Rashtriya Chemicals & Fertilizers 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

RCEF is transitioning from a manufacturer to a low-margin state trading tool, with stagnant revenue of [16,934
Cr and a shift toward trading activities.

Operating margins improved from 3.00% to 4.00% aided by lower fuel costs, though manufacturing
efficiency is declining at aging urea units.

Net profit grew 22% to 242 Cr, but earnings quality is poor due to a heavy reliance on 288 Cr in
unnotified government subsidy estimates.

4 Total debt was reduced by [535 Cr to [2,762 Cr, successfully improving the Debt/Equity ratio to 0.58x. [

Cash Flow from Operations reached a record [2,364 Cr, driven primarily by a massive (1,672 Cr
working capital release and aggressive destocking.

Capital commitments have tripled to 2,083.77 Cr, signaling a heavy, debt-reliant expansion cycle and
a 2,169 Cr capital lock-up in the long-gestation Talcher JV.

Finance costs surged 36% to 259 Cr, causing interest coverage to deteriorate to 2.27x despite the
reduction in total borrowings.

Earnings quality is compromised by the regulatory rejection of 204.14 Cr in gas cost claims and a
58.20% revenue dependency on government subsidies.

Governance has reached a critical low with 0% board independence and gross SEBI LODR non-
compliance for five consecutive months.

Risks are skewed to the downside by unhedged forex exposure (losses up 214%) and potential
further subsidy estimate rejections by the Department of Fertilizers.

The outlook remains pressured by manufacturing stagnation and a defensive management tone prioritizing
national milestones over shareholder returns.

Investment View: AVOID; monitor for a restoration of board independence (>50%) and stabilization of
subsidy receivables (currently 2,574.91 Cr).

1. BUSINESS OVERVIEW (In Bullet Points)

* Revenue Mix & Structural Shift: RCF is undergoing a structural transition from a pure-play manufacturer to
an increasingly import-dependent trading entity. Subsidy on Urea & Complex Fertilizers remains the
dominant driver, constituting 58.20% of total operations.

* Manufacturing Stagnation: Manufactured Urea volumes declined at both Thal (17.74 LMT vs 18.42 LMT)
and Trombay (2.91 LMT vs 3.35 LMT), signaling that legacy assets are hitting a production ceiling.

* Trading Engine: Growth is primarily driven by "Bought-out" (imported) products, with imported sales growing
8% to 9.20 LMT. RCF effectively acts as a logistics arm for the Department of Fertilizers (DoF).



* Industrial Chemical Resilience: The Industrial segment (AN Melt, Nitric Acid, etc.) remains the primary
profit cushion, offsetting mandated losses in the fertilizer segment despite intense market competition.

 Cost Drivers: Natural Gas is the primary cost driver ({(4,316.74 Cr). Lower energy efficiencies and production
beyond reassessed capacity at Thal have adversely impacted Urea profitability.

» Expansion Plans: The company is pivoting toward NPK and specialty products. Key projects include a new
1200 MTPD NPK plant at Thal (March 2027) and a 425 MTPD AN Melt plant (commissioned Feb 2025)
targeting the mining/explosives sector.

* Strategic Acquisitions/JVs: RCF is heavily committed to the Talcher JV (Coal Gasification), representing a
massive capital lock-up with a revised share of [2,169.67 Cr and a commissioning date of Dec 2027.

» Geographical Presence: Maintains a strong domestic distribution network, though increasingly utilized for
government-mandated import distribution.

2. MANAGEMENT COMMENTARY & OUTLOOK

» Management has pivoted the corporate narrative toward the "Atmanirbhar Bharat" initiative, aligning with
government food security goals, which often necessitates absorbing "under-recoveries" on DAP imports.

 The formation of a Wholly Owned Subsidiary (WoS) for "Organic and Innovative Fertilizers" suggests a
strategy to ringfence new-age, higher-margin products from the legacy subsidy-heavy balance sheet.

* The Ammonia Plant Revamp at Thal (July 2027) is viewed as a survival necessity to address "lower energy
efficiencies" that currently drag down manufactured Urea margins.

» Management highlighted the commissioning of the Nano Urea Plant (Feb 2025) as a milestone for
technological advancement and margin expansion.

» The Talcher JV remains the long-term strategic bet on coal-to-urea technology, despite complexity and a
pushed-out commissioning timeline to late 2027.

* Regulatory friction is evident; the DoF rejected RCF's request for recognition of [204.14 Cr in gas costs for
FY22 and FY23, a loss management is currently re-representing to recover.

» The demand environment for Industrial Products remains stable, providing a necessary hedge against the
volatile, regulated fertilizer market.

 Long-term vision focuses on diversifying the product basket away from pure Urea into NPK and Industrial
Chemicals to improve structural ROCE.

» Management Tone: The tone is defensive and heavily focused on "milestones" and compliance with national
initiatives to distract from struggling core manufacturing efficiency and regulatory rejections. There is a
notable lack of a clear recovery plan for the [204 Cr rejected gas claims, reflecting a passive stance toward
sovereign-linked losses (Defensive & Compliant).

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 - 16,934.00 16,981.00
Sales Growth % -0.28 -20.84
Expenses - 16,253.00 16,461.00
Material Cost % - 60.00 59.00
Raw material cost 9,400.00 10,532.00
Change in inventory 749.00 -526.00
Manufacturing Cost % 31.00 34.00
Employee Cost % 4.00 3.00
Other Cost % 1.00 1.00
Operating Profit 681.00 520.00
OPM % 4.00 3.00
Other Income - 169.00 204.00
Exceptional items 11.00 48.00
Other income normal 159.00 156.00
Interest 259.00 190.00
Depreciation 263.00 233.00
Profit before tax 328.00 301.00
Tax % 26.00 25.00
Net Profit - 242.00 225.00
Exceptional items AT 7.00 32.00
Profit excl Excep 235.00 193.00
Profit for PE 235.00 193.00
Profit for EPS 242.00 225.00
Profit Growth % 22.00 -78.00
EPSinRs 4.39 4.08

Dividend Payout % 30.00 30.00



Balance Sheet ((ICrores)

Line Item Mar 2025 Mar 2024
Equity Capital 552.00 552.00
Reserves 4,194.00 4,054.00
Borrowings - 2,762.00 3,297.00
Long term Borrowings 923.00 940.00
Short term Borrowings 1,829.00 2,343.00
Lease Liabilities 10.00 13.00
Other Borrowings 0.00 0.00
Other Liabilities - 3,772.00 3,575.00
Trade Payables 2,217.00 1,936.00
Other liability items 1,556.00 1,639.00
Total Liabilities 11,280.00 11,477.00
Fixed Assets - 2,905.00 2,558.00
Land 21.13 21.13
Building 460.73 365.40
Plant Machinery 3,938.83 3,451.42
Equipments 62.92 53.89
Furniture n fittings 21.60 18.57
Railway sidings 30.21 29.88
Vehicles 23.63 22.62
Intangible Assets 0.00 0.00
Other fixed assets 143.23 139.60
Gross Block 4,702.28 4,102.51
Accumulated Depreciation 1,796.86 1,544.59
CWIP 579.00 431.00
Investments 1,095.00 992.00
Other Assets - 6,700.00 7,497.00
Inventories 1,599.00 2,604.00
Trade receivables - 3,101.00 3,550.00
Receivables over 6m 2,575.00 2,954.00
Receivables under 6m 526.00 598.00
Prov for Doubtful -1.00 -3.00
Cash Equivalents 1,036.00 353.00
Loans n Advances 24.00 55.00
Other asset items 940.00 936.00

Total Assets 11,280.00 11,477.00



Cash Flow Statement (CICrores)

Line Item Mar 2025 Mar 2024
Cash from Operating Activity - 2,364.00 -422.00
Profit from operations 755.00 587.00
Receivables 552.00 -1,147.00
Inventory 1,005.00 11.00
Payables 116.00 198.00
Working capital changes 1,672.00 -939.00
Direct taxes -63.00 -70.00
Cash from Investing Activity - -681.00 -464.00
Fixed assets purchased -827.00 -482.00
Fixed assets sold 2.00 64.00
Investments purchased -5,485.00 -5,286.00
Investments sold 5,492.00 5,295.00
Interest received 42.00 43.00
Dividends received 0.00 0.00
Investment in group cos -97.00 0.00
Inter corporate deposits 5.00 5.00
Other investing items 187.00 -105.00
Cash from Financing Activity - -853.00 1,032.00
Proceeds from borrowings 600.00 1,604.00
Repayment of borrowings -1,140.00 -184.00
Interest paid fin -238.00 -178.00
Dividends paid -68.00 -204.00
Financial liabilities -7.00 -7.00
Other financing items 0.00 0.00
Net Cash Flow 831.00 145.00
Free Cash Flow 1,538.00 -840.00

CFO/OP 356.00 -68.00



Key Ratios ([JCrores)

Line Item Mar 2025 Mar 2024
Debtor Days 67.00 76.00
Inventory Days 58.00 95.00
Days Payable 80.00 71.00
Cash Conversion Cycle 45.00 101.00
Working Capital Days 4.00 30.00
ROCE % 7.00 6.00

3.2 Financial Analysis Summary

* Revenue remained stagnant at (16,934 Cr, a marginal decline of 0.28% YoY, heavily anchored by Subsidy
on Urea & Complex Fertilizers which constitutes 58.20% of total operations; the top line was pressured by a
decrease in subsidy revenue from [10,515.63 Cr to [9,855.35 Cr, reflecting a shift in raw material pricing and
policy changes.

» Operating Profit improved to [681 Cr from [520 Cr, driving the OPM % up to 4.00% from 3.00%; this margin
expansion occurred despite Material Cost % rising to 60% and was primarily aided by a reduction in Power
and Fuel expenses to [3,841.15 Cr from [4,178.55 Cr, although natural gas remains a volatile primary cost
driver at [4,316.74 Cr.

* Net Profit grew 22% to [242 Cr, but earnings quality is tempered by the recognition of [288.84 Cr in
estimated subsidy income based on "No Profit No Loss" directives and DAP import packages, which are
pending final government notification and pose a risk of future adjustments.

* Finance Cost surged to [259 Cr from 190 Cr, driven by a tightening monetary environment as evidenced by
the issuance of [B0O Cr in 7.99% Unsecured NCDs to refinance older 6.59% debt; this increase in interest
expense led to a deterioration in Interest Coverage from 2.58 to 2.27, despite the reduction in Total Debt.

» Working Capital management was the standout performer, with Inventories decreasing by 38.6% to 1,599
Cr and Trade Receivables falling to [8,101 Cr; this massive release of cash is reflected in the Cash Flow
Statement where Working capital changes contributed 1,672 Cr, leading to a record CFO of [2,364 Cr
compared to a negative (422 Cr in the prior year.

» Cash Conversion Cycle drastically improved from 101 days to 45 days, fueled by Inventory Days dropping
from 95 to 58 and Debtor Days improving to 67; however, Trade Payables increased to [2,217 Cr,
suggesting the company is stretching supplier terms to manage liquidity, with Days Payable rising to 80.

* Fixed Assets (Net Block) grew to [2,905 Cr supported by Fixed assets purchased of [827 Cr; CWIP
increased to [579 Cr, and Capital Expenditure Commitments have nearly tripled to [2,083.77 Cr, signaling
a massive upcoming capex cycle that will likely necessitate fresh Borrowings.

* Total Debt was reduced to [2,762 Cr from [B,297 Cr, resulting in an improved Debt | Equity ratio of 0.58;
however, the maturity profile is aggressive, with Current Maturities of Long Term Debt rising to [(623.38 Cr,
indicating heavy repayment obligations in the next fiscal year.

* Investments rose to [1,095 Cr, primarily driven by a [96.67 Cr additional investment in the Talcher
Fertilizers Ltd (TFL) JV; TFL remains in a pre-operative phase with a massive JV-level capital commitment
of [6,098.87 Cr, representing a long-gestation risk to capital efficiency.

* CFO | PAT ratio reached an exceptional 9.77, indicating that Net Profit is being converted into cash at a very
high rate due to aggressive destocking; this allowed the company to generate a positive Free Cash Flow of
1,538 Cr, a significant reversal from the negative [840 Cr in FY24, enabling the Repayment of borrowings
of (1,140 Cr.



* ROCE % saw a slight uptick to 7.00% from 6.00%, while ROE % improved to 5.10%; these returns remain
relatively low for the sector, reflecting the capital-intensive nature of the business and the heavy reliance on
government-regulated subsidy margins.

» Other Assets were impacted by a sharp increase in Capital Advances to [169.22 Cr, confirming the start of
a heavy capex cycle, while Other Liabilities include [246.39 Cr in compensation received against arbitration
which acts as a restricted cash buffer but carries significant repayment risk.

» Other Expenses saw a reduction in water charges ([129.38 Cr vs [207.16 Cr) and insurance, though
miscellaneous expenses rose to [66.70 Cr, reflecting general inflationary pressures on non-core operational
costs.

» The dominant financial theme of the year was a massive liquidity unlock through aggressive inventory
liquidation and working capital optimization, which successfully funded debt reduction and the
commencement of a heavy, high-risk capital expenditure cycle.

3.3 Contingent Liabilities & Commitments

« Capital Expenditure Commitments: Tripled to [2,083.77 Cr (FY25) from [¥54.62 Cr (FY24), indicating
massive impending funding requirements.

* Commitment Towards JV (Talcher): Remaining equity commitment of [1,267.51 Cr toward the coal
gasification project.

» GAIL Gas Pooling Dispute: Ongoing dispute regarding gas pooling price differentials amounting to [123.57
Cr. No provision has been made as the company treats this as a receivable from the DoF.

* Thermax Arbitration: The company holds [218.46 Cr deposited by a contractor (Thermax) following an
arbitration award; this is a potential liability if the award is set aside by the High Court.

» Tax Disputes: Excise/Customs/Service Tax disputes of [182.72 Cr and Income Tax demands of [55.09 Cr.

* Claims by Contractors: Outstanding claims amounting to [161.12 Cr.



3.9 Earnings Quality & Forensic Checks



# Check

12

PAT vs CFO
trend

Receivables &
channel-stuffing
signal

Revenue timing
(unbilled/contract
assets)

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

CWIP age and
stalling projects

Deferred tax
asset recognition
adequacy

Impact

Profit 1+ — cash flow exceeds
PAT; [1,672 Cr working capital
release drives CFO to 2,364 Cr.

Revenue 11 — liquidity

improves; combined receivables
and inventory fell (1,454 Cr

against flat sales.

Revenue 11 — timing risk;

1,416 Cr subsidy recognized on
dealer sales before farmer POS

completion.

Neutral — minimal direct

revenue; RPTs primarily involve

strategic investments and
consultancy.

Profit 1 — destocking efficiency;
38.6% inventory reduction vs flat
sales suggests aggressive WC

management.

Neutral — consistent policy;
inventories valued at lower of

cost or net realizable value
(NRV).

Profit 1+ — non-core support; [11
Cr exceptional gain (pre-tax)
includes TDR revaluation and

other adjustments.

Profit 1 — policy shift; 8.00%

discount rate used for

impairment vs 8.50% previously

reduces charges.

Profit 1 — estimate reliance;
[288.84 Cr subsidy income

recognized based on

management's "No Profit No

Loss" estimates.

Neutral — tax alignment; 26%
effective tax rate is consistent
with statutory corporate tax

rates.

Profit | — capital pressure;
CWIP rose 34% to (579 Cr amid
massive new commitments.

Neutral — standard recognition;

DTA/DTL balances appear

Status

a

O

Evidence

PAT (242 Crvs CFO
(2,364 Cr.

Receivables 8,101 Cr
(-12.6%), Inventory
1,599 Cr (-38.6%),
Sales -0.28%.

Contract Liabilities
[49.96 Cr (down from
[209.33 Cr).

TFL Investment [902.15
Cr; FACT interest [5.58
Cr.

Inventory (1,599 Cr
(FY25) vs 2,604 Cr
(FY24); Sales [16,934
Cr.

Inventory write-down of
[11.06 Cr recognized.

Exceptional items 11
Cr (P&L); TDR
revaluation loss [4.37
Cr.

Depreciation [263 Cr
(FY25) vs 233 Cr
(FY24).

Note 50: [175.24 Cr and
[113.60 Cr recognized
as subsidy income.

P&L Tax [B6 Cr (26%);
Cash Tax Paid [63 Cr.

CWIP [579 Cr; Capital
Commitments [2,083.77
Cr.

Reserves increased to
[4,194 Cr.

Notes Detail

Massive inventory reduction
of (1,005 Cr and receivable
collection of (552 Cr
boosted cash.

Note 10: Inventory drop due
to lower stocks of bought-
out DAP and raw materials-
in-transit.

Note 49: Revenue
recognized on sales to
dealers; cash realization
contingent on farmer-level
POS sales.

Note 57.1: Focus is on JV
coal gasification project
(TFL) rather than
commercial revenue
transactions.

Note 10: Significant
reduction in bought-out
products (trading) inventory
improved the cash cycle.

Auditor Note: NRV of DAP/
MOP is a key estimate due
to global price volatility.

Note 66: TDR gains/losses
are volatile; FY24 had a
much higher gain of (48 Cr.

Note 53: Lower discount
rate for CGU impairment
testing potentially overstates
asset carrying values.

Note 50: Income recognized
pending final Gol
notification; risk of future
reversal if norms change.

Note 37: Tax rate remains
stable at 25-26% across
both financial years.

Note 43: Tripling of capital
commitments indicates a
heavy, debt-reliant
expansion cycle ahead.

Balance Sheet: No
significant red flags in



# Check Impact Status Evidence Notes Detail
consistent with timing deferred tax movements or
differences. unrecognised losses.
. . Note 57.1: TFL is in pre-
Neutral — investment focus; TFL Equity Investment .
RPT quantum o operative phase; RCF has
13 [06.67 Cr fresh equity into TFL O [902.15 Cr (FY25) vs L
and trend . [1,267.51 Cr remaining
JV during the year. [B05.48 Cr (FY24). . .
commitment to this JV.
Cash Flow: Strong FCF
L . Profit 1 — sustainable payout; . driven by working capital
Dividend paid vs . Dividend Payout 30%;
14 [68 Cr dividend well-covered by ] release allows for
FCF adequacy FCF 1,538 Cr. .
(1,538 Cr Free Cash Flow. comfortable dividend
distribution.
Auditor Profit | — regulatory rejection; RCF is re-representing, but
15 Emphasis of DoF rejected [204.14 Cr in gas g Auditor Report (p.49). this remains a significant
Matter costs for FY22 and FY23. unprovided risk to the P&L.
Gross non-compliance with
Board Neutral — oversight risk; total SEBI LODR; board
16 Governance absence of Independent O Secretarial Audit (p.48). meetings held without
Failure Directors for nearly five months. requisite independent
quorum.
L Points to a breakdown in
Neutral — custodial risk; fraud : .
Internal Control ) ) o ) internal custodial controls
17 involving missing physical d Management Report. . ) .
Breakdown over physical financial
cheque leaves ([0.99 Cr). )
instruments.
! . JV under NCLT; Board
Profit | — investment loss; total
. superseded; represents a
18 JV Value Erosion loss of control over FACT-RCF O Note 60A (p.226).

Building Products JV.

4. MANAGEMENT & GOVERNANCE

A. Auditor Report & Key Audit Matters

* Audit Opinion Type: Unqualified.

total value loss on the
investment.

* KAM: Subsidy Receivables and Revenue Recognition (Note 49): Auditor flagged the complexity of
subsidy calculations involving input cost escalations/de-escalations. A significant timing gap exists; [1,416.46
Cr of subsidy was recognized based on "sale to dealer," but payment is only triggered upon retail sale to
farmers via POS machines.

* KAM: Valuation of Inventories: Global volatility in DAP/MOP prices necessitated a write-down of [11.06 Cr
to align with Net Realizable Value (NRV).

« KAM: Litigation and Contingent Liabilities (Note 42.1.2): Management exercised significant judgment in
not provisioning for the GAIL gas pooling dispute ((1123.57 Cr) and BMC sewerage charges ([83.48 Cr),
despite regulatory friction.

« Emphasis of Matter: The Department of Fertilizers (DoF) rejected the company's request for recognition of
[204.14 Cr in gas costs for FY22 and FY23. RCF is re-representing, but this remains a significant unprovided
risk.

» Material Weaknesses: The Secretarial Auditor reported gross non-compliance with SEBI LODR regarding
Board and Committee composition, specifically the total absence of Independent Directors for nearly five
months.



B. Related Party Transactions

. . Amount (O

Party Relationship Nature cn Concern

- . . High capital lock-up; project in pre-operative
Talcher Fertilizers Ltd Joint Venture  Equity Investment  902.15 Cr phase

. . Ongoing value erosion during
Talcher Fertilizers Ltd Joint Venture  Share of Loss 0.82 Cr .

construction phase.
Loan Repayment/
FACT JV Partner Int 5.58 Cr Standard recovery of dues.
FACT-RCF Building . Total value loss; under NCLT; Board
Joint Venture  Investment 0.00 Cr

Products superseded.

* RPT Risk Checks: % of Revenue: 5.36% (Safe); % of CFO: 38.41% (Monitor; significant cash diverted to
JVs).

* RPT Verdict: Monitor 00— While transactions are largely capital contributions, the scale of commitment to
Talcher ([2.1k Cr) relative to RCF's net profit creates a massive long-term liquidity overhang.

C. Shareholding

Shareholder Category Mar 2025 (%) Mar 2024 (%)
Promoters 75.00 75.00

Flis Not Disclosed 3.33

Dlls Not Disclosed 0.16

Public Not Disclosed 21.51

* Pledged Shares: 0.00% of promoter holding.

D. Board Composition + KMP Compensation

« Total Directors: 6 (as of March 31, 2025).
* Independent %: 0.00% (0/6) — Grossly non-compliant with SEBI LODR (50% required).
« Women Directors: 3 (Ms. Nazhat J. Shaikh, Ms. Ritu Goswami, Ms. Aparna S. Sharma).

KMP Compensation (Operating Profit Growth: 30.96%) | KMP | Role | FY Current Rem (OCr) | % of EBITDA |
Flag || :---| == | i | :=—- ] :---| | S. C. Mudgerikar | CMD | 0.84 Cr | 0.12% | 0| | Nazhat J. Shaikh | Dir (Finance)
| 0.70 Cr | 0.10% | 0| | Ritu Goswami | Dir (Technical) | 0.53 Cr | 0.08% | 0| | Niranjan S. Sonak | Dir (Marketing)
| 0.13 Cr | 0.02% | | * Analysis: Individual KMP pay is modest and governed by DPE guidelines. No family
relationships exist between Directors or KMPs. Aggregate employee benefit expenses rose 10.16%, trailing the
30.96% growth in Operating Profit.



F. Capital Allocation & Capex

Action FY Current (CJCr) FY Prior (OCr) % of CFO Signal
Dividends 72.82 Cr 68.41 Cr 3.08% Positive
Capex 827.00 Cr 482.00 Cr 34.98% Neutral
Net Debt Change -535.00 Cr 1,420.00 Cr -22.63% Positive
Working Capital Inv. -1,672.00 Cr 939.00 Cr -70.73% Positive
Interest Payments 238.00 Cr 178.00 Cr 10.07% Stress

CAPEX Analytical Notes: * CFO Coverage of Capex: Ratio is 2.86x. FY25 capex was fully self-funded due to
a massive working capital release. * Nature of Capex: Heavy growth orientation: New NPK Plant ([1,494.33
Cr) and Ammonia Revamp ([1,308 Cr). * Deployment Efficiency: Revenue was flat (-0.28%) despite a 14.6%
increase in Gross Block, signaling a temporary lag in asset turnover. * Key Takeaways: The New AN Melt
Plant and Nano Urea Plant are critical for margin expansion, but the massive [2,083.77 Cr capital
commitment will necessitate future borrowing.

H. Risks

1. Subsidy Dependency: 58.20% of revenue from Gol. High cash flow volatility; [(2,574.91 Cr tied in
receivables. (OHigh)

2. Gas Price Volatility: Natural Gas cost [4,316.74 Cr. 10% gas price rise could wipe out the 4% OPM. (CHigh)

3. Thermax Litigation: Dispute over [218.46 Cr award. Potential immediate cash outflow of 90% of annual
PAT. (OHigh)

4. Talcher JV Liability: [1,267.51 Cr remaining commitment. Massive future debt requirement; risk of project
delays. (OHigh)

5. Board Independence: 0% Independent Directors. Regulatory fines; loss of "Navratna" autonomy. (CHigh)

6. GAIL Dispute: Gas pooling price differential. Potential write-off of [123.57 Cr receivable. (OMed)

7. Forex Risk: Unhedged imports/borrowings. Loss spiked 214% to [B5.17 Cr this year. (OMed)

5. SCORECARD & VERDICT

Part A: Scorecard

Dimension Key Evidence One-line Rationale

Declining manufacturing efficiency and shift

Business Quality 2 ! Shift to trading; OPM 4% . )
to low-margin trading.

D/E 0.58x; Interest Coverage High subsidy dependency and rising interest
Financial Health 2 _, 2 e igh subsidy dep y ising i

2.27x costs despite debt reduction.
. ) [288 Cr estimated subsidy; High reliance on unnotified government
Earnings Quality 1 ! . . . s
[204 Cr claim rejected estimates and regulatory rejections.
Management & 1 . 0% Independent Directors; Total collapse of board-level oversight and
Governance SEBI non-compliance gross regulatory non-compliance.
Capital Allocation & Talcher lock-up; Capex Massive capital lock-up in long-gestation

Earnings Visibility commitments [2,083 Cr JVs with low current ROCE (7%).



BUSINESS POSITIVES (for this company this year) * [IStrong Cash Conversion: CFO reached [2,364 Cr
(CFO/PAT of 9.77) driven by a massive 1,672 Cr working capital release. * [IDebt Reduction: Total debt
reduced by [635 Cr to [2,762 Cr, improving the Debt/Equity ratio to 0.58x. * JMargin Expansion: OPM
improved from 3.00% to 4.00% despite flat revenue, aided by lower power and fuel costs. * [JStrategic
Commissioning: Commissioned the 425 MTPD AN Melt plant (Feb 2025) targeting higher-margin industrial
sectors. * OInventory Efficiency: Inventory days dropped significantly from 95 to 58 days, reflecting aggressive
destocking.

BUSINESS NEGATIVES /| CONCERNS (for this company this year) * lGovernance Collapse: Board
independence fell to 0%, leading to gross non-compliance with SEBI LODR for five months. * JRegulatory
Loss: The DoF rejected [204.14 Cr in gas cost claims, directly impacting the quality of the balance sheet. * [
Subsidy Risk: 58.20% of revenue is subsidy-dependent, with [288.84 Cr of income recognized based on
unnotified "estimates.” * Olnterest Stress: Finance costs rose 36% to [259 Cr, causing interest coverage to
drop to 2.27x. * [ICapex Overhang: Capital commitments tripled to [2,083.77 Cr, signaling heavy future debt
requirements. * [JManufacturing Decline: Urea production volumes at Thal and Trombay fell, indicating aging
asset inefficiency.

OVERALL SCORECARD SUMMARY RCEF is currently in a precarious state where optical improvements in cash
flow (driven by one-time inventory liquidation) mask deep structural and governance weaknesses. While the
company successfully deleveraged in FY25, its earnings quality is poor due to heavy reliance on unnotified
government subsidies and the materialization of regulatory gas-price disputes. Governance is at a critical low
with a total absence of independent oversight, and the capital allocation strategy is tied to high-risk, long-
gestation projects like Talcher. Consequently, the business is on a deteriorating trajectory as it transitions from a
manufacturer to a low-margin state trading tool.

Part B: Governance Check Matrix

# Check Status Evidence
1 Audit opinion clean? O Unqualified opinion issued.
2 Promoter pledge = 0? O 0.00% of promoter holding pledged.
Aggregate KMP pay is ~[2.2 Cr vs [242 Cr PAT
3 KMP pay < 5% of PAT? ad
(<1%).
4 RPT quantum < 5% of 0 RPT at 5.36% of revenue (slightly above 5%
revenue? threshold).
5 Board > 50% independent? O 0% Independent Directors as of March 31, 2025.
6 At least 1 woman director? O 3 Women Directors on the board.
7 No statutory dues 0 No major defaults reported; standard tax disputes
outstanding? only.
Fraud involving missing cheque leaves ([0.99 Cr)
8 No fraud reported? O
reported.
9 Audit trail enabled? O Confirmed in Auditor's report.
10 Frequent Auditor change O No frequent changes noted.

Total: 7/10 [— Governance
Rating: 1



Part C: Investor Verdict

THESIS: RCF is a state-governed utility being utilized to absorb international fertilizer price shocks, currently
operating without independent board oversight and facing significant regulatory headwinds. OVERALL
STANCE: AVOID RATIONALE: The total collapse of board independence combined with the rejection of (204
Crin gas claims and a shift toward low-margin trading makes the risk-reward profile unattractive. RE-
EVALUATE WHEN: Board independence reaches >50% AND the Talcher JV achieves mechanical completion
without further cost overruns. BULL CASE: Successful recovery of the (204 Cr gas claim and rapid margin

expansion from the new AN Melt plant (+200 bps OPM). BEAR CASE: Further rejection of subsidy "estimates

(C288 Cr) and a 10% spike in natural gas prices wiping out current operating margins. KEY MONITORABLE:
Subsidy Receivables: [2,574.91 Cr —» Watch for any increase beyond 180 days.

7. YEAR-OVER-YEAR ANALYSIS

7.1 Changes

Metric /
Theme

Summary A Status (Prior
Year)

Re-leveraging; total debt

Capital
. surged 75% to fund 100%
Allocation
debt-backed capex.
. OPM collapsed from 7% to
Margin . . .
. 3% as industrial chemical
Trajectory L
realizations fell.
Severe stress; negative
Working CFO (-[4#22 Cr) due to a
Capital 40.8% spike in subsidy
receivables.
Defensive; prioritizing
Management .
government policy over
Tone
shareholder returns.
16.7% Independent; non-
Board . .
compliant with SEBI
Governance )
regulations.
Capital commitments stood
Capex

at 1,364 Cr for the Talcher
JV.

Commitment

7.2 Persistent Patterns

Summary B Status (Current
Year)

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

OPM slightly improved to 4%
but manufacturing volumes
declined.

Massive unlock; record CFO
(C2,364 Cr) driven by a
1,672 Cr working capital
release.

Defensive and Compliant;
focusing on "milestones" to
distract from regulatory
rejections.

0% Independent; grossly non-
compliant with a total
absence of independent
directors.

Capital commitments tripled
to (2,083 Cr for new NPK and
Ammonia plants.

Forensic Takeaway

The company has pivoted from aggressive
debt-fueled expansion to a temporary
deleveraging phase powered by a massive
one-time inventory liquidation.

Profitability remains stuck at a low-single-
digit baseline as the business structurally
shifts from manufacturing to low-margin
state-mandated trading.

The current year's record cash flow is an
optical anomaly driven by aggressive
destocking rather than a sustainable
improvement in core operational efficiency.

The narrative remains consistently defensive,
prioritizing national policy alignment over the
resolution of significant regulatory cost-
recovery failures.

Governance has devolved from a state of
partial non-compliance to a total vacuum of
independent oversight, significantly
increasing regulatory and fiduciary risk.

A massive impending capex cycle threatens
to reverse recent debt reductions and strain
future liquidity.

« Structural Subsidy Dependency: Over 58-60% of revenue remains structurally tied to government fiscal
policy, making cash flows hostage to sovereign disbursement timelines.

» Aggressive Revenue Recognition: Management consistently recognizes subsidy income based on "sale to
dealer" estimates and unnotified government packages, creating persistent quality-of-earnings risks.



« Capital Lock-up in High-Risk JVs: The company continues to sink massive capital into the long-
gestation Talcher coal gasification project while failing to recover value from impaired JVs like FACT-
RCF.

* Natural Gas Hostage: Profitability is structurally capped by natural gas price volatility and "pool gas" pricing,
which consistently accounts for the vast majority of raw material costs.

« Unresolved Land Title Risks: A multi-decade failure to secure formal title deeds for primary
manufacturing sites at Thal and Trombay remains a persistent legal and asset-ownership anomaly.

* Regulatory Friction and Rejections: Recurring disputes with the Department of Fertilizers and GAIL over
gas cost reimbursements signal a breakdown in the company's ability to recover mandated costs.

* Thermax Arbitration Overhang: The potential liability of (218 Cr regarding the challenged arbitration
award remains a significant, recurring threat to the company's liquidity.

» Manufacturing Inefficiency: Legacy assets at Thal and Trombay continue to show declining production
volumes and energy inefficiencies, necessitating constant, expensive revamps.
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