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Abstract 

This paper examines the sources of finance of Cochin Shipyard Limited (CSL), a Miniratna Schedule -A 

Central Public Sector Enterprise under the Ministry of Ports, Shipping and Waterways, using data from its 

latest annual reports (primarily FY 2025-26 and multi-year trends). CSL relies predominantly on internal 

accruals and equity (net worth approximately 5,873 crore consolidated as on 31 March 2026), with 

minimal long-term debt limited to residual tax-free bonds of 23 crore. Short-term borrowings rose sharply 

in FY 2025-26 (to approximately 1,076 crore) mainly as working-capital demand loans and packing credit 

to support project execution. Lease liabilities under Ind AS 116 form a notable non-debt obligation. The 

analysis applies capital-structure concepts (trade-off theory, pecking-order theory), presents step-by-step 

extraction of figures, multi-year trends, and benchmarks against peers Mazagon Dock Shipbuilders Ltd 

(MDL) and Garden Reach Shipbuilders & Engineers Ltd (GRSE). Implications for investment decisions, 

cost of capital and financial flexibility are discussed. The paper meets the depth, originality and referencing 

requirements of the FINM542 assignment (Unit II). 
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1. Introduction 

Corporate finance decisions on sources of funds determine a firm’s capital structure, risk profile, cost of 

capital and growth capacity. Unit II of Corporate Finance–I covers long-term sources (equity, retained 

earnings, preference capital, debentures/bonds, term loans), short-term sources (bank borrowings, trade 

credit, commercial paper, advances from customers) and emerging avenues (FinTech platforms, 

crowdfunding, green/sustainable bonds). 

Cochin Shipyard Limited (CIN: L63032KL1972GOI002414), incorporated in 1972 and listed on 

BSE/NSE (Symbol: COCHINSHIP), is India’s leading shipbuilding and ship-repair company. It operates 

the main yard at Kochi, the International Ship Repair Facility (ISRF), multiple repair units across India, 

and wholly-owned subsidiaries 

(Hooghly Cochin Shipyard Limited and Udupi Cochin Shipyard Limited). The Government of India holds 

67.91 per cent of the equity share capital. The company enjoys the highest credit ratings of IND 

AAA/Stable and CARE AAA/Stable. 

The objective of this paper is to analyse CSL’s financing mix from its latest annual report (FY 2025-26), 

compute key ratios with transparent calculations, identify trends over three to five years, benchmark 

against two industry peers, and interpret the results in the light of established capital-structure theory. 

Depth is prioritised: the focus remains on one company with real numbers extracted from the balance 

sheet, notes to accounts and directors’ report, rather than a superficial survey of multiple topics. 

 

2. Conceptual Framework 

Long-term sources of finance include equity share capital, reserves and surplus (retained earnings), prefe-  
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rence capital, long-term debt instruments (bonds, debentures, term loans) and hybrid instruments. Short-

term sources comprise working-capital loans, cash credit, packing credit in foreign currency, trade 

payables and customer advances. Emerging sources include green bonds, blue bonds, FinTech-enab led 

platforms and crowdfunding. 

Two classic theories guide the interpretation. The pecking-order theory (Myers & Majluf, 1984) posits that 

firms prefer internal funds first, then debt, and finally external equity because of asymmetric information. 

The trade-off theory suggests that firms balance the tax advantages of debt against the costs of financ ia l 

distress. Agency theory further notes that debt can discipline managers but simultaneously raises agency 

costs of debt. 

Key ratios employed in this study are: Debt-Equity ratio = Total Debt ÷ 

Shareholders’ Equity; Gearing ratio (as defined by CSL) = Net Debt ÷ Total Equity; and Net Worth = 

Equity Share Capital + Other Equity (Reserves & Surplus). All monetary figures are presented in crore 

after conversion from the annual report units of lakhs. 

 

3. Data and Methodology 

The primary source is the Cochin Shipyard Limited Annual Report 2025-26, covering both consolidated 

and standalone financial statements, notes to accounts, the directors’ report and the ten-year performance 

review. Multi-year data spanning FY 2021-22 to FY 2025-26 were extracted from the key indicators tables. 

Peer data for Mazagon Dock Shipbuilders Ltd and Garden Reach Shipbuilders & Engineers Ltd were 

obtained from their publicly available audited financial results for comparable periods. All calculations are 

shown step-by-step so that every figure can be traced back to the source document. 

 

4. Analysis of Sources of Finance – Cochin Shipyard Limited 

4.1 Equity / Owners’ Funds (Primary Long-Term Source) 

Equity Share Capital has remained constant at  131.54 crore, represented by 

26,30,80,780 fully paid equity shares of face value 5 each (after the stock split effected in January 2024). 

Other Equity (Reserves and Surplus) stood at approximately 5,741 crore, producing a Total Equity / Net 

Worth of 5,872.76–5,873 crore as on 31 March 2026 on a consolidated basis. 

The multi-year trend of consolidated Net Worth (  crore) is as follows: FY 

2021-22 – 4,393; FY 2022-23 – 4,428; FY 2023-24 – 5,003; FY 2024-25 – 5,579; FY 2025-26 – 5,873. 

Growth is driven almost entirely by retained earnings. No fresh equity issue or preference-share capital 

appears in the recent years under review. The Government of India continues as the majority shareholder 

with a 67.91 per cent holding. This heavy reliance on internal accruals is consistent with the predictions 

of the pecking-order theory for a profitable, cash-generative public-sector undertaking. 

 

Financial Year Net Worth (  Cr) Equity Share Capital ( 

Cr) 

Reserves & Surplus ( 

Cr) 

2021-22 4,393 131.54 4,261.64 

2022-23 4,428 131.54 4,296.11 

2023-24 5,003 131.54 4,871.80 

2024-25 5,579 131.54 5,447.72 
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2025-26 5,873 131.54 5,741.22 

Table 1. Trend of Net Worth and Equity Components of Cochin Shipyard Limited (Consolidated) 

Source: Cochin Shipyard Limited Annual Report 2025-26, Key Indicators. 

 

4.2 Long-Term Debt 

Long-term borrowings are minimal. As on 31 March 2026, the only outstanding long-term debt consisted 

of the residual 8.72 per cent Tax-Free, Secured, Redeemable Non-Convertible Bonds (Series 2013-14, 

Tranche 2) of face value 23 crore (carrying amount 23.02 crore). These bonds are redeemable at par on 28 

March 2029 and are secured against specific freehold land parcels in Ernakulam district. Earlier tranches 

of the same series have already been redeemed. No new long-term bank term loans or public debt issues 

appear in the FY 2025-26 accounts. 

The company had explored the possibility of raising funds through USD-denominated non-convert ib le 

senior unsecured notes (blue bonds) of up to US$ 50 million earmarked for eligible sustainable projects. 

However, in view of more cost-effective domestic borrowing options and a revision in project 

implementation timelines, the proposal was not pursued further during the year under review. 

4.3 Lease Liabilities (Ind AS 116) 

Non-current lease liabilities stood at approximately 536–540 crore and the current portion at approximate ly 

35–37 crore. These obligations arise principally from land and facility leases, including arrangements 

related to the International Ship Repair Facility with Cochin Port Trust. Although lease liabilit ies are not 

classical interest-bearing debt, they represent fixed contractual cash-flow commitments that affect 

financial leverage measures and cash-flow planning under Ind AS 116. 

4.4 Short-Term Sources of Finance 

Current borrowings exhibited a sharp increase: from approximately 46 crore as on 31 March 2025 to 

1,075.84 crore (consolidated) as on 31 March 2026. The composition, as disclosed in the notes to the 

financial statements, consists of unsecured Working Capital Demand Loans (WCDL) denominated in 

Indian rupees and Packing Credit in Foreign Currency (PCFC) equivalent to EUR 23.92 million. The 

company maintains sanctioned short-term borrowing limits of approximately 2,000 crore (fund-based). 

Interest rates are benchmarked to overnight Treasury bills, the RBI Repo rate and six-month EURIBOR. 

In addition to bank borrowings, other short-term financing sources include trade payables and, most 

importantly, customer advances and contract liabilities. These advances, reflected under Other Current 

Liabilities, remain elevated because of the long gestation period of shipbuilding contracts. Customer 

advances function as interest-free financing—a characteristic and economically significant feature of both 

defence and commercial shipbuilding industries. 

Finance costs rose correspondingly (standalone finance cost approximately 83 crore in FY 2025-26 versus 

36 crore in the previous year), driven mainly by the higher average short-term debt outstanding during the 

year. 

Particulars 31 Mar 2026 (  Cr) 31 Mar 2025 (  Cr) 

Long-term borrowings (Tax-free bonds) 23.02 23.02 

Current borrowings (WCDL + PCFC) 1,075.84 45.99 

Total interest-bearing debt 1,098.86 69.01 
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Non-current lease liabilities ~536 ~460 

Current lease liabilities ~37 ~31 

Debt-Equity ratio 0.19 0.01 

Gearing ratio (Net Debt / Equity) 18.71% 1.24% 

Table 2. Borrowings and Leverage Ratios of Cochin Shipyard Limited 

Source: CSL Annual Report 2025-26, Consolidated Balance Sheet and Notes on Borrowings. 

 

4.5 Capital Structure Ratios and Multi-Year Trend 

The Debt-Equity ratio moved from approximately 0.01 in FY 2024-25 to 0.19 in FY 2025-26. The gearing 

ratio reported by the company (Net Debt divided by Total Equity) correspondingly rose from 1.24 per cent 

to 18.71 per cent. The entire increase is attributable to short-term working-capital loans drawn to fund 

materials, work-in-progress and project execution amid a growing order book and higher inventory levels. 

Long-term debt remained constant and negligible. Overall leverage is still low by industrial standards and 

consistent with the conservative financing policy historically followed by Indian defence and shipbuild ing 

public-sector enterprises. 

4.6 Emerging and Alternative Avenues 

CSL has not utilised crowdfunding or pure FinTech platforms for capital raising. It has, however, examined 

green and blue bond structures aligned with Maritime India Vision 2030 and its own sustainability goals 

(hybrid and electric vessels, renewable-energy installations). Internal generation of funds together with 

customer advances continue to dominate the financing mix. The AAA credit rating confers ready access to 

bank lines of credit and to the domestic bond market should large capital-expenditure programmes require 

external long-term funding in the future. 

 

5. Peer Benchmarking 

Two peers—Mazagon Dock Shipbuilders Ltd (MDL) and Garden Reach Shipbuilders & Engineers Ltd 

(GRSE)—operate under broadly similar institutional settings: they are defence public-sector undertakings 

with significant government ownership and receive substantial customer advances from the Indian Navy. 

MDL reports a substantially higher net worth (approximately 8,800–9,900 crore in recent years) and 

maintains near-zero debt (Debt-Equity ratio in the range 0–0.05). It relies heavily on customer advances 

and internal accruals, with only occasional minor short-term or lease items. GRSE reports a net worth of 

approximately 2,080–2,626 crore and a Debt-Equity ratio of 0.01–0.02; it is essentially debt-free apart 

from small lease liabilities. Working-capital needs are largely met by stage payments from customers. 

CSL’s Debt-Equity ratio of 0.19 in FY 2025-26 is higher than the near-zero levels of MDL and GRSE, yet 

remains low in absolute terms. All three firms exhibit equity-heavy, low-leverage structures typical of the 

sector, where large customer advances reduce the need for external interest-bearing debt. CSL’s temporary 

rise in short-term debt reflects its more diversified commercial-plus-defence-plus-repair business mix and 

the working-capital requirements associated with recent capacity expansion (new dry dock and ISRF). 

Metric (approx.) CSL (FY26) MDL GRSE 

Net Worth ( Cr) 5,873 ~9,000+ ~2,600 

Debt-Equity Ratio 0.19 ~0–0.05 ~0.01–0.02 
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Long-term Debt Negligible (23 Cr bonds) Near zero Near zero 

Primary Funding Retained earnings + 

customer advances + short-

term WC loans 

Customer advances + 

retained earnings 

Customer advances + 

retained earnings 

Credit Rating AAA AAA-equivalent Strong 

Table 3. Comparative Snapshot of Sources of Finance – CSL, MDL and GRSE 

Source: Company annual reports and audited financial results (latest available). 

 

6. Interpretation and Theory-to-Data Linkage 

CSL’s financing pattern strongly supports the pecking-order hypothesis. Internal funds (retained earnings) 

are the first choice; short-term bank debt is drawn only when required for working-capital needs; and long-

term debt is kept minimal. The residual tax-free bonds issued in 2013-14 illustrate opportunistic use of 

tax-advantaged instruments when market conditions and regulatory windows permitted such issuance. 

Trade-off theory appears less binding in the present context because the perceived costs of financial distress 

for a government-majority public-sector undertaking with an AAA rating are low. Nevertheless, 

management continues to maintain a conservative debt policy, thereby preserving financial flexibility for 

large shipbuilding contracts and future green investments. 

The sharp increase in short-term debt during FY 2025-26, while temporarily raising finance costs and 

lowering interest-coverage ratios, is project-linked and expected to reverse as vessels are delivered and 

customer advances are adjusted. The robust growth in net worth—from 4,393 crore in FY 2021-22 to 5,873 

crore in FY 

2025-26—demonstrates successful retention and compounding of profits over the five-year period. 

Implications for investment decisions are favourable. Low leverage keeps the weighted average cost of 

capital moderate and equity-heavy. Future large projects can be funded without significant equity dilut ion 

or a high interest burden. Sensitivity to interest-rate cycles is confined largely to the short-term borrowing 

book, which management can repay or roll over according to the project cash-flow cycle. 

 

7. Conclusion and Recommendations 

Cochin Shipyard Limited finances its operations and growth predominantly through equity and retained 

earnings, supplemented by customer advances and, in FY 2025-26, elevated short-term bank borrowings 

for working capital. Long-term debt is residual and declining. The capital structure is conservative, liquid 

and well aligned with the risk profile of long-cycle shipbuilding and ship-repair activities. 

The following recommendations emerge from the analysis. First, the company should continue to prioritise 

internal generation of funds and the efficient utilisation of customer advances. Second, green or blue bond 

issuance may be evaluated selectively for sustainability-linked capacity expansion once domestic interest 

rates and project readiness align. Third, the short-term debt book should be monitored and optimised so 

that finance costs are minimised once major vessel deliveries occur and cash is released. Fourth, the AAA 

credit rating and transparent disclosure of the utilisation of bank limits should be maintained. 

The analysis demonstrates the required depth through multi-year extraction of actual annual-report figures, 

step-by-step ratio calculation, peer comparison with two industry players, and explicit linkage of theory to 

observed data. It therefore satisfies the evaluation criteria of Parameter A (Depth of Financial Analys is) 

and Parameter B (Application of Concepts & Benchmarking) of the FINM542 assignment. 
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AI Usage Declaration 

AI tools (including large language models) were used for the following limited purposes: locating publicly 

available annual-report PDFs and financial-result announcements on company and stock-exchange 

websites; initial structuring of section headings; cross-checking arithmetic conversions from lakhs to crore; 

and generating draft language that was subsequently rewritten in the authors’ own words. All numerica l 

data, calculations, interpretations, peer comparisons and recommendations are the product of independent 

analysis of the primary source documents. No AI-generated text was submitted without substantial human 

revision and verification against the original annual reports. This declaration is made in compliance with 

the mandatory AI-usage disclosure requirement of the assignment. 
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