To,

KINEGO

DIRECTORS’ REPORT

The Members,
Kineco Limited

Report of the Board of Directors for the Financial Year ending 31t March, 2023

Your Directors present herein below the 28" Annual Report on the business and operations
of the Company and the financial statements for the Financial Year ended 31t March,
2023.

1) Einancial & Business Highlights (Standalone and Consolidated):
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Standalone
A snap shot of the performance of the company as per Standalone financial statement
is as under:
(Rs. In Crore)

Particulars For FY 2022-23 For FY 2021-22
Turnover (Net) 120.15 149.59
EBITDA 0.18 17.04
Profit/(Loss) before tax (14.46) 2.04
Profit/(Loss) after tax (11.66) (0.41)
Cash Profit (10.07) 7.20

Consolidated
A snap shot of performance of the group as per consolidated financial statement is as
under:
(Rs. In Crore)

Particulars For FY 2022-23 For FY 2021-22
Turnover (Net) 167.22 201.91
EBITDA 8.86 29.72
Profit/(Loss) before tax (8.68) 11.55
Profit/(Loss) after tax (8.53) 6.22
Cash Profit 1.07 15.89

Year in Retrospect

During the year under review, your Company posted annual revenues of INR 120.15
Crs (standalone) / INR 167.22 Crs (consolidated), registering a Y-o-Y decline of 19.54%
(standalone)/ 17.18% (consolidated). After recording a strong performance in previous
FY2021-22 with record high revenues, the Company had to tide over a difficult market
environment in its mainstay railway business with volatile price movements in major
input commodities that resulted in the Company posting a subdued performance in the
year under review. The Company’s profitability took a significant hit with Earnings
before Interest, Dep. Tax & Amortization (EBITDA) coming at INR 0.18 Crs (standalone)
/ INR 9.60 Crs and Profit before Tax at INR (14.46 Crs) (standalone)/INR (8.68 Crs)
(consolidated).

Your Company in its director’s report in last year had highlighted the potential risk due
to prevalence of fierce competitive pricing in railway market. During the year in review,
especially from Q1 to Q3 of FY2022-23, these competitive pressures manifested
themselves denting our margins in rail business. This was coupled with the steep rise in
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commodity prices affecting prices of our bulk raw materials as well as that of
components and systems that the company buys as inputs for its turnkey rail business.

The Company had two major orders for execution during the year under review,
namely:
e Tejas train order for 76 coaches, valued at INR 27.76 crores exclusive of GST
and

e Garibrath train order for 191 coaches, valued at INR 69.32 crores exclusive of
GST.

Cost of executing both these orders had skyrocketed mainly attributable to spike in
commodity prices. In addition, these projects witnessed persistent delays due to
customer induced disruptions and inefficiencies in granting approval for design,
prototype and quality assurance plans.

In order to retain its reputation despite the increased costs and time delays, the
Company proceeded with execution of these orders in a time bound manner. While the
Company could progress with execution of Tejas order to a large extent maneuvering
through challenges posed by the customer due to delays, the Company was confronted
by an unreasonable action by its customer MCF who not only initiated cancellation of
Garibrath order in Oct 2022 but imposed a General Damages of INR 8.18 crores on the
company as general damages. The Company invoked arbitration proceedings against
MCF challenging cancellation of impugned order and has obtained an interim stay order
from Hon’ble Arbitral Tribunal preventing the customer MCF from adjusting the penalty
amount or withholding payments that are otherwise due to the Company by MCF upon
fulfilment of contractual obligations in other orders. The Hon'ble Arbitral Tribunal, while
observing that Prima facie Kineco has a strong case and balance of convenience is its
favour, passed an interim order dated 08.04.2023 directing both the parties to maintain
status-quo and directed MCF not to withhold/stop any payment of bill(s) raised by
Kineco, until publication of final Arbitral Award. Based on this order, MCF has not
withheld or deducted amounts from bills, which were payable to Kineco. Ultimately,
during Q1 of FY 2023-24 the Company won the arbitration proceedings, wherein not
only has MCF been directed to withdraw the General Damages wrongfully imposed, but
the Tribunal has also awarded the Company an amount of Rs. 2.44 Crores.

The net result of the above circumstances was that Company suffered a double
whammy in terms of loss of revenue and fall in profitability. However, the Company was
able to mark a turnaround in Q4 FY 2022-23 by ramping up the execution of its record
order of INR 113 Crores bagged in Q2 for supply and installation of modular interiors for
Vande Bharat semi-high speed trains. The Company was able to arrest its losses and
achieve breakeven profitability (PBT of INR 0.92 Crs) in Q4. The Company expects to
build on this momentum and return to stable and profitable growth in FY2023-24 on the
strength of its order backlog of INR 105 crores.

During the year in review, despite the challenges, the Company marked a significant
strategic milestone in its rail business transformation when it l[aunched its proprietary
New Gen Rail Product Portfolio for High Speed Trains under its newly conceived
international brand “Kineco Global Rail’ at the InnoTrans 2022 Expo, Berlin in Sept
2022. The products included PRM Type Toilet Module, Vacuum Pressure Toilet Waste
Evacuation System (Patent Pending) and Automatic Sliding Door Assembly (Patent
Granted). These products are benchmarked to global standards of quality, reliability &
safety and have been designed and developed by the Company’s in-house R&D centre,

==._which is led by global experts of train technologies.




The Company’s rail business has embarked on a global journey and is experiencing
good traction with global rail car builders for its product offerings for both their Indian
and overseas projects. The Company is committed to turn challenges of this year into
opportunities in this fast growing and evolving market which has seen sizeable Vande
Bharat train contracts awarded to private players in the year under review. Though the
Company has always strived to organize its infrastructure and manpower resources as
per global benchmarks, in order to fully capitalize on these opportunities, the Company
will need targeted investments for expansion, augmentation and upgradation of its
manufacturing infrastructure, facilities, competencies and technical capabilities. This
undoubtedly will create the need for mobilizing resources to fund this capex and other
growth oriented investments as well as continue the momentum of its R&D program.

The Company aims to be the partner of choice to global private rail car builders while
maintaining its leadership position as a complete interior furnishing solutions provider to
Indian Railways.

During the year under review, the Company’s Defence business registered a 30% YoY
growth in revenues to INR 25.25 Crs as compared to INR 19.29 Crs in the previous FY.
The Company's foray in defence export business saw early success this year with
supplies of critical composite structures and assemblies to global defence OEMs in UK
for marine applications. The Company also executed significant part of its contract with
Bharat Electronics Limited for supply of carbon antenna cabins for naval warships. The
Company continues to be the flag bearer of India’s ‘Make in India for Defence’ Mission
and has plans to expand into new allied segments such ballistic personal protection
gear for defence forces.

During the year under review, the Company’s Industrial business consolidated its
position with its signature customer for export of composite pressure vessels for global
desalination projects. The Company also marked its entry in US transportation sector by
bagging its first sizeable order for composite bus body exterior panels.

AEROSPACE

During the year under review, the Company’s Aerospace business Kineco Kaman had
the first year of operations without any Covid-19 pandemic induced restrictions. During
the pandemic and in its aftermath, the aerospace sector across the globe was affected
due to supply chain uncertainties and disruptions. The Aerospace business also
experienced price volatility and delays in supply of materials and components used in
our manufacturing process.

Despite this challenging environment, Kineco Kaman concluded this year with minimum
impact on its revenue and profitability. The Company registered a turnover of INR 51.06
Crs during the year as against INR 52.48 Crs during last year. The Earnings before
Interest and Depreciation marginally dipped from INR 12.68 Crs to INR 11.97 Crs.
Moreover, the Company'’s order book and order pipeline continues to remain stable with
moderate growth expectations. During the year under review, the Company continued
to avail services of its Aerospace Advisory Board comprising of seasoned aerospace
professionals to pursue business opportunities in Europe & UK and had a series of
constructive meetings with key OEMs and Tier-1 aerospace entities. The Company also
participated in important national and international aerospace, defense and composite
exhibitions shows like JEC, Farnborough Air Show, Def expo, ICERP & Aero India
during the year.




The Company continued to fulfill the expectations of its customers on timely delivery
and quality parameters in 2022-23. The Company maintained 100% on-time delivery &
100% quality performance in respect of its deliveries to its flagship customer BAE
Systems during the year. The Company is in advanced stage of finalising a multi-year
repeat contract with its flagship customer BAE Systems.

During the year under review, the Company marked a historic and proud milestone
when it contributed to the prestigious LVM3-M2/0OneWeb India-1 Mission launch by The
Indian Space Research Organisation (ISRO) on 23rd October, 2022 which placed a
constellation of 36 broadband satellites developed by OneWeb, a UK based company,
to Low Earth Orbit. The first Composite Equipment Bay Shroud (EBS) Assembly and
other C25 CFRP elements supplied by your company to Vikram Sarabhai Space Centre
(VSSC) were an integral of this landmark launch, which marked ISRO’s foray in the
global commercial launch service market.

Kineco Kaman’s expertise in meeting ISRO-VSSC’s stringent quality parameters and
delivery timelines was instrumental in your company being awarded the prestigious
contract from VSSC for Supply of Crew Orbiter Module Adaptor Assemblies (OMA) for
India’s first Human Space Flight Mission — Gaganyaan. Your company is proud to be a
part of India’s mission to become self-reliant in space technologies and is considered as
the foremost partner for high quality precision components in such critical projects.

The Company’s engagement with the Israeli Aerospace & defense industry grew
stronger during the year. The Company completed its initial order of Boeing Passenger
2 Freighter Conversion on the B-737 platform and apart from winning a repeat order
has also been successful in securing an order on the growing B-767 platform.

The commissioning of the 7-Meter-long 14 Axes Dual Robotic Arm Ultrasonic C-Scan
Equipment procured from Fill-Austria is progressing as per the project schedule. Your
Company is confident that this state of the art C-scan equipment shall be instrumental
in winning critical new long term contracts with global OEM's & Tier-1s.

PULTRUSION

During the year under review, the Company’s Pultrusion business Kineco Exel
Composites recorded Net Revenue from operations for FY 2022-23 of INR 7.39 Crs
against INR 3.97 Crs clocked in the previous financial year. The Company posted a
negative Earnings before Interest, Depreciation, Tax and Amortization (EBIDTA) in
current financial year of INR 1.65 Crs as compared to INR 0.81 Crs in the previous FY
and a negative Net Profit after Tax of INR 2.99 Crs in current FY against INR 1.25 Crs
in previous FY.

The Company’s business is still at a nascent stage and the Company considers the
losses in the year gone by as an investment towards building a profitable and
sustainable business in the near future.

The Company currently serves the telecommunication market. This market has slowed
down in the past 3 years and therefore offers limited opportunities for growth.

During this period, the Company has been making significant investment in Human
Resources, Business development and Product Development, in order to on board new
and emerging opportunities in Indian market, particularly pultruded profiles for wind
energy generators.




The Company is in advanced stages of on-boarding new global customers following
which the Company would be well on its way to achieve exponential growth in sales and
revenue and turn profitable within the next 15 to 18 months.

2) Management Discussion and Analysis

a. Industry structure and developments.
Kineco offers a wide spectrum of composites for Aerospace, Defense, Railways,

Automotive and Telecommunication sectors. The Company’s primary business
activity is manufacturing and selling of composite FRP products to these end use
sectors. The Company's production facilities are located at Goa, India. As such
there are no reportable geographic segments.

b. Outlook on Opportunities, Threats, Risk and Concerns.
The Company expects the margins in railways to remain under competitive
pressure. To overcome these market conditions, the Company is taking various
initiatives on operational excellence, which will result in higher efficiencies and lower
costs. The Company is consistently pursuing new opportunities and partnerships to
grow its non-railway business that will allow it to decrease its dependency on the
railway business.

c. Internal control systems and their adequacy.

The Company has adequate Internal Control procedures commensurate with its size
and nature of the business. These business control procedures ensure efficient use
and protection of the resources and compliance with the policies, procedures and
statutes. The Internal Control system provide for well-documented policies,
guidelines, authorizations and approval procedures. The Internal Auditors of the
Company, RGN Price & Co., had carried out Internal Audit extensively throughout
the year. The prime objective of such Audit is to test the adequacy and effectiveness
of all Internal Controls laid down by the management and to suggest improvements,
wherever necessary.

d. Financial performance
The Consolidated Earnings before Interest, Depreciation, Tax and Amortization
(EBIDTA) stood at Rs. 8.86 Cr in FY 2022-23, as compared to Rs. 29.72 Cr in the
previous FY, thereby recording a decrease of 70% YoY.
The Consolidated Net Loss after Tax in the year is Rs. (8.53) Cr from Rs. 6.22 Cr in
previous Financial Year Net Profit.

e. Human Resources / Industrial Relations
Human resources continue to be a key thrust area for the company. The Company's
relationship with its employees continues to be cordial. This year the Company
organized virtual training workshops to enhance the skill levels of its employees.
The Company also conducted a number of employee engagement e-workshops
during the year. The number of employees stood at 203 as on 315 March, 2023.

3) Comments on audit report:

There were no qualifications, reservations or adverse remarks made by the Statutory
Auditors in their Report.

However, with regards to the observation of the Statutory Auditors in their Independent
Auditors’ Report for year ending 315t March 2023 at Clause (xix) under Annexure “A” to
the Independent Auditors’ Report, in connection with the cash losses incurred during
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4)

the financial year with an increase in short term borrowings and cash credit facility, the
Board would like to comment as follows:

1. The increase in the cash credit facility was not only a result of the losses incurred
by the company during the year, but also on account of delays in receipt of payment
by its Customers.

2. Further, the company was confronted with an unjust cancellation of a Contract, by
its customer ‘Modern Coach Factory’ (MCF), with an order for recovering an
amount of Rs. 8.17 Crores as General Damages. The Company invoked Arbitration
against this unjust order, the details of which are disclosed in the Note 37 -
Contingent liability in the Standalone Financial Statements ending 31t March 2023.

3. In addition to the above, the Company had also invoked arbitration against its
customer, ‘Integral Coach Factory’ towards unjust withholding of differential GST
amount. While the Company won the arbitration, since ICF failed to pay the award,
the Company filed an Execution Petition at the Madras High Court™ for enforcement
of the Arbitral Award amounting to Rs. 4.83 Cr, along with interest as stated in the
said Award.

As a result of the above, combined with margin pressures owing to cut throat
competitive market forces, the Company’s cash flows came under pressure in the last
Financial Year. Due to this, the Company was compelled to resort to increasing its cash
credit facilities for working capital management and meeting its short term obligations.

However, while the Company is confident to turnaround its losses given its robust order
book with better margins during Q2 and Q3 of the current financial year, the following
turnaround took place during Q1 of the financial year 2023-24:

- In the Arbitration invoked by the Company (at above pt.2), the Hon' Arbitral Tribunal
directed MCF to fully withdraw the General Damages wrongfully imposed on the
Company amounting to Rs. 8,17,97,681.90, and also withdraw any letters written to
other Railway units for withholding any such amounts towards General Damages.
Further, the Tribunal has also awarded the Company an amount of Rs.
2,44,57,726.00, which MCF is directed to pay within 45 days from the date of
publication of the award i.e. 19th June 2023, failing which they will have to pay a
simple interest of 9.5% till the date of payment.

- Further during quarter 1 of FY 2023-24 ICF too fully paid the award mentioned at pt.
3 above along with interest till date of payment, amounting to Rs. 5,20,78,985
(principle amount of Rs. 4,83,39,003 along with an interest of Rs. 37,39,982).

As a result of the above developments, the company has adequate liquidity and will be
in a position to meet its short-term obligations.

Appointment of Statutory Auditors:

M/s. V.B. Prabhu Verlekar & Co., Chartered Accountants (Firm Registration No.
108008W), Panaji, Goa were appointed as Statutory Auditors for a period of 5 years,
from the conclusion of Annual General Meeting held on 22nd September, 2018 until the
conclusion of the 29" AGM of the Company to be held in the year 2023, at a

remuneration decided by the Board of Directors.

















































