Rashtriya Chemicals & Fertilizers Ltd — FY 2024 Annual Report Analysis

Annual Report Analysis (Consolidated)

Investor Snapshot

# Analytical point Sentiment

RCF maintains a dominant market position as a Navratna PSU, achieving 9% fertilizer volume growth
(36.01 LMT) and a 91% surge in traded products despite severe macro headwinds.

Revenue contracted 20.8% to 16,981 Cr, driven primarily by a 43% collapse in Industrial Chemical
sales as realizations plummeted 46.9%, exposing high cyclicality and zero pricing power.

Operating margins (OPM) compressed sharply from 7% to 3%, while Interest Coverage deteriorated
from 6.44x to 2.58x, reflecting a significant erosion in operational efficiency.

Net Profit (PAT) plummeted 78% to 225 Cr, with the bottom line further pressured by a 76% reduction
in dividend payouts to conserve dwindling cash reserves.

Total debt surged 75% to 3,297 Cr, fueled by a massive spike in short-term unsecured loans from 60
Crto 1,030 Cr to bridge a widening liquidity gap.

Cash Flow from Operations (CFO) flipped to a negative 422 Cr, failing to cover PAT due to a 40.8%
spike in subsidy receivables now totaling 2,953 Cr.

Capital allocation is under duress as the equity commitment to the Talcher JV nearly doubled to
2,169.67 Cr, creating a substantial long-term funding overhang on the balance sheet.

Earnings quality is poor, with PBT supported by 48 Cr in non-recurring TDR sales and 30.62 Cr in
provision reversals rather than core operational strength.

Governance is a critical red flag; the board is grossly non-compliant with only 16.7% independent
representation, leading to regulatory fines and transparency concerns regarding KMP pay.

The primary risk remains the continued buildup of subsidy receivables beyond 3,500 Cr and
potential cost overruns in the high-stakes coal gasification JV.

The outlook hinges on the September 2024 commissioning of the AN Melt plant and the Ammonia V Revamp
to lower energy costs and pivot toward higher-margin segments.

Investment View: Watch; maintain a cautious stance until CFO/PAT exceeds 1.0x and board independence is
restored, monitoring subsidy disbursements as the key liquidity catalyst.

Final research summary: Rashtriya chemicals & fertilizers LTD (RCF)

1. Business overview

* Business Segments: Operates primarily in two segments: Fertilizers (Urea, Complex Fertilizers like
Suphala) and Industrial Chemicals (Ammonia, Ammonium Nitrate Melt, Methanol).

* Revenue Drivers: Heavily reliant on Government of India (Gol) subsidies, which account for 61.92% of total
revenue. Volume growth in fertilizers (up 9% to 36.01 LMT) was offset by severe pricing pressure.

* Cost Drivers: Natural Gas is the primary cost driver, accounting for 74.1% of raw material costs. Profitability
is highly sensitive to "pool gas" rates and international price volatility.

* Industry Position: Secured Navratna status in August 2023, providing greater financial autonomy. Acts as a
State Trading Enterprise (STE) for Urea and DAP imports.



* Expansion Plans: Key projects include the AN Melt Plant at Trombay ((187 Cr, 425 MTPD) and a Nano
Urea plant (238 Cr, 75 KL/day) using IFFCO technology.

» Acquisitions & JVs: Significant commitment to the Talcher Fertilizers JV (coal gasification), with the equity
investment limit revised upward by 83% to [2,169.67 Cr.

» Segment Performance: Industrial Chemicals revenue collapsed by 43% to [1,939.16 Cr due to falling
international prices. Trading volumes surged 91% as the company pivoted to imported products to protect
volumes.

» Geographical Presence: Primarily domestic focus with manufacturing units at Trombay and Thal,
increasingly involved in international trading of fertilizers.

2. Management commentary & outlook

» Management has shifted focus from "profit maximization" to "strategic alignment" with Government schemes
like Atmanirbhar Bharat and PM-Pranam.

» Guidance suggests a tighter fiscal environment following a 13% reduction in federal fertilizer subsidy
allocations in the Interim Budget FY25.

« Strategic response involves pushing "Urea Gold" (Sulphur-coated urea) and Nano Urea to hedge against
conventional urea subsidy cuts.

» The completion of the Ammonia V Revamp (May 2024) is expected to save 0.18 Gcal/MT in energy
consumption, focusing on variable cost reduction.

* Management remains cautious regarding the Industrial Chemicals segment, citing continued volatility in
international market prices.

* The AN Melt Plant (Sept 2024) and Briquette Fired Boiler (Nov 2024) are highlighted as critical upcoming
milestones for margin improvement.

* The nearly doubled equity commitment to the Talcher JV is framed as a high-stakes strategic bet on coal
gasification technology.

» Management defends the lack of Board independence and SEBI non-compliance fines as a byproduct of
waiting for Government nominations.

» The 76% reduction in dividend payout ([1.24/share) is presented as a prudent measure to manage liquidity
tightening.

* Management Tone: The tone is defensive and compliance-heavy, emphasizing qualitative milestones like
"Navratna status” to mask a 76% drop in PBT. There is a clear prioritization of government policy execution
over minority shareholder return optimization, with a notable lack of transparency regarding KMP
compensation and a "wait-and-see" approach to board-level governance gaps.



3. Financial analysis

3.1 Financial statements

P&L statement ((JCr)

Line item Mar 2024 Mar 2023
Sales 16,981 21,452
Sales Growth % -20.84 67.43
Expenses 16,461 19,968
Material Cost % 59 56
Raw material cost 10,532 11,743
Change in inventory -526 253
Manufacturing Cost % 34 33
Employee Cost % 3 3
Other Cost % 1 1
Operating Profit 520 1,483
OPM % 3 7
Other Income 204 236
Exceptional items 48 95
Other income normal 156 142
Interest 190 234
Depreciation 233 212
Profit before tax 301 1,273
Tax % 25 24
Net Profit 225 966
Exceptional items AT 32 69
Profit excl Excep 193 898
Profit for PE 193 898
Profit for EPS 225 966
Profit Growth % -78 49
EPS (D 4.08 17.52

Dividend Payout % 30 30



Balance sheet ([ICr)

Line item Mar 2024 Mar 2023
Equity Capital 552 552
Reserves 4,054 4,038
Borrowings 3,297 1,877
Long term Borrowings 940 1,035
Short term Borrowings 2,343 828
Lease Liabilities 13 14
Other Borrowings 0 0
Other Liabilities 3,575 3,267
Trade Payables 1,936 2,011
Other liability items 1,639 1,256
Total Liabilities 11,477 9,734
Fixed Assets 2,558 2,543
Land 21.13 21.13
Building 365.40 338.12
Plant Machinery 3,451.42 3,267.73
Equipments 53.89 41.37
Furniture n fittings 18.57 17.98
Railway sidings 29.88 22.92
Vehicles 22.62 18.55
Intangible Assets 0 0
Other fixed assets 139.60 131.48
Gross Block 4,102.51 3,859.28
Accumulated Depreciation 1,544.59 1,316.66
CWIP 431 211
Investments 992 994
Other Assets 7,497 5,986
Inventories 2,604 2,615
Trade receivables 3,550 2,609
Receivables over 6m 2,954 0
Receivables under 6m 598 2,610
Prov for Doubtful -3 -1
Cash Equivalents 353 65
Loans n Advances 55 63
Other asset items 936 635

Total Assets 11,477 9,734



Cash flow statement ((ICr)

Line item Mar 2024 Mar 2023
Cash from Operating Activity -422 787
Profit from operations 587 1,590
Receivables -1,147 182
Inventory 11 -260
Payables 198 -347
Working capital changes -939 -425
Direct taxes -70 -378
Cash from Investing Activity -464 -316
Fixed assets purchased -482 -385
Fixed assets sold 64 0
Investments purchased -5,286 -4,445
Investments sold 5,295 4,454
Interest received 43 10
Dividends received 0 0
Investment in group cos 0 0
Inter corporate deposits 5 5
Other investing items -105 43
Cash from Financing Activity 1,032 -1,560
Proceeds from borrowings 1,604 0
Repayment of borrowings -184 -1,106
Interest paid fin -178 -223
Dividends paid -204 -226
Financial liabilities -7 -5
Other financing items 0 0
Net Cash Flow 145 -1,088
Free Cash Flow -840 402

CFO/OP -68 79



Key ratios

Line item Mar 2024 Mar 2023
Debtor Days 76 44
Inventory Days 95 80
Days Payable 71 61
Cash Conversion Cycle 101 63
Working Capital Days 30 35
ROCE % 6 21

3.2 Financial analysis summary

* Revenue declined by 20.84% to [16,981.00 Cr, primarily driven by a 46.9% collapse in industrial product
realizations and a reduction in Subsidy income from [13,568.89 Cr to [10,515.63 Cr; this top-line contraction
directly impacted Operating Profit, which plummeted 64.9% to [520.00 Cr.

* OPM % compressed from 7.00% to 3.00% as Material Cost % rose to 59.00% and Power and Fuel costs
remained a significant 24.61% of Revenue, with Natural Gas accounting for 74.1% of raw material inputs.

* Net Profit fell sharply by 78.00% to [225.00 Cr, further pressured by a 238% spike in Other Expenses related
to water charges ([207.16 Cr vs [61.29 Cr) and a reliance on Exceptional items of [48.00 Cr from TDR sales
to support Profit before tax.

» Trade Receivables surged 36.1% to [B,550.00 Cr despite falling sales, with Subsidy Receivable growing
40.8% to [2,953.31 Cr, leading to a massive cash outflow in Working capital changes of -[939.00 Cr and a
negative CFO of -[422.00 Cr.

« Inventory management showed signs of stress as Inventory Days increased to 95.00, driven by an 88.65%
spike in Stock-in-trade (imported fertilizers) to [971.80 Cr, indicating an inventory overhang that absorbed
liquidity on the Balance Sheet.

« Total Debt nearly doubled to [B,297.00 Cr from [1,877.00 Cr, with Short term Borrowings spiking to
[2,343.00 Cr to fund the Working Capital gap; specifically, unsecured rupee loans jumped from [60.08 Cr to
[1,030.00 Cr at higher interest rates of up to 8.55%.

* Interest Coverage deteriorated from 6.44 to 2.58, reflecting the dual impact of lower EBIT and higher debt
levels, while Debt / Equity rose to 0.72, signaling increased financial leverage to sustain operations.

 Cash from Investing Activity of -[464.00 Cr was dominated by Fixed assets purchased of [#82.00 Cr, while
CWIP increased to [431.00 Cr, and the company faces a massive future Capital Commitment of [1,364.19 Cr
towards the Talcher Fertilizers JV.

* Free Cash Flow turned deeply negative at -[840.00 Cr compared to positive [#02.00 Cr in the prior year, as
CFO failed to cover Capex, forcing the company to rely on Proceeds from borrowings of [1,604.00 Cr to meet
obligations and pay Dividends of [204.00 Cr.

* ROCE % collapsed from 21.00% to 6.00% and ROE % fell to 4.88%, indicating a severe decline in capital
efficiency as the Total Assets base expanded to [11,477.00 Cr while Net Profit margins thinned to 1.33%.

« Other liability items increased to [1,639.00 Cr, including a 25x spike in "Other Payables - Tie Ups" to
[228.28 Cr and a surge in Contract Liabilities to [209.33 Cr, suggesting a buildup of short-term operational
obligations.

» Other assets were impacted by a 41% jump in GST receivables ([249.48 Cr), suggesting a buildup of input
tax credits that are not being utilized or refunded quickly, further straining liquidity.



» Overall Synthesis: FY24 was characterized by a severe liquidity crunch and margin erosion as a 20.84%
Revenue drop coincided with a 40.8% spike in Subsidy Receivable, flipping CFO to negative -[422.00 Cr and
forcing a 75% increase in Total Debt to fund a bloated Cash Conversion Cycle of 101 days.

3.3 Contingent liabilities & commitments

* Income Tax Disputes: [B86.61 Cr currently in appeal.
» Excise & Custom Duty Disputes: [151.26 Cr currently in appeal.

» Water Charges (BMC Dispute): [B6.73 Cr stayed; RCF has deposited [16.00 Cr as an interest-free deposit
which is not yet expensed.

* Capital Commitments: [754.62 Cr for tangible assets.
* Talcher Fertilizers JV Commitment: [1,364.19 Cr remaining commitment; total equity commitment revised
to [2,169.67 Cr.

« Arbitration Award Risk: [218.46 Cr received from M/s Thermax Ltd is challenged in High Court; if set aside,
RCF must refund the amount plus 6% interest within 10 days.



3.9 Earnings quality & forensic checks



# Check

1

11

12

13

14

15

16

17

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 +
cash tax vs P&L tax

CWIP age and stalling
projects

Deferred tax asset
recognition adequacy

RPT quantum and trend

Dividend paid vs FCF
adequacy

Subsidy Recognition
Estimates

P&K Fertilizer
Compensation

Gas Pool Price Dispute

Large Corporate Debt
Shortfall

Impact

Profit | — earnings overstate cash;
negative CFO of [422 Cr lags PAT
significantly.

Revenue 11 — subsidy recognition on
dealer sale masks pending retail POS
verification.

Revenue 1 — customer advances spike
suggests aggressive year-end cash
collection timing.

Neutral — transactions with government
entities conducted at arm's length basis.

Profit | — stock-in-trade buildup of
88.6% indicates significant unsold
imported inventory.

Neutral — valuation remains at lower of
cost or net realizable value.

Profit 1 — non-recurring TDR sale gains
inflate PBT by over 13%.

Profit 1 — 10-year useful life for CGU
testing may understate annual
depreciation.

Profit 1 — reversal of PF and doubtful
debt provisions provides paper boost.

Profit | — cash tax paid significantly
lower than P&L tax provision.

Neutral — CWIP increase aligns with
massive future capital commitment to
Talcher.

Neutral — DTA/DTL balances appear
consistent with timing differences in
depreciation.

Profit | — unrecognized losses in FRBL
JV signal total value erosion risk.

Profit | — dividend paid despite negative
free cash flow strains balance sheet.

Revenue 11 — Significant judgment in
estimating escalations/de-escalations of
input costs.

Revenue t — Recognition of estimated
compensation without final Govt audit.

Profit 1 — Recognition of disputed

receivable from Department of Fertilizers.

Status

Notes detail

Note 11: Subsidy receivable growth of
40.8% despite revenue decline.

Note 49: [2,141.70 Cr subsidy
recognized but pending retail POS
verification.

Note 24C: Significant increase in
customer advances at year-end.

Note 57.4: Arm's length transactions with
other Government entities.

Note 10: Strategic shift or buildup of
unsold imported DAP/NPK.

Note 10: Valuation includes subsidy as
part of net realizable value.

Note 30: Exceptional items include sale/
revaluation of Transferable Development
Rights.

Note 53: Impairment testing uses
management estimates for useful life.

Note 38: Provision reversals credited to
P&L, aiding reported margins.

P&L Tax % vs Cash Flow Statement
"Direct taxes" line.

Note 43: Capital commitments tripled to
(1,364 Cr for Talcher JV.

Balance Sheet: Other liability items
include deferred tax components.

Note 57.1: RCF stopped recognizing
losses as they exceeded investment
value.

Cash Flow Statement: Financing activity

used to cover FCF deficit.

Note 49: Subsidy recognized on "sale to
dealer" basis before retail POS.

Note 51: Claim based on DoF assurance
letter, not yet finalized.

Note 48: Risk of write-off if DoF rejects
higher spot price reimbursement.

Worker 1A: Cited "unfavourable bond
market" as reason for non-compliance.



# Check Impact Status Notes detail

Neutral — Failure to meet mandatory
25% incremental borrowing via debt
securities.

4. Management & governance

A. Auditor report & key audit matters

 Audit Opinion Type: Unqualified.

* KAM: Subsidy Recognition: Complexity in estimating subsidy income under NPS/NBS schemes.
Management recognizes claims on a "sale to dealer" basis, but actual payment is triggered by retail sales via
POS machines. Significant judgment is required in estimating escalations/de-escalations of input costs.

* KAM: P&K Fertilizer Compensation: Recognition of [207.23 Cr as "estimated compensation" for losses on
imported P&K fertilizers based on a DoF assurance letter. The claim is not yet audited or finalized by the
Government, posing a risk to revenue quality.

* KAM: Gas Pool Price Dispute: [80.57 Cr shown as receivable from DoF. RCF used cheaper non-urea gas
for urea operations and is claiming reimbursement at higher spot prices. Risk of significant write-off if DoF
rejects the claim.

* KAM: Arbitration Award Risk: [218.46 Cr received from M/s Thermax Ltd via arbitration, currently
challenged in High Court. If the award is set aside, RCF must refund the full amount plus 6% interest within
10 days.

» Material Weaknesses: Secretarial Auditor noted significant non-compliance with SEBI LODR regarding
Board and Committee composition.

B. Related party transactions

Amount (O

Party Relationship  Nature cn Concern

- . . High capital commitment; limit raised to
Talcher Fertilizers Ltd Joint Venture  Equity Investment 805.48 Cr

2,169.67 Cr
FACT-RCF Building . Total value erosion; under NCLT; 74.54 Cr
Joint Venture  Doubtful Advances  37.87 Cr .
Products unrecognized loss
Urvarak Videsh Ltd Joint Venture  Equity Investment 0.18 Cr Full provision for diminution
Loan Repayment/ . .
FACT Ltd JV Partner Int 5.46 Cr Recovery of inter-corporate deposit
. . ) Raw Material Not Prior year was 481.23 Cr; lack of current
Indian Potash Limited Associate . .
Purchase disclosed disclosure

RPT Risk Checks: * % of Revenue: 4.99% (Safe). * % of CFO: N/M (CFO is negative [422.00 Cr) - High
Risk; capital tied in failing JVs while operations burn cash.



C. Shareholding

Shareholder category Mar 2024 (%) Mar 2023 (%)
Promoters 75.00 75.00

Flls 3.33 2.97

Dlls 0.16 0.16

Public 21.51 21.87

* Pledged Shares: 0.00% of promoter holding.
D. Board composition + KMP compensation

* Total Directors: 6 (as of March 31, 2024).
* Independent %: 16.67% — Grossly nhon-compliant with SEBI (50% required).
* Women Directors: 2 (Ms. Nazhat J. Shaikh - Finance; Ms. Ritu Goswami - Technical).

« KMP Compensation: Individual remuneration not explicitly broken down (transparency gap). Aggregate
employee costs decreased 21.6% YoY, aligning with the 64.9% collapse in Operating Profit. As a CPSU, pay
is governed by DPE guidelines.

F. Capital allocation & capex

Action FY current (JCr) FY prior (JCr) % of CFO Signal
Dividends 68.41 Cr 292.39 Cr N/M Positive
Capex 482.00 Cr 385.00 Cr -114.22% Stress
Net Debt Change 1,420.00 Cr -1,102.00 Cr -336.49% Risk
Working Capital Inv. 939.00 Cr 425.00 Cr -222.51% Stress
Interest Payments 178.00 Cr 223.00 Cr -42.18% Positive

CAPEX Analytical Notes: * CFO Coverage of Capex: Ratio is -0.87x. CFO is insufficient to fund any capex;
the (482 Cr program is 100% debt-funded. * Nature of Capex: Growth-oriented (New AN Melt Plant (187 Cr,
Nano Urea Plant [238 Cr). * Deployment Efficiency: Revenue fell 20.8% while Gross Block grew 6.3%,
showing a sharp deterioration in asset turnover. * Key Takeaways: The Ammonia V Revamp ([101.88 Cr) and
AN Melt Plant are critical for future margins, but current execution is hampered by a liquidity crunch.

H. Risks

e Subsidy Dependency: 61.92% of revenue from Gol; [2,953.31 Cr tied in receivables. Impact: High cash
flow volatility and interest cost spikes if payments delay. (High)

* Gas Price Volatility: Natural Gas is 74.1% of raw material costs. Impact: 10% rise in gas could wipe out the
thin 3% OPM. (High)

* Litigation (Thermax): Dispute over [218.46 Cr arbitration award. Impact: Potential immediate cash outflow
of ~97% of annual PAT. (High)

« JV Commitment: [1,364.19 Cr remaining commitment to Talcher JV. Impact: Massive future debt
requirement and risk of further value erosion. (High)

* Interest Rate Risk: [594.98 Cr in floating rate debt. Impact: Rising rates (now 8.55%) further compress thin
margins. (Med)



» Board Non-compliance: Only 1 Independent Director. Impact: Regulatory fines and potential risk to
"Navratna" status. (Med)

5. Scorecard & verdict

Part a: scorecard

Dimension Key evidence One-line rationale

Revenue -20.8%, Industrial  Moderate diversification but high cyclicality and

Business quality 3 ! . . .
-43% zero pricing power in chemicals.
. . D/E 0.72x, CFO -422 Cr, Negative CFO and doubling of short-term debt
Financial health 2 ! . .
Int. Cov 2.58x to fund working capital stress.
. ) CFO < PAT, Subsidy Aggressive subsidy recognition and reliance on
Earnings quality 2 ! .
Receivables +40.8% TDR sales to support PBT.
Management & 2 . 16.7% Independent Gross board non-compliance and lack of
governance Directors, SEBI fines transparency in KMP pay.
Capital allocation & 9 . ROCE 6%, Talcher Value-destructive returns with massive debt-
earnings visibility commitment [(2.1k Cr funded JV commitments.

Business positives (for this company this year) * Navratna Status: Granted in August 2023, providing higher
autonomy for capital expenditure up to [1,000 Cr. * Volume Growth: Fertilizer sales volume grew 9% to 36.01
LMT despite the revenue decline. * Strategic Expansion: Completion of Ammonia V Revamp (May 2024) and
upcoming AN Melt Plant (Sept 2024) target higher-margin segments. * Trading Pivot: 91% surge in traded
product volumes (8.54 LMT) helps maintain market share during manufacturing headwinds.

Business negatives | concerns (for this company this year) * Cash Flow Stress: CFO turned negative to -
(422 Cr against a PAT of [225 Cr, driven by a 40.8% spike in subsidy receivables. * Margin Collapse: OPM
compressed from 7% to 3% as industrial chemical realizations fell by 46.9%. * Debt Surge: Total debt increased
75% to [B,297 Cr, with unsecured short-term loans spiking from 60 Cr to [1,030 Cr. * Governance Vacuum:
Board is grossly non-compliant with only 1 Independent Director, leading to fines from NSE/BSE. * Capital
Overhang: Equity commitment to Talcher JV nearly doubled to [2,169.67 Cr, creating a massive future funding
liability. * Earnings Quality: PBT was supported by [48 Cr in non-recurring TDR sales and [B0.62 Cr in
provision reversals.

OVERALL SCORECARD SUMMARY RCEF is currently experiencing a severe "mean reversion" characterized
by collapsing margins and a significant liquidity crunch. The company's financial health has deteriorated as it
relies on expensive short-term debt to fund a bloated working capital cycle and negative free cash flow.
Governance is a major red flag due to the hollowed-out board, while capital allocation is under pressure from
massive, low-visibility JV commitments.



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 government-mandated entity currently struggling with a margin collapse and a debt-funded
transition into higher-margin chemicals and coal gasification. Overall stance: Watch Rationale: Negative CFO
and governance non-compliance outweigh the qualitative benefits of Navratna status. Re-evaluate when: CFO/
PAT returns to >1.0x and Board independence is restored to >50%. BULL CASE: Successful commissioning of
AN Melt plant and timely subsidy disbursement leading to [500 Cr+ FCF. BEAR CASE: Further [500 Cr+ cost
overrun in Talcher JV or rejection of (B0 Cr gas pool claim by DoF. Key monitorable: Subsidy Receivables:
[2,953 Cr —» Watch for any increase beyond 8,500 Cr.



7. Year-over-year analysis

7.1 Changes

Metric /
theme

Summary a status (FY23)

Deleveraging focus; debt

Capital
P . reduced by [1,102 Cr with
Allocation
self-funded capex.

. OPM at 7.00%; Industrial
Margin .

. Chemicals at record revenue
Trajectory
(CB,406 Cr).

. Positive CFO (787 Cr) and
Working .
Capital FCF ([#02 Cr); subsidy

P receivables improving.
Confident and strategic;
Management emphasizing deleveragin
Tone b . . g ] ging
and diversification.
Sustainable 30% payout
Dividend > pay
) (C226 Cr) well-covered by
Policy
free cash flow.
37.5% Independent; non-
Board . .
compliant with SEBI
Governance

regulations.

7.2 Persistent patterns

Summary b status (FY24)

Re-leveraging; total debt
surged 75% ([B,297 Cr) to fund
100% debt-backed capex.

OPM collapsed to 3.00%;
Industrial Chemicals revenue
fell 43%.

Negative CFO (-[#22 Cr) and
FCF (-840 Cr); subsidy
receivables spiked 40.8%.

Defensive and compliance-
heavy; prioritizing government

policy over shareholder returns.

Payout slashed by 76% ([68
Cr) to conserve cash amid
negative FCF.

16.7% Independent; grossly
non-compliant with active
exchange fines.

Forensic takeaway

The company has pivoted from balance
sheet cleanup to aggressive, debt-fueled
expansion amid a cash crunch.

Profitability has reverted to a low-margin
baseline as the high-margin chemical
cushion evaporated.

A severe liquidity trap has emerged where
earnings are entirely decoupled from cash
realization.

Management has shifted to a "survival and
mandate" mode, masking poor financial
performance with qualitative milestones.

The dividend cut signals a breakdown in
the company's ability to return capital while
meeting government-mandated JV
commitments.

Governance has deteriorated from a minor
oversight to a structural vacuum, increasing
regulatory and oversight risk.

» Extreme Subsidy Dependency: Revenue remains structurally tied to government fiscal policy, with
subsidies consistently accounting for over 60% of the top line.

» Aggressive Earnings Recognition: The company consistently recognizes subsidy income on a "sale to
dealer" basis rather than retail POS verification, leading to persistent quality-of-earnings concerns.

* Reliance on Non-Core Gains: Reported PBT is habitually inflated by non-recurring exceptional items,
specifically the sale and revaluation of Transferable Development Rights (TDR).

» Natural Gas Sensitivity: Profitability remains entirely hostage to "pool gas" rates and international price

volatility, as gas consistently accounts for ~74% of raw material costs.

« JV Value Erosion: The company continues to sink capital into failing or impaired joint ventures
(FACT-RCF, Urvarak Videsh) while increasing commitments to the high-risk Talcher coal gasification

project.

* Documentation Lapses: A multi-decade failure to secure title deeds for land at Thal and Trombay
remains an unresolved legal and asset-ownership risk.

* PSU Compensation Structure: KMP and employee remuneration remain decoupled from financial
performance, following rigid DPE guidelines rather than incentive-based structures.

« Persistent Regulatory Friction: Recurring non-compliance with SEBI board independence requirements
suggests a structural inability or unwillingness to meet private-market governance standards.
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