Company Update
Rating : Buy
Target 3204
Target Period 12 - 15 months

Potential Upside 14%

What's Changed?

Target Changed from ¥ 165 to ¥ 204
EPS FY18E Unchanged
EPS FY19E Unchanged
Rating Changed from Hold to Buy
% Crore FY16 FY17E FY18E FY19E
Revenue 7,295 8,725 9,887 11,058
EBITDA 1,461 1,738 1,809 1,991
EBITDA (%) 20.0 19.9 18.3 18.0
Net Profit 1,358 1,569 1,624 1,753
EPS () 5.7 7.0 1.3 1.8
(x) FY16 FY17E FY18E FY19E
P/E 31.6 25.5 24.6 22.8
Target P/E 36.1 29.1 28.1 26.0
EV/EBITDA 22.3 19.6 18.5 16.4
P/BV 49 5% 4.7 4.2
RoNW (%) 16 209 19.1 18.3
RoCE (%) 22.0 29.0 26.6 25.4
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Stock Data

Average Volumes (shares) 441000
Market Capitalization ¥ 39981.9 Crore
Total Debt (FY17E) % 250 Crore

Cash and Investments (FY17E) % 6131.8 crore

EV (FY17E) % 34100.1 Crore
52 week H/L %) 1624 /1009
Equity capital % 223.4 Crore
Face value 10
MEF Holding (%) 12.1
Fll Holding (%) 6.6
Promoter Holding (%) 68.2
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rice Performance

Return (%) ™M 3M 6M 12M
Bharat Electronics 6.4 13.7 34.1 425
Centum Electronics 2.6 (7.1) 19.6 0.4
Astra Micro Wave 0.8 (1.2) 0.7 (4.2)
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Bharat Electronics (BHAELE)

1719
Re-rate on sustained order inflows...

Order inflows for Bharat Electronics (BEL) have moved to a new growth
trajectory with FY17 order inflows at ~%¥ 15000 crore (our estimate:
¥ 12000 crore for the year). We believe it is likely to continue in FY18E and
FY19E also. We estimate order inflows in the range of ¥ 12000-15000
crore in FY18E, FY19E. This is on the back of large orders like tactical
communication systems ¥ 10000 crore, Akash missile systems ¥ 5000
crore, electronic warfare systems ~3 7000 crore, LRSAM & QRSAM
¥ 5000-10000 crore, battlefield management system ~3 30000 crore,
electronic voting machines (including voter-verifiable paper audit trail)
~3¥ 6000 crore. This is like to propel the order backlog to ~X 46000 crore
by FY19E. Order backlog in FY15 was at ~%¥ 21600 crore. Thus, order
backlogs are likely to exhibit commendable growth of 20.8% CAGR in
FY15-19E. With strong competencies in execution, BEL is likely to deliver
a superior topline and bottomline growth in FY17-19E. For now, we keep
our estimates unchanged (we will revise post Q4FY17 results) but re-rate
the company due to improved visibility on sustainable order inflows.

Strong moat, moderate capex to help sustain momentum

BEL has developed strong competency in the area of defence electronics,
which is one of the most critical areas for capability building of armed
forces. Historically, a large part of defence capital spends (45-60%) has
been in this segment. High-end technologies in the electronics segment,
long gestation periods, heavy capital requirements, specific requirements
of armed forces and secrecy related to defence projects act as key entry
barriers in this segment. This gives companies like BEL a strong
competitive advantage over any upcoming local and foreign completion.
With a planned capex of over ¥ 1500 crore in FY17E-19E, BEL is well
placed to capitalise on opportunities in the defence sector.

R&D, exports, healthy balance sheet to help sustain momentum

BEL is an R&D-focused company. In FY17E, it is expected to spend
~% 775 crore (~9% of sales) on developing new products. New products
have historically helped BEL achieve up to 25% of its turnover. This has
also given BEL strong competitive advantage over any upcoming local
and foreign completion. The management has guided that R&D spend
may rise to 12% of sales in coming few years. This, we believe will enable
the company to indigenise number of imported technologies. Exports for
BEL are likely to be ~% 570 crore in FY17E (~6.5% of turnover). With the
government’s increasing focus on exports, BEL has set-up a dedicated
business unit and marketing group to become key supply chain partner of
global defence contractors. This is likely to increase exports contribution
to 10% of the topline by FY19E. BEL also has a strong balance sheet with
near nil debt and cash balance of ~% 6000 crore (even after the buyback
of ~¥ 2100 crore). With a strong focus on capital allocation, BEL is well-
placed to deliver superior return on its deployed capital.

Re-rate BEL on accelerated order inflows, strong revenue visibility

Continuous order inflows and BEL’s track record in execution give us
reasonable confidence about the continued stable performance of the
company. Accordingly, we expect BEL to deliver sales and PAT CAGR of
15% and 9%, respectively, in FY16-19E. We re-rate the company due to
improved visibility (order book to bill ~5x in FY17E from ~3x in FY15).
We value the company at 26x P/E (21x earlier) on FY19E EPS of ¥ 7.8 to
arrive at a target price of ¥ 204 per share. We upgrade the stock from
HOLD to BUY.
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Financial summary (Standalone)

Profit and loss statement < Crore

(X Crore) FY16 FY17E FY18E
Net Sales 7,154.1 8,479.4 9,674.7
Other operating income 1411 245.9 212.8
Total Revenue 7,295.2 8,725.3 9,887.5
Other income 532.2 580.0 605.0
Total 7,827.3 9,305.3 10,492.5
Total Raw Material Costs 3,790.8 4,460.2 5,224.3
Employee Expenses 1,301.8 1,577.2 1,838.2
other expenses 7411 949.7 1,015.8
Total Operating Expenditure 5,833.7 6,987.0 8,078.3
Operating Profit (EBITDA) 1,461.4 1,738.3 1,809.2
Interest 4.5 20.9 440
PBDT 1,989.1 2,297.4 2,370.2
Depreciation 168.9 192.0 207.6
PBT before Exceptional ltems 1,820.2 2,105.4 2,162.5
Total Tax 455.3 536.9 538.5
PAT before Ml 1,364.9 1,568.5 1,624.1
Minority Interest - - -

PAT 1,357.7 1,568.5 1,624.1
EPS 5.7 7.0 1.3

Source: Company, ICICldirect.com Research
Balance sheet

(X Crore) FY16 FY17E FY18E
Equity Capital 240.0 223.4 223.4
Reserve and Surplus 8,493.8 7,294.5 8,296.5
Total Shareholders funds 8,733.8 7,517.8 8,519.9
Minority Interest - - -

Other Non Current Liabilities 2.1 7.1 12.1
Total Debt 6.2 250.0 275.0
Total Liabilities 8,742.1 1,774.9 8,806.9
Gross Block 2,841.4 3,521.1 4,021.1
Acc: Depreciation 1,883.0 2,074.9 2,282.6
Net Block 958.4 1,446.2 1,738.5
Capital WIP 429.7 250.0 250.0
Total Fixed Assets 1,388.1 1,696.2 1,988.5
Non Current Assets 4413 441.3 441.3
Inventory 4,167.9 4,302.9 4,876.0
Debtors 3,711.9 4,541.9 5,146.9
Loans and Advances 599.1 785.3 791.0
Other Current Assets 58.1 69.8 79.1
Cash 7,332.0 6,131.8 6,710.2
Total Current Assets 15,868.9 15,831.7 17,603.2
Current Liabilities 8,118.3 9,562.0 10,564.7
Provisions 1,161.8 956.2 1,056.5
Net Current Assets 6,588.8 5,313.5 5,982.0
Total Assets 8,742.2 7,774.9 8,807.0

Source: Company, ICICldirect.com Research

FY19E
10,820.3
238.0
11,058.3
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1,990.9
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% Crore
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9,377.9
9,601.2
171
275.0

9,893.3

4,521.1
2,514.8
2,006.3
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447.3
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88.5
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Cash flow statement < Crore
Profit after Tax 1,357.7 1,568.5 1,568.5 1,752.6
Depreciation 168.9 192.0 192.0 232.2
Interest 45 20.9 20.9 50.0
Cash Flow before WC changes 1,531.1 1,781.4 1,781.4 2,034.8
Changes in inventory (798.5) (135.0) (573.1) (577.4)
Changes in debtors 74.2 (830.0) (605.0) (609.5)
Changes in loans & Advances 152.9 (186.2) (5.7) (93.7)
Changes in other current assets (4.6) (11.7) (9.3) (9.4)
Net Increase in Current Assets (575.9) (1,162.9) (1,193.1) (1,289.9)
Changes in creditors 1,590.5 1,443.6 1,002.7 1,251.0
Changes in provisions 385.1 (205.6) 100.3 125.1
Net Inc in Current Liabilities 1,975.6 1,238.1 1,103.0 1,376.1
Net CF from Operating activities 2,930.8 1,856.5 1,691.3 2,1211
Changes in deferred tax assets (34.5) - - -
(Purchase)/Sale of Fixed Assets (646.2) (500.0) (500.0) (500.0)
Net CF from Investing activities (964.2) (495.0) (495.0) (495.0)
Dividend and Dividend Tax (489.6) (574.1) (589.5) (636.2)
Net CF from Financing Activities (516.2) (2,561.7) (617.9) (721.3)
Net Cash flow 1,450.4  (1,200.2) 578.4 904.8
Opening Cash/Cash Equivalent 5,881.5 7,332.0 6,131.8 6,710.2
Closing Cash/ Cash Equivalent 7,332.0 6,131.8 6,710.2 7,615.0

Source: Company, ICICldirect.com Research

(Year-end March) FY16 FY17E FY18E FY19E
Per Share Data

EPS 5.7 7.0 1.3 1.8
Cash per Share 30.5 215 30.0 341
BV 36.4 33.7 38.1 43.0
Dividend per share 1.7 2.1 2.2 2.4
Dividend payout ratio 0.3 0.3 0.3 0.3
Operating Ratios

EBITDA Margin 20.0 19.9 18.3 18.0
PAT Margin 19.0 18.5 16.8 16.2
Return Ratios

RoE 15.5 20.9 19.1 18.3
RoCE 22.0 29.0 26.6 25.4
RolC 2424 163.5 120.6 116.5
Valuation Ratios

EV / EBITDA 22.3 19.6 18.5 16.4
P/E 31.6 25.5 24.6 22.8
EV / Net Sales 45 3.9 3.4 3.0
Sales / Equity 0.8 1.2 1.2 1.2
Market Cap / Sales 5.5 4.6 4.0 3.6
Price to Book Value 49 5.3 4.7 4.2
Turnover Ratios

Asset turnover 5.2 4.6 4.2 4.3
Debtors Turnover Ratio 1.9 2.1 2.0 2.0
Creditors Turnover Ratio 1.0 1.0 1.0 1.0
Solvency Ratios

Debt / Equity 0.0 0.0 0.0 0.0
Current Ratio 0.9 0.9 0.9 0.9
Quick Ratio 0.5 0.5 0.5 0.5

Source: Company, ICICldirect.com Research
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ICICIdirect.com endeavours to provide objective opinions and recommendations. ICICldirect.com assigns
ratings to its stocks according to their notional target price vs. current market price and then categorises them
as Strong Buy, Buy, Hold and Sell. The performance horizon is two years unless specified and the notional
target price is defined as the analysts' valuation for a stock.

Strong Buy: >15%/20% for large caps/midcaps, respectively, with high conviction;
Buy: >10%/15% for large caps/midcaps, respectively;

Hold: Up to +/-10%;

Sell: -10% or more;
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Disclaimer

ANALYST CERTIFICATION

We /I, Chirag Shah PGDBM, Sagar Gandhi MBA (Finance), Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject
issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products. ICICI Securities Limited
is a Sebi registered Research Analyst with Sebi Registration Number — INHO00000990. ICICI Securities is a wholly-owned subsidiary of ICICI Bank which is India’s largest private sector bank and has its various
subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on
www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other
business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts and their relatives
from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely
for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of
ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory,
compliance or other reasons that may prevent ICICI Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance
with applicable regulations and/or ICICI Securities policies, in circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and
information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though
disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in
this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and
opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient.
This may not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary
because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past
performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results
may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the
past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of
managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned in the
report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any
compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their
relatives have any material conflict of interest at the time of publication of this report.

It is confirmed that Chirag Shah PGDBM; Sagar Gandhi MBA (Finance), Research Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve
months.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month
preceding the publication of the research report.

Since associates of ICICI Securities are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject company/companies
mentioned in this report.

It is confirmed that Chirag Shah PGDBM; Sagar Gandhi MBA (Finance), Research Analysts do not serve as an officer, director or employee of the companies mentioned in the report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication,

availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may
or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.
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