BUY (Maintained)

CMP: INR 1,224 TGFQEt Price: INR 1,500 (INR 1,325) 23% ICICI Securities Limited is the author and distributor of this report

04 December 2023 India | Equity Research | Company Update

Bharat Dynamics

Defense

Pick-up in execution may lead to an upside in revenue

We recently (on Nov 24, '23) hosted Bharat Dynamics’ (BDL) management for an interaction with investors. Takeaways
from the meeting: i) Management maintained its FY24 revenue guidance of INR 32bn; ii) company had orderbook of INR
208bn with inflow of INR 16.6bn in H1FY24; iii) execution of current orders is on track with likely EBITDA margin of 20-
23% in FY24E; iv) focus on exports continues, constituting 12.5% of the current orderbook. Taking cognisance of execution
timelines, we expect BDL'’s revenue to rise by 2x to INR 64bn by FY27E, resulting in EBITDA CAGR of 36% (FY23-FY27E).
We roll over our DCF model to FY32E, resulting in a revised target price of INR 1,500/share (earlier INR 1,325/share).

Revenue may grow 2x by FY27E

We expect BDL's revenue to rise to INR 64bn by FY27E led by strong
execution. Key points: 1) Execution of INR 81bn of Akash 3™ and 4 regiment
contracts from Q4FY25; 2) limited production clearance for Astra Mark-1
missiles received from DRDO; 3) recent supply orders of INR 16.7bn received
for ATGM, LBRM, ULPGM and Akash may be executed; and 4) export
orderbook of INR 26bn may translate into revenue. On orderbook accretion
front, we expect order inflow of INR 200-250bn in the next 3-4 years from: a)
MRSAM for Indian Navy; b) QRSAM and LRSAM; c) Akash NG weapon system;
and d) Astra Mark-1 missiles. In our view, both execution and margins may be
aided by progressively higher indigenisation and the focus of the government
to build rocket force. The impact of components sourced from Israel is largely
limited to MRSAMs, while the upcoming opportunities such as AMOGHA
ATGM, Dhurvastra, NAG and guided rockets are largely indigenised.

Expanding its footprint in exports and other areas

Among all DPSUs, BDL has the largest proportion of exports in its orderbook.
Management expects revenue from exports at ~25% by FY27 and further
orders for Akash SAMs, light weight torpedoes, SAAW, Konkur, CMDS and
Astra missiles. Over the last couple of years, the company has expanded its
portfolio to air-to-air missiles, rockets and cruise missiles. Besides, the
management is working on new products such as rockets and drone launched
missiles. Recently, the company launched a seeker facility to reduce external
dependence.

Financial Summary

Y/E March (INR mn) FY22A FY23A FY24E FY25E
Net Revenue 28,174 24,894 32,000 41,100
EBITDA 7,261 4,082 5,876 8,608
EBITDA Margin (%) 25.8 16.4 18.4 209
Net Profit 5,335 3,622 6,240 8,688
EPS (INR) 29.1 19.2 34.0 47.4
EPS % Chg YoY 107.0 (34.0) 77.2 39.2
P/E (x) 42.1 63.7 36.0 25.8
EV/EBITDA (x) 28.3 455 29.6 179
RoCE (%) 16.4 8.1 11.5 155
RoE (%) 19.2 11.8 18.9 23.1
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Market Data

Market Cap (INR) 224bn
Market Cap (USD) 2,693mn
Bloomberg Code BDL IN
Reuters Code BARA BO
52-week Range (INR) 1,278 /787
Free Float (%) 25.0
ADTV-3M (mn) (USD) 9.4
Price Performance (%) 3m 6m 12m
Absolute 7.1 10.2 26.9
Relative to Sensex 2.8 7.9 7.3
ESG Disclosure 2021 2022 Change
ESG score - - -
Environment - - -
Social - - -
Governance - - -

Note - Score ranges from 0 - 100 with a higher
score indicating higher ESG disclosures.

Source: Bloomberg, I-sec research

Earnings Revisions (%) FY24E FY25E
Revenue 0.0 0.0
EBITDA (0.0) (0.0)
EPS 26.6 22.5

Previous Reports

04-11-2023: Q2FY24 results review
08-08-2023: Q1FY24 results review
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Update on key products/orders

NAG missile: RFP likely soon, ordering to happen in FY25 (order value of INR 8bn)
post which Helina order may flow.

LRSAM is currently under user trials. QRSAM has already been approved by the
user and the order is likely next year. Initial order value could be INR 30-40bn
(opportunity size is ~INR 170-180bn); BDL and BEL can share 50:50 in order
inflow.

In case of MRSAM, BDL has already received order worth INR 2.5bn from the
Indian Army, and may receive order from the Indian Navy in FY25E (order value of
INR 30bn). Further, there have been no major supply problems till now from Israel
for supply of MRSAM component.

AMOGHA ATGM is currently under user trials.

In case of guided rockets, the company may complete the trials shortly and this
could be an opportunity of INR 10bn in next 2-3 years.

Outlook: Pick-up in execution is the key positive

While FY24 revenue is likely to be largely aided by the company recouping the shortfall
of about INR 7bn in FY23, we expect the pick-up in execution due to Akash and Astra
missiles to aid revenue growth post FY25EWe expect margin to remain robust at the
upper end of the guidance of 20-23%, mainly due to the execution of platforms with
higher indigenisation. While BDL'’s current orderbook may be executed over the next
3-4 years, we see further inflow from QRSAM, MRSAM and production orders for other
platforms are currently under development. Overall, the focus of the government in
augmenting rocket force along the border implies missile/rocket programmes may be
expedited. On earnings front, we expect EBITDA CAGR of 36% through to FY27E and
EPS to improve to a sustainable range of INR 70-75/share by FY27E. We roll over our
DCF model to FY32, resulting in a revised target price of INR 1,500/share (earlier INR
1,325/share). Our revised TP implies P/E of 30x/23x FY25E/FY26E EPS. Maintain BUY.

Earnings revision

FY24E FY25E

(INR mn) New Old % Chg New Old % Chg
Sales 32,000 32,000 0.0 41,100 41,100 0.0
EBITDA 5,876 5,876 (0.0) 8,608 8,608 (0.0
PAT 6,240 4,930 26.6 8,688 7,091 225

Source: |-Sec research
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DCF Valuation

(INR mn) FY22 FY23 FY24E FY25E FY26E FY27E FY28E FY29E FY30E FY31E FY32E
Sales 28,174 24,894 32,000 41,100 55,250 64,500 62,650 60,000 60,000 63,000 63,000
EBITDA 7,261 4,082 5,876 8,608 11,891 13,918 14,175 13,447 13,594 14,508 14,629
Tax 2,100 1,296 2,102 2,927 3,970 4,613 4,536 4,157 3,919 4,418 4,587
PAT 5,335 3,522 6,240 8,688 11,783 13,694 13,465 12,338 11,633 13,112 13,617
NOPAT 5,161 2,786 3,774 5,681 7,921 9,304 9,639 9,290 9,675 10,091 10,042
Working Capital

Change (989) 19,213 7,520 12,948 6,311 8,148 8,440 (1,104) 6,510 2,022 11,857
Capex (1,020) (1,083) (1,000) (1,000) (1,000) (1,000) (1,000) (1,000) (1,000) (1,000) (1,000)
FCF 3,151 20,916 10,293 17,629 13,232 16,452 17,079 7,186 15,185 11,113 20,899
Terminal Value 4,43,518
Total FCF 3,151 20,916 10,293 17,629 13,232 16,452 17,079 7,186 15,185 11,113 4,64,417
Cost of Equity 11%

WACC 10%

Terminal Growth 5%

NPV of FCFF (FY24E) 2,69,701
Net Debt at FY23 (2,339)
Net Equity value 2,72,040

Value per share (INR) 1500

Source: I-Sec research

Key Risks
e Delay in receipt of components and parts due to ongoing Israel — Palestine skirmish
e Execution delay in key platforms such as SAMs & Torpedoes

e Higher LD provisioning

Shareholding pattern Price chart
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Financial Summary

Profit & Loss
(INR mn, year ending March)

Cashflow statement
(INR mn, year ending March)

FY22A FY23A FY24E FY25E
Net Sales 28,174 24,894 32,000 41,100
Operating Expenses 20,913 20,812 26,124 32,492
EBITDA 7,261 4,082 5,876 8,608
EBITDA Margin (%) 25.8 16.4 184 20.9
Depreciation & Amortization 904 773 778 828
EBIT 6,357 3,309 5,098 7,780
Interest expenditure 34 45 45 45
Other Non-operating 1112 1554 3289 3880
Income
Recurring PBT 7,435 4,818 8,342 11,615
Profit / (Loss) from
Associates ) ) . .
Less: Taxes 2,100 1,296 2,102 2,927
PAT 5,335 3,622 6,240 8,688
Less: Minority Interest - - - -
Extraordinaries (Net) - - - -
Net Income (Reported) 5,335 3,522 6,240 8,688
Net Income (Adjusted) 5,335 3,522 6,240 8,688
Source Company data, I-Sec research
Balance sheet
(INR mn, year ending March)
FY22A FY23A FY24E FY25E
Total Current Assets 55,232 76,001 89,296 1,06,503
of which cash & cash eqv. 18,995 38,589 50,605 70,548
Total Current Liabilities & 26257 18360 27,158 37370
Provisions
Net Current Assets 28,975 57,642 62,138 69,133
Investments - - - -
Net Fixed Assets 7,052 7,011 7,233 7,405
ROU Assets - - - -
Capital Work-in-Progress 407 743 743 743
Total Intangible Assets 1,127 1,074 1,074 1,074
Other assets 1,248 1,330 1,330 1,330
Deferred Tax assets 571 564 564 564
Total Assets 39,382 68,364 73,083 80,250
Liabilities
Borrowings - - - -
Deferred Tax Liability - - - -
provisions - - - -
other Liabilities 9,076 36,250 36,250 36,250
Equity Share Capital 1,833 1,833 1,833 1,833
Reserves & Surplus 28,473 30,282 35,001 42,168
Total Net Worth 30,306 32,115 36,834 44,001
Minority Interest - - - -
Total Liabilities 39,382 68,365 73,083 80,250
Source Company data, I-Sec research
Quarterly trend
(INR mn, year ending March)
Dec-22  Mar-23 Jun-23 Sep-23
Net Sales 4,616 7,983 2,977 6,158
% growth (YOY) (42.6) (42.2) (57.2) 15.2
EBITDA 889 1,834 -327 1,340
Margin % 19.3 23.0 (11.0) 218
Other Income 365 372 1074 783
Extraordinaries - - - -
Adjusted Net Profit 837 1528 418 1471

Source Company data, I-Sec research

FY22A FY23A FY24E FY25E
Operating Cashflow 5,290 21,601 14,583 22,509
Working Capital Changes (989) 19,213 7,520 12,948
Capital Commitments (1,020) (1,083) (1,000) (1,000)
Free Cashflow 4,270 20,518 13,583 21,509
Other investing cashflow (4,710)  (10,628) - -
Cashflow from Investing
Activities (5,730) (11,710) (1,000) (1,000)
Issue of Share Capital - - - -
Interest Cost (20) (31) (45) (45)
Inc (Dec) in Borrowings (12) (13) - -
Dividend paid (1,453) (1,669) (1,521) (1,521)
Others - - - -
Cash flow from Financing
Activities (1,485) (1,714) (1,566) (1,566)
Chg. in Cash & Bank (1,925) 8176 12,016 19,943
balance
Closing cash & balance 2,644 10,827 50,605 70,548

Source Company data, I-Sec research
Key ratios
(Year ending March)

FY22A FY23A FY24E FY25E
Per Share Data (INR)
Reported EPS 29.1 19.2 340 47.4
Adjusted EPS (Diluted) 29.1 19.2 340 47.4
Cash EPS 340 234 383 51.9
Dividend per share (DPS) 8.3 8.3 8.3 8.3
Book Value per share (BV) 165.4 175.2 201.0 240.1
Dividend Payout (%) 285 432 24.4 17.5
Growth (%)
Net Sales 47.2 (11.6) 285 28.4
EBITDA 110.6 (43.8) 43.9 46.5
EPS (INR) 107.0 (34.0) 77.2 39.2
Valuation Ratios (x)
P/E 42.1 63.7 36.0 25.8
P/CEPS 36.0 52.3 320 23.6
P/BV 7.4 7.0 6.1 5.1
EV /EBITDA 283 455 29.6 179
P/ Sales 8.0 9.0 7.0 5.5
Dividend Yield (%) 0.0 0.0 0.0 0.0
Operating Ratios
Gross Profit Margins (%) 58.2 52.1 47.0 46.5
EBITDA Margins (%) 258 16.4 18.4 209
Effective Tax Rate (%) 28.2 26.9 25.2 25.2
Net Profit Margins (%) 18.9 14.1 19.5 21.1
NWC / Total Assets (%) - - - -
Net Debt / Equity (x) (0.6) (1.2) (1.4) (1.6)
Net Debt / EBITDA (x) (2.6) (9.5) (8.6) (8.2)
Profitability Ratios
RoCE (%) 16.4 8.1 115 155
ROE (%) 19.2 11.8 189 23.1
RolC (%) 32.6 453 (128.0) (37.3)
Fixed Asset Turnover (x) 2.3 19 2.4 2.8
Inventory Turnover Days 231.2 276.4 244.3 173.9
Receivables Days 42.5 28.0 30.5 34.1

Payables Days - - - -

Source Company data, I-Sec research
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This report may be distributed in Singapore by ICICI Securities, Inc. (Singapore branch). Any recipients of this report in Singapore should contact ICICI Securities, Inc.
(Singapore branch) in respect of any matters arising from, or in connection with, this report. The contact details of ICICI Securities, Inc. (Singapore branch) are as follows:
Address: 10 Collyer Quay, #40-92 Ocean Financial Tower, Singapore - 049315, Tel: +65 6232 2451 and email: navneet_babbar@icicisecuritiesinc.com,
Rishi_agrawal@icicisecuritiesinc.com.

"In case of eligible investors based in Japan, charges for brokerage services on execution of transactions do not in substance constitute charge for research reports and
no charges are levied for providing research reports to such investors."

New I-Sec investment ratings (all ratings based on absolute return; All ratings and target price refers to 12-month performance horizon, unless mentioned otherwise)
BUY: >15% return; ADD: 5% to 15% return; HOLD: Negative 5% to Positive 5% return; REDUCE: Negative 5% to Negative 15% return; SELL: < negative 15% return
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