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July 10,2024

K&P Law Associates,
#907, DLF Tower — A,
District Centre, Jasola,
New Delhi -110 025,
India.

Kind Attn: Ms. Alisha Saini, Advocate

Sub :  Proposed Initial Public offering of Stallion India Fluorochemicals Limited (“Company/Issuer”).
Ref : Reply to letter dated July 3, 2024.
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We, Sarthi Capital Advisors Private Limited refer to the letter dated July 03, 2024 addressed by yourselves
viz. K&P Law Associates on behalf of your client Zhejiang Sanmei Chemical Industry Co., Ltd (“Sanmei")
to us 1n relation to the Draft Red Herring Prospectus dated March 20, 2024 filed by Stallion India
Fluorochemicals Limited (“the Company” or “Stallion”) with Seenrities and Fychange Roard of India
(“SEBI”) and Stock Exchanges in pursuance of the Issue (“Complaint™).

Our responses below to the Complaint are based on the information and documents produced before us by
Stalllon In the course of the services rendered to them as book running lead manager to the Issue. It appears
that the contents of the Complaint are incorrect, riddled with factual errors, patent absurdities, unsuhstantiated
llegations and damaging impntations, misrepresentation of facts and a hlafant attempt to coerce Stallion and
to wrongtully detame the image of Stallion and appear either motivated by ignorance of the facts, malice or
WOrse.

At the outset, we deny each and every allegation and statement made by Sanmei in the Complaint and we
hereby contest the contents of Complaint, as being totally false, fabricated, concocted and baseless and exhibit
Sanmei’s devious malicious intentions of coercing and arm-twisting Stallion for extracting additional business
profit.

At the outset, we state that the earlier drafted red herring prospectus dated December 18, 2023 filed by Stallion
with SEBI was returned by SEBI and contents thereof are no longer applicable to the proposed Issue of the
Company.

With reference to the opening paragraph of the Complaint, we deny that there have been several misstatements
of facts in the DRHP with respect of any admitted commercial transactions of Sanmei with Stallion.

With reference to the paragraph (a) of the Complaint, we deny that we have failed or neglected to
conducted due diligence of the affairs of Stallion in an impartial and judicious manner. We reiterate that we
have made adequate and appropriate disclosure of the disputes between Sanmei and Stallion in accordance
with the requirements of the Securities and Exchange Board of India (Issue of Capital and Disclosure
Requirements) Regulations, 2018 (“SEBI ICDR Regulations”). We deny that any of our actions are biased.
We strongly oppose your client’s dishonest and wrongful attempt to have the commercial disputes between
your client and Stallion being addressed and adjudicated through us as BRLM to the Issue. From the
Complaint, it also appears that your clients lack an understanding of accounting principles typically applied
by Indian companies and seem to be raising frivolous and untenable averments on the books of accounts of
the Company simply with a view to delay resolution of the disputes between your clients and Stallion and to
also harm Stallion by delaying its fund-raising activity. Your clients are well aware that the appropriate forum
to deal with commercial disputes is neither a merchant banker nor SEBI and are simply engaging in
correspondence riddled with factual and accounting inaccuracies with a view of delaying the Issue process. As
a book running lead manager to the Issue, we have tried to appropriately clarify and to the extent requir
address the concerns of your client as regards disclosures in the DRHP by proposing to update the s
provide additional information concerning disputes between your clients and Stallion and by terming
as “volte face” or “sea change”, your clients are completely misconstruing the contents of our letter
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7. 25,2024, We state that original disclosures made in the DRHP were also adequate so as to comply with the

requirements of the SEBI ICDR Regulations and the updated disclosures suggested presently though not
mandated under the SEBI ICDR Regulations, are only to address observations made by your clients.

With reference to the paragraphs (b) and (c) of the Complaint, we deny that we have failed to conduct due
diligence of Stallion’s financial records. We state that till the filing of the DRHP, your clients have raised no
grievance as regards Stallion’s financial records before any forum and it appears that such alleged grievance
is only an afterthought made with malicious intentions of creating undue pressure and coercion on Stallion and
having your client’s commercial disputes adjudicated through SEBI and arising out of a complete and utter
lack of understanding of your client as regards Indian accounting principles. We reiterate that original
disclosures made in the DRHP were also in accordance with the requirements of the SEBI ICDR Regulations
and the updated disclosures suggested presently, are only to address the concerns raised by your client. We
also reiterate that the contents of this letter and our letter dated June 25,2024 are based on the information and
documents produced before us by Stallion as we are not privy to any disputes hetween Stallion and yonr elients,

With reference to the paragraph (d) of the Complaint, we state that the contents thereof are part of the
commercial disputes between your clients and Stallion, which are subject matter of the notice dated December
02, 2021 issued by your clients to Stallion. All grievances raised therein ought to be adjudicated before an
appropriate forum and not hefore SEBI or any merchant banker. We also reiterate the contents of our lettes
dated June 25, 2024,

10.With reference (o paragraph numbered (1) of the Complaint, we deny that we do not have an imparLial
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stance and we strongly object to such reckless and irresponsible allegations made against us. We are a SEBI
registered book running lead manager and are part of the Sarthi Group which has a long-standing impeccable
reputation as securities market intermediary and which offers services of investment banking, merchant
banking, asset management, corporate advisory and NBFC service. Our executives have over three decades of
experience in the financial services domain and are well-reversed with due diligence practices involved,
particularly in initial public offerings. We reiterate that as regards verification of the books of accounts and
other relevant documents, we have relied on the examination reports of the Statutory Auditors of Stallion on
the financial statements of Sanmei and our review of relevant documents and made disclosures as per the same
in the DRHP. Any grievance that Sanmei may have regarding the books of accounts of Stallion including in
relation to the notional loss and import transactions of goods, if any, should be dgitated before the appropriate
forum and not before SEBI. We deny that the true and fair picture as regards the transactions between Stallion
and your clients are not reflected in the DRHP.

.With reference to paragraph numbered (2) of the Complaint, we deny that the DRHP contains any

misstatements as regards transactions between Stallion and your clients. We deny that we have not carried out
proper due diligence of the books of accounts of Stallion. We state that your clients are either completely
unaware of the due diligence practices followed in transactions like the Issue or are deliberately trying to
spread misinformation that book running lead managers cannot rely upon reports of statutory auditors in initial
public offerings. In any event, your clients have raised no grievance before appropriate forums as regards
books of account of the Company and no verified information has been brought before SEBI by your clients
concerning any error in the books of accounts of the Company. Your clients will appreciate that Statutory
Auditors of the Company are persons of independent standing and repute and they have put forth their
professional opinion on the books of account of the Company after following due procedures. In fact, the SEBI
ICDR Regulations mandate the book running lead manager to obtain examination reports from the Statutory
Auditors of the issuer company and include the same in the offer documents, which we have duly done in the
present instance. Your client’s opinion on accounting practices appears to vary with that of the professional
opinion of the Company’s Statutory Auditor. However, as book running lead manager to the Issue, we are
bound to rely on the contents of the examination report of the Statutory Auditor.

12. With reference to paragraph numbered (3) of the Complaint, your clients have no locus to ask for the

explanations on the accounting treatment that we may have sought from Stallion. Based on the information
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(Previous GAAP) then applicable. It also appears that the write back was made relying on the paragraph 52 of
the Accounting Standard 29 replicated below for ease of reference:

Paragraph 52 of the Accounting Standard 29

“Provisions should be reviewed at each balance sheet date and adjusted to reflect the current best estimate.
If it is no longer probable that an outflow of resources embodying economic benefits will be required to setile
the obligation, the provision should be reversed.”

The line of reasoning that were relied on are as under:

a. Existence of dispute,

b. No legal proceeding initiated by Sanmei following issuance of notice dated December 02, 2021, under
the provisions of the Insolvency and Bankruptcy Code, 2016 despite of lapse of 20 months from the date
of issuc of notice on the date of signing of FY 2022-23 accounts.

c. SANMETI has been silent about the matter for almost 20 months as of the signing date of FY23 books.

d. Inview of the management, the probability of an outflow of resources embodying economic benefits is
0%. Additionally, there exists a potential counterclaim that the Company could initiate against Sanmei
for loss of business.

Hence, the write back was approved by the management of the Company.

13.In relation to treatment of write backs as contingent liabilities, the Company placed reliance on above
discussion and is of the view that there is no possible obligation that is required to be settled in future.

14. Further, the Company has adopted Indian Accounting Standards (Ind AS) w.e.f. April 01, 2023, and has
consistently applied these standards for all the reported previous periods including but not limited to FY 2022-
23 as if they were in existence since commencement of such period as per the guidance provided in Ind AS
101 First-time Adoption of Indian Accounting Standards with mandatory exceptions and exemptions as

allowed under the said Ind AS.

15.0n conversion of Previous GAAP financials to Ind AS complied financials, the Company has relied on the

critical guidance provided on “Mandatory Exception” in Ind AS 101 Paragraphs 14-17 of Ind AS 101 deal
with mandatory exception with regard to ‘estimates’. As per paragraph 14 of Ind AS 101, an entity’s estimates
in accordance with Ind AS at ‘the date of transition to Ind AS’ or ‘the end of the comparative period presented
in the entity’s first Ind AS financial statements’, as the case may be, should be consistent with estimates made
for the same date in accordance with previous GAAP unless there is objective evidence that those estimates
were in error. However, the estimates should be adjusted to reflect any differences in accounting policies.

16.1n case of the Company’s restated Ind AS financials statements filed with SEB] as part of DRHP, the transition

date for Ind AS adoption is April 01, 2022, and the comparative periods are FY 2021-22 and FY 2022-23.
Hence, in these periods the Company has applied exception as provided in Ind AS 101 on estimated outflow
with respect to the disputed dues and no modifications were made to the write back figures in absence of any
objective evidence of error. Further, during the 6 months stub period September 2023, as there was no
development on the matter till signing of the September 2023 stub period financials i.e. November 2023 and
non-existence of any objective evidence of error, the company relied on the circumstances existed as on the
date of signing March 2023 financials and no changes were carried out in the stub period September 2023
financials.

17. We understand that your clients have not raised any disputes on the earlier financial statements of the Company

filed with the Registrar of Companies and the present grievance on the accounting treatment is raised simply
to cause nuisance to the Company and with an ulterior motive to derail their Issue process.

18. With reference to paragraph numbered (4) of the Complaint, it appears that the Company has adhered to

the requirement of Schedule I1I of the Companies Act, 2013 and has prepared its financials providing
disclosure. The write back amount is not disclosed as Miscellaneous non-operating income
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disclosed clearly as “Liabilities no longer required written back™ as part of the Other Income note in the restated
financial statements which forms part of the DRHP filed with SEBI.

19. With reference to paragraphs numbered (4)(i) to 4(vi) of the Complaint, it appears that the Company has

adhered to the requirement of Schedule 111 of the Companies Act, 2013 and requisite Ind AS and has prepared
its financials providing adequate disclosure. The write back amount is not disclosed as Miscellaneous non-
operating income, rather, it is disclosed clearly as “Liabilities no longer required written back” as part of the
Other Income note in the restated financial statements which forms part of the DRHP filed with SEBI.

20.1t may be noted that in accordance with Ind AS 109 — Financial Instruments, Paragraph 3.3 Derecognition of |

2

financial liabilities, the Company on conversion of Previous GAAP financials to Ind AS financials has relied
upon circumstances existed during the preparation of financials statements under Previous GAAP and the
discussion noted during the write back and concluded under Ind AS 109 the financial liability derecognized
under previous GAAP need not to be re-recognised under Ind AS, as the liability stands extinguished in
absence of any further action from the SANMEI's end.

-In light of the explanations given above, there is no requirement for any investigation or inspection by SEBI
or the Institute of Chartered Accountants of India. We are shocked by the underhanded behaviour of your
client in giving directions to us to approach such authorities in public interest. Your clients themselves have
not approached any appropriate forum for obtaining any reliefs that they propose to obtain through our means.

-With reference to paragraphs numbered (5) nnd (6) of the Complaint, we state that there are no glaring
accounting irregularities or misstatements in the books of account of Stallion pertaining to the transactions
between Stallion and your clients. We deny that the books of account nf Stallinn dn not reflect the true and
correct picture of its state ot atfairs. We state that we have conducted appropriate due diligence of Stallion as
required under the SEBI ICDR Regulations. We have proposed certain updates to the disclosures in DRHP,
though not mandated under the SEBI ICDR Regulations, in view of the observations made by your clients.
Any other grievance your clients have as regards Stallion and its affairs ought to be taken up by them before
an appropriate forum.

-Further, the Company has received a complaint addressed by you through SCORES regarding the commercial
transaction between Sanmei and Stallion, Consequently, we have included those details in the previously
proposed risk factor which is provided herein below:

Revised disclosure under Risk Factor:

13. Zhejiang Sanmei Chemical Industry Co. Ltd. (“Sanmei”) has issued a notice through its Advocates
demanding USD 12,51,290.00 from the Company in relation to certain commercial transactions
between the Company and Sanmei. Any adverse outcome of the disputes between the parties
pertaining to the subject matter of the notice may adversely affect our reputation, business,
operations, financial condition and results of operations

The Company and Sanmei have had multiple contracts in the past for supplying gases. In the year 2021,
the Company entered into more contracts with Sanmei to supply different refrigerants like R410a, R32,
R407C, etc., which were delivered in returnable ISO-Tanks.

However, there's was a disagreement between the company and Sanmei. Sanmei's legal representatives
therefore escalated the issue by sending a demand notice on December 02, 2021, under the Insolvency
and Bankruptcy Code, 2016, demanding $12,51,290.00 (“Notice”). However, there is no further
proceedings.

The Company responded to Sanmei's notice dated December 02, 2021 via email on December 23, 2023
stating that Sanmei failed to fulfill contractual obligations by not supplying gases as agreed. Thereafter,
the Company also received a rejoinder notice from Sanmei's advocates on J anuary 08, 2024. The Cemnpan

disputes such alleged debt and will defend against any legal action from Sanmei. Further, g 1Y
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has also received a complaint on SCORES dated June 2 1, 2024 and the Company has duly replied to the
same vide letter dated June 27, 2024,

The issue/claim/counter-claim between the two parties is ongoing, and as of now, no proceedings are filed
in any court of law or before any arbitral tribunal by Sanmei. Further, there can be no assurance that the
Company will not receive further complaints from Sanmei in the future. However, if any legal proceeding
is initiated against the Company by Sanmei, then that may result in adverse effects on the financial
condition of the company. It may divert the attention of our Management and Promoters and we may incur
significant expenses in such proceedings, which could increase our expenses and liabilities. If such claim
is determined against us, there could be a material adverse effect on our reputation, business, financial
condition and results of operations.

We trust the aforesaid fully clarifies the matter.
Yours faithfully

For Sarthi Capital Advisors Priyate Limited

Taher Engineer
Compliance Officer



