National Fertilizer 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

National Fertilizers Limited (NFL) operates a commoditized, subsidy-heavy business model (69% of
revenue) characterized by high regulatory dependence and a 35% margin penalty at its Vijaipur-1 unit.

Top-line performance deteriorated with revenue contracting 15.95% to 19,798 Cr, primarily driven by

0
a sharp 44% decline in the traded fertilizer segment.
Operational margins are under structural pressure due to failure to meet energy efficiency norms (5.5 0
Gcal/MT), while natural gas costs remain a volatile 57.77% of revenue.
Net Profit rose 22.6% to [184 Cr, though this was largely supported by lower raw material costs and 0
aggressive inventory liquidation rather than core operational growth.
The balance sheet underwent massive deleveraging, with total debt reduced by 51.18% to [2,001 Cr, 0
resulting in a significantly improved Debt/Equity ratio of 0.74x.
Cash flow generation reached record levels with CFO at [2,590 Cr, vastly exceeding PAT due to a (834 0
Cr reduction in inventory and improved working capital cycles.
Capital expenditure remains defensive at (204 Cr, focused on regulatory compliance and 0
maintenance rather than capacity expansion, leading to a low ROCE of 8%.
Earnings quality is clouded by 2,124 Cr in unbilled subsidy revenue and a 45.07 Cr prior-period 0
accounting error in the RFCL joint venture.
Governance is supported by a 9/10 scorecard and new Navratna status, though leadership churn and
internal control lapses in JV accounting remain monitorables.
Significant financial risk exists in the 10x spike in indirect tax contingencies to 243.76 Cr, which
threatens to wipe out over a year of net profit if crystallized.
The near-term outlook is contingent on the NITI Aayog decision regarding Vijaipur-l energy norm 0
reclassification and the successful Q4 FY25 SAP ERP migration.
Investment View: WATCH; the company offers a strengthened balance sheet but lacks a re-rating 0

catalyst until energy penalties are resolved and tax risks subside.

1. BUSINESS OVERVIEW (In Bullet Points)

* Business Segments: Primary focus on Manufactured Fertilizers (Urea, Bio-Fertilizers, Bentonite Sulphur),
Traded Imported Fertilizers (DAP, MOP, NPK), and Industrial Products (Nitric Acid, Ammonium Nitrate,
Ammonia).

* Revenue Drivers: Heavily dependent on Government of India (Gol) subsidies, which account for 69.13% of
total revenue; performance is sensitive to gas pooling prices and FICC notifications.



* Cost Drivers: Natural Gas is the dominant cost driver, totaling [11,436.04 Cr (57.77% of revenue) across raw
materials and fuel.

« Industry Position: Operates five urea plants; recently granted "Navratna" status (April 2024), providing
higher financial autonomy for investments up to 1,000 Cr.

* Expansion Plans: Commissioned a Urea Gold (Sulphur Coated Urea) pilot plant at Panipat (April 2025) and
planning a 5,000 MTPA plant at Nangal to pivot toward specialty fertilizers.

* Acquisitions & JVs: Holds an 18% stake in the newly incorporated Assam Valley Fertilizer and Chemical
Company Limited (July 2025) and a significant stake in Ramagundam Fertilizers & Chemicals Limited
(RFCL).

 Capacity Additions: Focus remains on "regulatory maintenance" and energy-saving schemes rather than
transformative capacity expansion; FY25 CAPEX was [232 Cr.

» Segment Performance: Manufactured Fertilizers remained stable ((13,433 Cr), but Traded Imported
Fertilizers collapsed by 44.03% to [4,530.70 Cr due to global price volatility and policy shifts.

» Geographical Presence: Expanding reach into the North-East through the AVFCCL JV; maintains a pan-
India marketing network for both own and JV products.

2. MANAGEMENT COMMENTARY & OUTLOOK

* Management is actively pursuing regulatory lobbying to reclassify the Vijaipur-l unit under "Group II" to gain a
more lenient energy benchmark, as meeting the current Target Energy Norms (TEN) requires significant
investment.

» The Gol's amendment to the urea import policy (March 2024) allows NFL to act as a canalizing agent, shifting
the company’s profile toward a trading/service entity to reduce capital intensity.

« Strategic focus is shifting toward specialty products like "Urea Gold" to move up the value chain and mitigate
the impact of commodity urea subsidy squeezes.

» The grant of Navratna status is viewed as a major milestone, providing the Board with autonomy to execute
energy-saving schemes and strategic investments without prior Gol approval.

* Management highlights the "Atma Nirbhar" goal to end urea imports by 2025-26 as a structural challenge,
necessitating a ramp-up in domestic production and Nano Urea.

» The company is navigating a high-risk ERP migration from Oracle to SAP (effective Jan 1, 2025) to
modernize operations and improve data integrity.

» There is a heavy reliance on ad-hoc government "special packages" (e.g., [B,500/MT for DAP) to maintain
viability during global raw material price spikes.

» Management acknowledges the liquidity risk inherent in the subsidy-heavy model, where 91.7% of
receivables are Gol-dependent, but maintains a safety net through 6,338 Cr in undrawn borrowing facilities.

 The tone of management is defensive and lobbying-heavy, focusing on external regulatory and global factors
rather than internal cost-cutting or structural debt restructuring, reflecting a reliance on government backstops
for liquidity and margin protection (Defensive/Lobbying-Heavy).

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 - 19,798.00 23,556.00
Sales Growth % -15.95 -20.38
Expenses - 19,182.00 22,939.00
Material Cost % - 61.00 67.00
Raw material cost 11,253.00 14,360.00
Change in inventory 863.00 1,379.00
Manufacturing Cost % 26.00 22.00
Employee Cost % 3.00 3.00
Other Cost % 6.00 6.00
Operating Profit 615.00 617.00
OPM % 3.00 3.00
Other Income - 203.00 196.00
Exceptional items 15.00 9.00
Other income normal 187.00 186.00
Interest 233.00 277.00
Depreciation 373.00 362.00
Profit before tax 212.00 174.00
Tax % 13.00 14.00
Net Profit - 184.00 150.00
Exceptional items AT 13.00 8.00
Profit excl Excep 171.00 142.00
Profit for PE 171.00 142.00
Profit for EPS 184.00 150.00
Profit Growth % 20.00 -69.00
EPSinRs 3.75 3.06

Dividend Payout % 42.00 9.00



Balance Sheet ((ICrores)

Line Item Mar 2025 Mar 2024
Equity Capital 491.00 491.00
Reserves 2,225.00 2,055.00
Borrowings - 2,001.00 4,091.00
Long term Borrowings 0.00 0.00
Short term Borrowings 1,996.00 4,088.00
Lease Liabilities 5.00 2.00
Other Borrowings 0.00 0.00
Other Liabilities - 4,599.00 4,563.00
Trade Payables 1,537.00 1,348.00
Advance from Customers 52.00 48.00
Other liability items 3,009.00 3,167.00
Total Liabilities 9,316.00 11,199.00
Fixed Assets - 3,694.00 3,831.00
Land 18.54 18.54
Building 217.44 207.81
Plant Machinery 6,382.18 6,222.13
Equipments 15.86 13.93
Computers 74.63 71.39
Furniture n fittings 36.15 33.73
Railway sidings 9.53 8.81
Vehicles 16.07 11.53
Intangible Assets 44.15 26.23
Other fixed assets 80.58 46.75
Gross Block 6,895.13 6,660.85
Accumulated Depreciation 3,201.31 2,829.93
CWIP 172.00 242.00
Investments 443.00 336.00
Other Assets - 5,007.00 6,791.00
Inventories 915.00 1,752.00
Trade receivables 3,273.00 4,037.00
Cash Equivalents 33.00 38.00
Loans n Advances 198.00 168.00
Other asset items 587.00 796.00

Total Assets 9,316.00 11,199.00



Cash Flow Statement (CICrores)

Line Item Mar 2025 Mar 2024
Cash from Operating Activity - 2,590.00 668.00
Profit from operations 614.00 610.00
Receivables 848.00 6.00
Inventory 834.00 1,316.00
Payables 229.00 -1,262.00
Other WC items 0.00 0.00
Working capital changes 1,911.00 60.00
Direct taxes 65.00 -2.00
Cash from Investing Activity - -268.00 -334.00
Fixed assets purchased -204.00 -292.00
Fixed assets sold 32.00 10.00
Investments purchased 0.00 0.00
Investments sold 0.00 0.00
Interest received 12.00 33.00
Investment in group cos -108.00 -85.00
Redemp n Canc of Shares 0.00 0.00
Cash from Financing Activity - -2,334.00 -318.00
Proceeds from borrowings 0.00 736.00
Repayment of borrowings -2,093.00 -639.00
Interest paid fin -226.00 -276.00
Dividends paid -13.00 -137.00
Financial liabilities -2.00 -1.00
Net Cash Flow -12.00 16.00
Free Cash Flow 2,418.00 386.00
CFO/OP 410.00 109.00

Key Ratios (JCrores)

Line Item Mar 2025 Mar 2024
Debtor Days 60.00 63.00
Inventory Days 28.00 41.00
Days Payable 46.00 31.00
Cash Conversion Cycle 42.00 72.00
Working Capital Days 0.00 -3.00

ROCE % 8.00 7.00



3.2 Financial Analysis Summary

* Revenue declined by 15.95% to [19,798.00 Cr, primarily driven by a 44.03% collapse in the Traded Imported
Fertilizers segment, while Trade Receivables on the Balance Sheet decreased by 18.92% to [8,273.00 Cr,
reflecting a high dependency on Gol subsidies which constitute 69.13% of total Revenue.

« Despite the top-line contraction, Net Profit grew by 22.6% to [1184.00 Cr as Material Cost % improved from
67% to 61%, largely due to a reduction in Raw Material Cost to [11,253.00 Cr and a massive 47.97%
reduction in Inventory levels to [915.00 Cr, which released [834.00 Cr of cash into CFO.

» Operating Profit remained stagnant at [615.00 Cr with OPM % holding at 3.00%, as the benefit of lower raw
material prices was offset by high Natural Gas costs totaling [11,436.04 Cr and a neutral impact from
Depreciation of [873.00 Cr, which includes [1192.56 Cr related to government-funded assets.

» Working Capital management saw significant improvement with the Cash Conversion Cycle shortening
from 72 to 42 days, driven by Inventory Days falling to 28 and Debtor Days to 60, resulting in a massive
surge in Cash from Operating Activity to [2,590.00 Cr.

» The company utilized its robust CFO to aggressively deleverage the Balance Sheet, with Repayment of
borrowings amounting to [2,093.00 Cr, leading to a 51.18% reduction in Total Debt to [2,001.00 Cr and an
improved Debt | Equity ratio of 0.74x.

* Finance Cost decreased to [233.00 Cr from [277.00 Cr due to debt reduction, while Interest Coverage
improved to 1.91x, supported by the shift entirely to short-term/working capital debt and zero long-term
borrowings.

* Capital Allocation remained conservative with Capex of [204.00 Cr, well within the CFO, resulting in a
strong Free Cash Flow of [2,418.00 Cr and allowing for a significant increase in Dividend Payout % to
42.00%.

* Gross Block increased to [6,895.13 Cr, but CWIP decreased to [172.00 Cr, while Intangible Assets rose to
[44.15 Cr following the SAP ERP migration, which presents a transition risk for financial reporting integrity.

* Return Metrics showed modest improvement with ROCE % rising to 8.00% and ROE % to 6.77%, although
efficiency is hampered by [2,124.72 Cr of subsidy Revenue being "accrued but not due" under the DBT
scheme.

» Other Assets are heavily concentrated in regulatory receivables, including [825.92 Cr in GST Input Credit
and [174.58 Cr in the Gas Pool Account, while Other Expenses were impacted by a net exchange rate loss
of [4.44 Cr and a [18.31 Cr provision for PF Trust defaults.

» The dominant financial theme of the year was a massive balance sheet deleveraging and liquidity surge
driven by aggressive inventory liquidation and subsidy realization, which temporarily masked structural
margin pressures from energy norm penalties.

3.3 Contingent Liabilities & Commitments

* Indirect Tax Disputes: Massive spike in Excise, Customs, GST, and Service Tax contingencies, rising from
[23.49 Cr to [243.76 Cr.

« Arbitration & Civil Cases: Outstanding claims amounting to [152.58 Cr (up from [107.57 Cr).

* Pollution Board Demand: A demand of [47.72 Cr from the State Pollution Board regarding delayed disposal
of carbon slurry at Bathinda and Panipat, currently contested in the NGT.

* Income Tax Disputes: Unresolved tax matters totaling [(47.95 Cr.

» Purchase Tax Liability: A long-dated provision of [57.41 Cr for Purchase Tax (2001-2006) remains
outstanding pending final assessment.

» Capital Commitments: Net commitments for capital expenditure stand at [166.35 Cr.



3.9 Earnings Quality & Forensic Checks



# Check
1 PAT vs CFO trend
Receivables &

2 channel-stuffing
signal

3 Revenue timing

Revenue from related
parties %

Inventory vs revenue
growth

Inventory valuation
method change

Exceptional items in
operating profit

Depreciation rate vs
useful life policy

Provision reversals
boosting PAT

Tax rate consistency
+ cash tax vs P&L tax

CWIP age and stalling

11 )
projects
12 Deferred tax asset
recognition adequacy
RPT quantum and
13
trend
Dividend paid vs FCF
14

adequacy

15 ERP Transition Timing

16  PF Trust Default

17

Impact

Profit + — high cash
conversion

Revenue | —no
stuffing

Revenue 11 —
timing risk

Revenue 1| —
concentration risk

Profit 1 —
aggressive
destocking

Neutral —
consistent policy

Profit 1 — non-
recurring gains

Profit 1 —
conservative
accounting

Profit 1 — non-cash
boost

Profit 1 — low
effective tax

Profit 1 — delayed
expense

Neutral —
regulatory heavy

Profit 11 — control
weakness

Neutral —
sustainable payout

Profit 11 — data
integrity risk

Profit | — hidden
liability

Status

0

Evidence
PAT [184 Cr; CFO
2,590 Cr

Sales (19,798 Cr;
Receivables [B,273 Cr

[2,124.72 Cr accrued
but not due

Note 54(G): [666.01 Cr
purchase from RFCL

Inventory Mar'25: [915
Crvs Mar'24: 1,752
Cr

Note 1.2.18

P&L: Exceptional items
[15.00 Cr

Depr: [B73 Cr; Note
1.2.10

Note 37(ii): [134.14 Cr
adversity recovery

Tax %: 13.00; Direct
Taxes Paid: [65 Cr

CWIP: 172 Cr; Note
1.2.13

Note 19: [600.50 Cr in
regulatory receivables

Note 64: [45.07 Cr
restatement

FCF: (2,418 Cr;
Dividends Paid: (13 Cr

Note 63: Migration Jan
1, 2025

Note 33: [18.31 Cr
provision

Note 1.2.4(b)

Notes Detail

Inventory reduction of (834 Cr in CF
statement drove the CFO surge.

Receivables (-18.9%) and inventory
(-47.7%) fell faster than sales
(-15.9%).

DBT scheme creates gap between
P&L recognition and "due" status for
subsidy.

NFL acts as marketing arm for RFCL;
Note 64 shows a [45.07 Cr prior-
period error.

Massive reduction in traded goods
inventory from (1,156 Cr to [B30 Cr.

5% p.a. write-down for items
unmoved for 2-5 years; valuer-based
for >5 years.

Exceptional items increased from [9
Cr to (15 Cr YoY, boosting PAT by
13 Cr.

Reformers (15 yrs) and Heat
Exchangers (20 yrs) depreciated
faster than standard lives.

Price-protection mechanisms from
DoF support margins during cost
volatility.

Cash tax ([65 Cr) is significantly
higher than P&L tax provision ([(28
Cr).

Policy allows deferring failed project
write-offs until the year of
"declaration of closure."

High reliance on government
processing timelines for realization of
tax/regulatory assets.

Prior-period error in RFCL JV signals
internal control gaps in consolidated
accounting.

Dividend payout % jumped to 42%
but remains a fraction of the year's
surplus cash.

Q4 migration creates high risk of data
mapping errors and reconciliation
"smoothing."

Company must cover defaults by
security issuer in its own PF Trust.



# Check Impact Status Evidence Notes Detail

Recognition based on "estimated"
rates allows for catch-up profits or
deferred losses.

Subsidy Estimation Profit 11 —
Policy estimation risk

4. MANAGEMENT & GOVERNANCE

A. Auditor Report & Key Audit Matters * Audit Opinion: Unmodified / Unqualified. * KAM - Subsidy Income
Recognition: Focus on complexity of management estimates regarding escalation/de-escalation of notified
rates and the timing gap between dealer sales and POS realization. * KAM - Energy Norms Compliance:
Assessment of the financial impact of failing to meet Target Energy Norms (TEN) at Vijaipur-I, involving
significant regulatory judgment. * Emphasis of Matter: Title deeds for 325.70 acres at Nangal and 14.26 acres
at Bathinda are not in the Company's nhame; High-risk migration to SAP ERP on Jan 1, 2025. * Internal Control
Lapses: Note 64 reveals a prior-period error in the RFCL JV regarding gas pool data, necessitating a
restatement and reversal of [45.07 Cr in subsidy income.

B. Related Party Transactions | Party | Relationship | Nature | Amount (Cr) | Concern | |:---|:---|:---|:---|:---| | RFCL
| Joint Venture | Purchase of Goods | 666.01 Cr | Liquidity Drain | | RFCL | Joint Venture | Marketing Expense
Share | 30.73 Cr | Normal Course | | RFCL | Joint Venture | Amount Recoverable | 92.54 Cr | Improving | |
RFCL | Joint Venture | Amount Payable | 263.44 Cr | Working Capital Strain |

» Analysis: Net payable to RFCL increased 13.88% YoY. NFL acts as the primary marketing arm, carrying the
JV's inventory and credit risk. A [45.07 Cr error in JV gas accounting led to a reduction in opening reserves
by [9.01 Cr.

C. Shareholding * Promoter (Govt. of India): 74.71% (Unchanged) * Flls: 0.81% | Dlls: 12.34% | Public:
12.14% * Pledged Shares: 0.00%

D. Board Composition + KMP Compensation * Total Directors: 10 (50% Independent). * Women Directors: 2
(Ms. Ritu Goswami and Ms. Pinky Pradhan). * KMP Compensation: Individual details not disclosed per Govt.
Company exemptions. Aggregate employee costs decreased 4.01% to [610 Cr. * Governance Note: Frequent
use of "Additional Charge" for critical technical and marketing roles suggests leadership continuity risks.

F. Capital Allocation & Capex | Action | FY Current (Cr) | FY Prior (Cr) | % of CFO | Signal | |:---]:---]:---]:---]:---] |
Dividends | 13.00 Cr | 137.00 Cr | 0.50% | text | | Capex | 232.00 Cr | 292.00 Cr | 8.95% | text | | Net Debt
Change | (2,090.00) Cr | 98.00 Cr | -80.69% | text | | Interest Payments | 226.00 Cr | 276.00 Cr | 8.72% | OJ] |
Investment in Group Cos | 108.00 Cr | 85.00 Cr | 4.17% | O]

* CAPEX Analytical Notes:

- CFO Coverage: CFO is 11.16x of Capex, driven by aggressive inventory liquidation ((834 Cr) and
receivable collection ((848 Cr).

- Nature: Primarily maintenance and regulatory; commissioned Urea Gold pilot plant at Panipat.

- Efficiency: Revenue fell 15.95% despite historical capex, signaling investments are defensive (Energy
Norms) rather than growth-oriented.

H. Risks * Energy Norm Penalty: Vijaipur-I failed TEN; 35% penalty on urea margins active until Dec 2024.
Impact: High margin erosion. * Indirect Tax Dispute: Spike in contingencies to [243.76 Cr. Impact: Potential
major cash outflow. * ERP Transition: Migration to SAP on Jan 1, 2025. Impact: Risk of data integrity and
reporting errors. * Subsidy Concentration: 91.7% of receivables are Gol subsidies. Impact: High liquidity risk if
budget disbursements are delayed. * Pollution Demand: [47.72 Cr penalty for carbon slurry disposal. Impact:
Regulatory and financial hit.



5. SCORECARD & VERDICT

Part A: Scorecard

Dimension Key Evidence One-line Rationale
35% Energy Penalty; 69% Commoditized product with heavy regulato
Business Quality 2 - ’ . o v ’ . P . v e i
Subsidy Revenue penalties and subsidy dependence.
. . D/E 0.74x; CFO [2,590 Cr > Massive deleveraging and liquidity surge
Financial Health 4 1 . Lo
PAT [184 Cr from inventory liquidation.
. ) [2,124 Cr Accrued but not due;  High CFO/PAT is positive, but unbilled
Earnings Quality 3 !
JV Restatement revenue and JV errors are concerns.
Management & 3 Navratna Status; 50% Generally compliant but leadership churn
Governance - Independent Board and JV control lapses persist.
Capital Allocation & 9 . ROCE 8%; Capex focused on Capex is defensive; revenue is declining
Earnings Visibility regulatory compliance despite historical investments.

BUSINESS POSITIVES (for this company this year) * [IDebt Reduction: Reduced total debt by 51.18% to
(2,001 Cr, significantly strengthening the balance sheet. * [1Cash Flow Surge: Generated record CFO of [2,590
Cr, driven by aggressive inventory liquidation of [834 Cr. * ONavratha Status: Granted in April 2024, providing
higher financial autonomy for investments up to (1,000 Cr. * OWorking Capital Efficiency: Shortened Cash
Conversion Cycle from 72 to 42 days. * OProduct Innovation: Commissioned Urea Gold pilot plant at Panipat
to target higher-margin specialty segments.

BUSINESS NEGATIVES | CONCERNS (for this company this year) * [lEnergy Norm Penalty: 35% margin
penalty at Vijaipur-1 due to failure to meet TEN of 5.5 Gcal/MT. * CJRevenue Contraction: Total revenue fell
15.95% to 19,798 Cr, led by a 44% drop in traded fertilizers. * [JContingent Liability Spike: Indirect tax
contingencies surged 10x to [243.76 Cr. * JGovernance/Control Lapse: Discovery of a [45.07 Cr prior-period
error in the RFCL JV gas accounting. * OUnbilled Revenue: [2,124.72 Cr of subsidy revenue is recognized but
not "due" until POS sale, creating a timing risk.

OVERALL SCORECARD SUMMARY NFL has successfully transformed its balance sheet in FY25 through
aggressive deleveraging and inventory liquidation, resulting in a robust financial health rating. However, the core
business remains under significant pressure from regulatory energy penalties and a structural dependence on
government subsidies. While governance is generally stable, the discovery of accounting errors in a key JV and
the high-risk ERP transition suggest a need for improved internal controls. Overall, the company is on a stable
financial trajectory but a weakening operational one due to margin erosion in its flagship units.



Part B: Governance Check Matrix

# Check Status Evidence
1 Audit opinion clean? O Unmodified opinion (p.61)
2 Promoter pledge = 0? O 0.00% pledge (Screener)

Aggregate employee cost decreased 4%

3 KMP pay < 5% of PAT? O o
individual pay exempt

RPT quantum < 5% of
4 O RPT at 3.36% of revenue
revenue?

Board > 50%

5 . O 5/10 directors are independent
independent?

6 At least 1 woman 0 2 women directors (Ms. Ritu Goswami, Ms.
director? Pinky Pradhan)

7 No statutory dues 0 (65 Cr statutory dues; [57.41 Cr Purchase Tax
outstanding? pending

8 No fraud reported? O No fraud reported in AR

9 Audit trail enabled? | Confirmed in Auditor's Report

10 Frequent Auditor change O Joint auditors appointed per C&AG mandate

Final line: "Total: 9/10 O—
Governance Rating: 4"

Part C: Investor Verdict

THESIS: NFL is a deleveraged PSU play on the fertilizer subsidy cycle, currently trading balance sheet strength
against operational margin decay from energy norm penalties.

OVERALL STANCE: WATCH

RATIONALE: While the debt reduction is exemplary, the 35% energy penalty at Vijaipur-l1 and the massive spike
in tax contingencies require resolution before a re-rating. RE-EVALUATE WHEN: NITI Aayog decides on the
Vijaipur-l1 energy norm reclassification or if indirect tax contingencies are resolved. BULL CASE: Reclassification
to "Group II" energy norms could immediately boost EBITDA by [150-200 Cr. BEAR CASE: Failure to obtain
energy norm relief combined with a (243 Cr tax hit could wipe out two years of PAT. KEY MONITORABLE:
Vijaipur-l1 Energy Norm Status: Current 35% penalty — Watch for reclassification to Group .



7. YEAR-OVER-YEAR ANALYSIS

7.1 Changes

Metric /| Theme

Debt Profile

Working
Capital
Strategy

Earnings
Quality

Contingent
Liabilities

Management
Tone

Capital
Allocation

Summary A Status

100% Short-term ((4,088
Cr); high liquidity "cliff" risk.

Inventory liquidation of
1,316 Cr used to mask
deteriorating margins.

Departure from Ind AS 2
(090 Cr) to artificially inflate

PAT.

Tax demands at [44 Cr;
relatively stable.

Growth-oriented focus on
Navratna status and

diversification.

Dividend payout at 9%;
focus on RFCL turnaround.

7.2 Persistent Patterns

Summary B Status

51% reduction to (2,001 Cr;
aggressive deleveraging.

Combined inventory and
receivable liquidation (1,682
Cr) used to fund debt
repayment.

Prior-period error in JV (45 Cr)
and ERP migration risks.

Indirect tax contingencies
spiked 10x to [243.76 Cr.

Defensive and lobbying-heavy
regarding energy norm
penalties.

Dividend payout jumped to
42%; focus on deleveraging.

Forensic Takeaway

The company utilized a massive liquidity
surge to eliminate the immediate
refinancing risk identified in the prior year.

Management has shifted from using
inventory liquidation as a profit buffer to
using it as a primary source of balance
sheet repair.

Persistent aggressive accounting and
internal control lapses in joint venture
reporting suggest a low-quality earnings
base.

A sudden, massive escalation in tax
disputes creates a significant off-balance
sheet threat to the newly improved liquidity
position.

Management has pivoted from
expansionary optimism to a defensive
posture centered on regulatory survival
and cost-recovery lobbying.

The company has transitioned into a
"cash-cow" mode, prioritizing shareholder
payouts and debt reduction over business
reinvestment.

» Subsidy Dependency: Over 88% of receivables remain tied to Government of India subsidies,
ensuring the company's cash flow is entirely dictated by federal budget cycles.

* Energy Norm Penalties: The Vijaipur-1 unit continues to fail Target Energy Norms, resulting in a
persistent 35% margin penalty that acts as a structural drag on profitability.

« Joint Venture (RFCL) Complexity: The RFCL relationship remains a source of financial strain and
accounting errors, indicating persistent internal control weaknesses in consolidated reporting.

» Short-term Debt Preference: Despite the reduction in quantum, the company maintains a 100% short-term

debt structure, leaving it perpetually exposed to interest rate volatility.

» Defensive Capex: Capital expenditure remains strictly limited to regulatory maintenance and energy-
saving schemes rather than transformative capacity expansion.

« Accrued but Unbilled Revenue: A significant portion of revenue (over [2,100 Cr) continues to be recognized
based on estimates before it is legally "due" under the DBT scheme, creating a permanent timing risk.

v5-Gemini | 101 pages | 109 chunks
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