Direction: stable - Watch next:
Provision reversals as a % of PBT (currently 12.4%)

Read 4 — Is value leaving to insiders? —. Watch

Prior

This year

Status

Quantified impact

Related-party
transaction quantum
(Write-offs)

New related-party
counterparties this year

KMP / director
remuneration vs PAT

Not
disclosed

Not
disclosed

[72.85 Cr

JSC Uralchem

[0.74 Cr (disclosed
CMD/Dir

Sudden write-off of
JV investment

New MoU for JV in
Russia

Not disclosed

Loans, advances or
guarantees to group
entities

Promoter pledge /
encumbrance

[96.67 Cr

Not

CSR spend and shortfall

disclosed

Marketing)

[433.00 Cr

Not disclosed

348% increase in
funding to Talcher
VvV

Stagnant

Not disclosed

Full loss of investment in

Watch FRBL following NCLT
resolution
Potential future capital
Watch . .
outflow in international JV
CMD/Marketing Director
Clean remuneration is <1% of
PAT
(200 Cr capital + (233 Cr
Watch
ICD repayment/cycle
Clean —
Unresolved —

Mechanism: Value leakage is primarily via capital misallocation to struggling JVs, evidenced by
the total write-off of the fact-rcf JV and a massive step-up in funding ((#33 Cr) to the Talcher JV
which is currently loss-making. Aggregate impact: Total capital at risk in JVs is [1,102.15 Cr
(Talcher Fertilizers) + [72.85 Cr already written off (FRBL). Direction: deteriorating - Watch next:
Accumulated loss in Talcher Fertilizers Limited (currently [41.19 Cr) - Corroborates: bs_stress

Read 5 — Can the balance sheet take a hit? - Flag

Status

CWIP ageing and
stalled projects

Dividend vs free
cash flow

Contingent liabilities
vs net worth

Borrowing terms,
security, and
refinancing risk

Non-compliance
penalty / SEBI

[679.17 Cr

FCF [1,538
Cr/ Div [68
Cr

[477.30 Cr

[1,828.64 Cr
(Curr)

Not disclosed

This year

[810.28 Cr

FCF -[1,545
Cr/ Div 128
Cr

[436.76 Cr

[2,371.18 Cr
(Curr)

[2.33 Cr

39.9% increase in
pending projects

Dividends paid out of
debt/reserves while FCF
is deeply negative

8.5% reduction but
remains significant

29.6% increase in short-
term debt

New penalty

Watch

Flag

Clean

Flag

Flag

Quantified impact

Capital locked in long-term
expansion like the Coal
Gasification project (p.294,
p.41)

[127.99 Cr dividend paid
despite massive cash drain

Represents 8.5% of Net Worth
(05,121.20 Cr) (p.294, p.349)

Current debt of [2,371 Cris
~15x the available Cash
Balance of [153 Cr (p.294,
p.295)

Penalty for non-compliance with
Independent Director mandates



Mechanism: The balance sheet is under acute stress: short-term borrowings have surged to
[2,371 Cr to fund receivables and capex, while the cash cushion has effectively vanished. Paying
dividends ([128 Cr) while operating and free cash flows are deeply negative (-[1.54 billion FCF) is
unsustainable. Aggregate impact: Total Funding Requirement (Capex [B,180 Cr + JV [1,067 Cr)

exceeds available cash by >25x. Direction: deteriorating - Watch next: Current Ratio (currently

1.16) - Corroborates: profit_to_cash

Material notes captured

. . This
Discloses Prior
year
Interest payment on court-ordered refund [B1.62
to LSTK contractor Cr
. . [178.16
Foreign Exchange Loss expansion [(B5.17 Cr cr
SEBI penalties for non-compliance with Not .33 Cr
Independent Director mandates disclosed '
. . [45.10
Exceptional TDR Gains — cr
. [73.10
FRBL JV Write-off — Cr

4. Management & governance

A. Auditor report & key audit matters

 Audit Opinion Type: Unqualified.

Impact
Non-recurring finance cost representing
10.7% of total finance costs

406% surge in forex losses eroding
operating margins

Indicates persistent regulatory and
governance friction

Non-cash gain from land surrender,
inflating PBT by 7.4%

Total loss of capital in failed joint
venture

Signal

Negative

Negative

Negative

Revenue
N

Profit |

» KAM: Subsidy Recognition and Valuation: Auditor flagged complexity in subsidy calculations based on
"management estimates" for cost escalations. A high risk exists regarding the overstatement of revenue if
cost pass-throughs are not approved by the Department of Fertilizers (DoF). Notably, [1,920.25 Cr was
recognized for fertilizers sold to dealers but not yet sold to farmers via POS machines (DBT).

* KAM: Litigation and Contingent Liabilities: Management exercised judgment in not provisioning for
[436.76 Cr of claims, including the GAIL gas price differential ((123.57 Cr) and the long-standing BMC

sewerage dispute ([B6.46 Cr).

* KAM: Valuation of TDRI/FSI: The fair valuation of Transferable Development Rights ([1126.40 Cr) involves

market-based assumptions that impact non-operating income.

» Material Weaknesses: The Secretarial Auditor reported gross non-compliance with SEBI LODR regarding
Board composition. Requisite quorums were absent in Board meetings held on April 03, 2025, and April 25,

2025.



B. Related party transactions

Amount (O

Relationship  Nature cn Concern

Talcher Fertilizers Ltd Joint Venture  Equity Investment 1,102.15 High capital lock-up in long-gestation project.

Inter-Corporate Short-term liquidity support to JV; repaid

Talcher Fertilizers Ltd Joint Venture 233.00 )
Loan during year.

FACT-RCF Building . Investment Write- .

Joint Venture 35.23 Total value loss; stake diluted to 2.5%.
Prod. off
FACT-RCF Building . . . .
Prod Joint Venture  Advances Write-off 37.87 Total recovery failure following NCLT plan.
Talcher Fertilizers Ltd Joint Venture  Share of Loss 11.69 Ongoing value erosion in construction phase.
Talcher Fertilizers Ltd Joint Venture  Reimbursement 17.25 Management fee/reimbursement receivables.

RPT Risk Checks: * % of Revenue: 7.68% (Safe). * % of CFO: N/M (CFO is negative). * Verdict: Monitor —
While primarily strategic, the total write-off of the fact-rcf JV ({¥3.10 Cr) signals historical capital allocation
failure. CMD's multiple roles at FACT and IPL create potential conflicts of interest.

C. Shareholding

* Promoters: 75.00% (No change YoY).
* Flis: 0.19%.

* Dlis: 0.30%.

e Public: 19.43%.

 Others: 5.08%.

* Pledged Shares: 0.00%.

D. Board composition + KMP compensation

« Total Directors: 10.

e Independent %: 40.00% — Non-compliant with SEBI LODR (50% required). Company fined [52.60 Lakh
for this deficiency.

* Women Directors: 4 (Ms. Nazhat J. Shaikh, Ms. Ritu Goswami, Ms. Aparna S. Sharma, Ms. Sipra Bajpai).

« KMP Compensation: Total remains below 1% of EBITDA. Dir (Marketing) saw a 400% jump due to partial-
year base in FY25. No family relationships exist between Directors or KMPs.

F. Capital allocation & capex

FY current (CICr) FY prior (CJCr)
Dividends 128.00 68.00 Paid despite negative CFO
Capex 1,076.00 827.00 Funded by debt
Net Debt Change 1,366.00 -535.00 Significant leverage increase
Working Capital Inv. 1,475.00 -1,672.00 Receivables trap
Impairments / Write-offs 73.10 0.00 Capital loss in JVs

CAPEX Analytical Notes: * CFO Coverage: -0.44x. Maintenance and expansion capex are entirely debt-
funded. * Nature: Focus on Ammonia efficiency (0.4 Gecal/MT target) and New Urea Reactors. * Efficiency:



Benefit of gross block expansion is offset by a 51.27% spike in receivables. * Key Takeaway: The [3,180.28 Cr
Capital Commitment for PPE is a major looming liability that will necessitate further high-cost borrowing.

G. Revenue recognition policy

* Policy: Aggressive. Revenue from subsidies is recognized based on "sale to dealer" (DBT-1) using
management estimates for cost escalations, rather than final retail sale to farmers (DBT-2).

* Forensic Signal: High Risk. [1,920.25 Cr of income was recognized for 8.23 LMT of fertilizers not yet sold to
farmers. This creates a risk of future reversals if Gol rejects cost-escalation estimates or if POS verification
fails.

H. Risks

» Subsidy Accrual (High): 58.88% of revenue from Gol; recognized on estimates. Risk of revenue reversal;
[B,924.88 Cr tied in receivables.

» Working Capital Trap (High): Receivables (4,690 Cr) outpaced sales growth (9.13%). Negative CFO (-471
Cr); cash balance crashed 85% to 153 Cr.

 Forex Volatility (High): Unhedged imports for DAP/MOP. Forex loss ballooned 406% to [178.16 Cr.

» Expansion Funding (High): Capital commitments of [8,180 Cr + Talcher JV requirements. Debt/Equity ratio
deteriorating (currently 0.80x).

» Governance Non-compliance (Med): Board independence at 40%. Ongoing fines and quorum failures at
meetings.

* Litigation Overhang (Med): GAIL pricing dispute ((1123.57 Cr) and BMC charges ([B6.46 Cr).

5. Scorecard & verdict

Part a: scorecard

Dimension Key evidence One-line rationale
. . Urea dependency + aging Commoditized business with high input risk

Business quality 2 - ; . .

assets + 31% production miss and operational underperformance.

. . CFO -471 Cr; Debt surged 50%;  Severe liquidity strain and reliance on debt to

Financial health 2 ! . .

Cash dropped 85% fund negative operating cash.

. . CFO < PAT, 10% revenue Profits are non-cash, accrual-heavy, and

Earnings quality 1 ! - .

unverified by POS; TDR gains supported by non-core one-offs.
Management & 5 . 40% Board independence; Persistent regulatory non-compliance and
governance quorum failures; SEBI fines poor oversight of JVs.
Capital allocation & 1 . JV write-off [¥3 Cr; debt-funded Value-destructive allocation with massive
earnings visibility dividends; FCF -1.5k Cr commitments ahead of cash generation.

Business positives (for this company this year) * Revenue Growth: Total Revenue grew 9.13% to
(18,480.17 Cr. * Energy Efficiency: Targets to reduce consumption by 0.4 Gcal/MT through implementation of
HTAS and SAIPEM technology. * TDR Asset Appreciation: Exceptional gain of [45.10 Cr from fair valuation of
TDR certificates. * Fertilizer Security Role: Strategic positioning as a key player in India's agricultural supply
chain.

Business negatives | concerns (for this company this year) * Earnings-to-Cash Divergence: Net Profit of
[427 Cr against negative CFO of -[471 Cr. * Receivables Explosion: Trade receivables ballooned 51.27% to



[4,690.29 Cr, far outpacing revenue growth. * Liquidity Crash: Cash and bank balances plummeted 84.5% to
[152.73 Cr. * Forensic Flag: Recognized [1,920.25 Cr in subsidy revenue before final POS verification by
farmers. * Governance Failure: Board independence at 40% (vs 50% required); Board met without a quorum
twice in April 2025. * Capital Misallocation: Total write-off of [¥3.10 Cr in the FACT-RCF Building Products JV. *
High Leverage: Total debt increased 50% to [4,128.07 Cr to fund working capital and capex. * Forex
Exposure: Unhedged DAP/MOP imports led to a 406% surge in forex losses to [178.16 Cr. * Production Miss:
missed Urea production target by 31% and AN Melt by 20%.

Overall scorecard summary RCF is in a state of deteriorating financial and governance health. While headline
revenues and profits suggest growth, the company is suffering from a "profitable cash crunch" where all earnings
are trapped in government subsidy receivables and agency dues. Governance has reached a point of structural
failure, characterized by persistent SEBI fines and illegal board meetings without quorums. Capital allocation is
value-destructive, evidenced by debt-funded dividends during a cash crisis and write-offs of failed joint ventures.
The trajectory is Deteriorating due to massive looming capital commitments ([#,247 Cr) against a vanishing cash
cushion.

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: 7/10 — Governance Rating: 2"
Part c: investor verdict

Thesis: RCF is a state-governed utility masquerading as a chemical producer, currently trapped in a severe
working capital crisis and governance decay.

OVERALL STANCE: Avoid

Rationale: Severe divergence between accounting profit and cash flow, coupled with aggressive revenue
recognition and illegal board composition, makes the stock uninvestable. Re-evaluate when: CFO/PAT ratio >
1.0x AND Board independence > 50%. BULL CASE: Rapid Gol clearance of the [B,924 Cr subsidy backlog +
successful commissioning of Talcher JV (potential valuation upside). BEAR CASE: [1,500 Cr FPO dilution at low
valuations + crystalization of [123 Cr GAIL pricing dispute leading to covenant breaches. Key monitorable: Trade
Receivables: Current (4,690 Cr - Watch for spike > [6,000 Cr.



7. Year-over-year analysis

7.1 Changes

Metric /
theme

Capital
Allocation

Working
Capital

Margin
Trajectory

Management
Tone

Board
Governance

Earnings
Quality

Summary a status

Deleveraging; total debt
reduced by [535 Cr using
working capital release.

Massive unlock; (1,672 Cr
release driven by
aggressive destocking.

OPM at 4% with revenue
flat as realizations fell.

Defensive; prioritizing
government policy over
shareholder returns.

0% Independent Directors;
gross non-compliance and
absence of oversight.

Poor; (204 Cr gas claim
rejected and reliance on
"estimates."

7.2 Persistent patterns

Summary b status

Re-leveraging; total debt surged
50% ([#,128 Cr) to fund
receivables and capex.

Severe trap; (1,475 Cr outflow as

receivables surged 51% to
(4,690 Cr.

OPM at 5% but production
missed targets by up to 31%.

"Learned Helplessness";
repeatedly blaming external
crises and the Ministry for
operational misses.

40% Independent Directors;
improved but still non-compliant
and plagued by quorum failures.

Deteriorating; 10% of revenue
unverified by POS and 7.4% of
PBT from non-cash TDR gains.

Forensic takeaway

The company has reverted to a high-
leverage model to bridge a massive liquidity
gap caused by stalled subsidy collections.

The prior year's cash flow strength was a
one-time optical anomaly that has now fully
reversed into a working capital crisis.

Slight margin expansion is undermined by
declining manufacturing efficiency and a
structural shift toward low-margin trading
activity.

The narrative has shifted from policy
alignment to externalizing blame for
significant internal operational and
regulatory failures.

Governance remains a critical risk as the
board continues to fail basic regulatory
requirements and quorum mandates
despite incremental additions.

Profits are increasingly synthetic, heavily
supported by non-operating fair-valuation
gains and accruals for unverified subsidy
claims.

« Structural Subsidy Dependency: The business remains hostage to government fiscal policy, with subsidy
income consistently accounting for ~59% of total revenue.

* Aggressive Revenue Recognition: A recurring practice of recognizing subsidy income before final POS
verification by farmers (DBT-2) continues to inflate accounting profits relative to cash reality.

« Talcher JV Liquidity Drain: Massive capital commitments to the long-gestation Talcher coal gasification
project ((1,000 Cr+ commitment) persist without generating near-term returns.

* Natural Gas Cost Hostage: Manufacturing viability is structurally capped by unresolved pricing disputes

with GAIL and high sensitivity to international RLNG price volatility.

« Capital Allocation Failures in JVs: Repeated impairments and write-offs (Fact-rcf JV in both periods) signal
a persistent pattern of value destruction in auxiliary joint ventures.

» Manufacturing Asset Inefficiency: Legacy plants at Thal and Trombay consistently exhibit declining
production volumes and energy target misses, necessitating constant debt-funded maintenance capex.

* Regulatory Friction: Continuous exchange fines and non-compliance with SEBI LODR mandates indicate a
deep-seated disregard for standard corporate governance protocols.

* Forex Mismatch: A structural lack of hedging for raw material imports leads to recurring and volatile

foreign exchange losses that periodically wipe out operating gains.



7.2 Persistent patterns

"No material persistent pattern identified." (Note: This is overridden by the analysis above as multiple significant
patterns exist).
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