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Trading data

Market Cap. (Rs bn) 150.6
Shares o/s (m) 800.0
3M Avg. Daily value (Rs m) 698.5
Major shareholders

Promoters 68.19%
Foreign 7.61%
Domestic Inst. 16.69%
Public & Other 7.51%
Stock Performance

(%) m 6M 12M
Absolute 5.1 18.1 50.9
Relative 1.5 8.3 37.4
How we differ from Consensus

EPS (Rs) PL Cons. % Diff.
2018 7.5 7.3 1.9
2019 8.6 8.4 1.9
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Bharat Electronics

Enhancing capability - Best defence play!

We attended BEL’s analyst meet and returned confident of maintaining our bullish
stance on the company as the prospects remain firm in the near/medium term. The
company expects order inflow to remain healthy at “Rs150bn for next 2-3 years,
given the healthy pipeline of orders. BEL is investing in capex to support execution of
strong order book. It is also looking at stepping up R&D spend further, from 8.8% in
FY17 to ~10% of sales in FY18 to maintain technological edge and retain leadership
position in strategic electronics. BEL is targeting sales of Rs100bn and restricts
margin dip to only 100bps despite increased wage provision and higher non-defence
revenue contribution expected in FY18. BEL is a key beneficiary of increasing focus in
modernization of current fleet and procurement of new capital equipment by
government. We continue to believe BEL offers good investment opportunities to
investors who want to invest in the Indian Defence sector with a long-term view. We
expect stock to deliver earnings CAGR of 14.5% over FY16-19E. Maintain ‘BUY’ with a
TP of Rs214.

B Strong pipeline provides multi-year inflow visibility: Order book at the end of
Q1FY18 stood at ~“Rs410.5bn, ~up 28% YoY. BEL expects order inflow run-rate of
~Rs150bn per annum for the next few years. Major orders expected in FY18
include Akash Missile Systems, Long range surface to air missile for P17A,
Commander Tl sight, Mobile Cellular Communication System, EW systems,
Avionics Package for LCA (Light Combat Aircraft) etc. Other large opportunities
include QRSAM, BMP upgrade, software defined radio for navy, TCS prototype
etc. Radars, Missile Systems, Communication and Network Centric Systems, Tank
Electronics, Gun Upgrades, Electro-Optic Systems, Electronic Warfare and
Avionics Systems are the key areas that will drive BEL’s growth in the medium
term. BEL is pursuing business opportunities in Space Electronics, Solar Energy,
Homeland Security, Smart Cards and Telecom.
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Key financials (Y/e March) 2016 2017 2018E 2019E
Revenues (Rs m) 73,279 86,119 99,099 113,963

Growth (%) 7.1 17.5 15.1 15.0
EBITDA (Rs m) 13,718 17,617 19,127 21,989
PAT (Rs m) 13,074 15,476 16,693 19,108
EPS (Rs) 5.4 6.9 7.5 8.6

Growth (%) (62.7) 27.2 7.9 14.5
Net DPS (Rs) 1.1 1.5 1.6 1.8
Profitability & Valuation 2016 2017 2018E 2019E
EBITDA margin (%) 18.7 20.5 19.3 19.3
RoE (%) 15.8 19.0 18.0 17.4
RoCE (%) 13.5 17.5 18.1 17.4
EV / sales (x) 5.4 3.9 3.3 3.0
EV / EBITDA (x) 28.7 19.1 17.4 15.8
PE (x) 34.6 27.2 25.2 22.0
P/BV(x) 5.2 5.6 3.8 3.8
Net dividend yield (%) 0.6 0.8 0.8 1.0

Source: Company Data; PL Research

Prabhudas Lilladher Pvt. Ltd. and/or its associates (the 'Firm') does and/or seeks to do business with companies covered in its research reports. As a result investors should be aware that
the Firm may have a conflict of interest that could affect the objectivity of the report. Investors should consider this report as only a single factor in making their investment decision.

Please refer to important disclosures and disclaimers at the end of the report
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B Stepping up capex and R&D spend: BEL plans a capex of “Rs20bn over the next
five years which includes Defence System Integration Complex, Product

development centre, Opto-Electronic manufacturing facility etc. BEL_currently
spends 8-8.5% of sales on R&D and aspires to take it to between 10% of sales.

B Outlook and Valuation: The stock is trading at 22x FY19E earnings. We believe
BEL will be the prime beneficiary of government’s focus on modernization of
current fleet and procurement of new capital equipment. Increased focus on
R&D, move towards being system integrator and increased focus on outsourcing
are the steps in the right direction to increase long-term sustainability of
business. We continue to believe BEL offers good investment opportunities to
investors who want to invest in the Indian Defence sector with a long-term view.
Strong cash generation, zero debt makes us remain positive on the stock. We
are revising our target price upwards to Rs214. We expect stock to deliver
earnings CAGR of 14.5% over FY16-19E. Maintain “BUY”".
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Exhibit 1: Business Segments
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Exhibit 2: Capex over the years (Rs bn)
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Exhibit 3: R&D Expenses (Rs bn) and as a % of Turnover
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Exhibit 4: Major Projects planned during 2017-18

B Integrated Air Command Control System

B Weapon Locating Radar

B Hand Held Thermal Imager with Laser Range Finder

B Fire Control System

B Akash Weapon System

B Low Level Transportable Radar

B L70 Gun Upgrade

B Ship Borne EW System — Varuna

B Ground Based Mobile ELINT
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Electronic Fuzes
Schilka Tank Upgrade
Electronic Voting Machines & VVPAT

Homeland Security

Bharat Electronics

Source: Company Data, PL Research

Exhibit 5: ‘Make in India’ — Expansion & Modernization initiatives

Defence Systems Integration Complex, Anantapur
Micro Channel Plate Technology for NVDs

Product Development and Innovation Centre, Bengaluru
Cooled Thermal Imager — Technology

New infrastructure augmentation planned

Solar Power Plants at OFB locations

Opto—Electronics Manufacturing facility, Machilipatnam
Image Intensifier Tube — XR5 Technology

Centre for High Power Laser, Pune

EW Range lbrahimpatnam, Hyderabad

Space Grade Solar Cell facility, Bengaluru

Source: Company Data, PL Research

Exhibit 6: World class Manufacturing & Test facilities

Super Components Facility

Test set-up for Missile System

Antenna Test Range Facility

High Roof Hangar for Radar & Antenna Integration
Modern Production setup for Airborne applications

Environmental Test Facilities

Source: Company Data, PL Research
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New products launched in 2016-17

Exhibit 7:  Product Launches

Weapon Locating Radar
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Exhibit 8: Network Devices

Gigébit Ethernet Based Ship Data Network

Source: Company Data, PL Research

Exhibit 9: Communication Systems

Advanced Composite Communication System
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Exhibit 10: EW Systems

Ship Based EW System (Varuna)

Source: Company Data, PL Research

Exhibit 11: Surveillance Systems

Battle Field Surveillance System - XR

Source: Company Data, PL Research
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Exhibit 12: Hull Mounted Sonar

Hull Mounted Sonar (New Generation)
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Exhibit 13: Sonar Suite

Submarine Sonar Suite (USHUS 2)

Intercept Sonar-High Frequency
& Under Water Telephone Array

Active Array

Source: Company Data, PL Research
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Income Statement (Rs m)

Balance Sheet Abstract (Rs m)

Bharat Electronics

Y/e March 2016 2017 2018E 2019  Y/e March 2016 2017 2018E 2019E

Net Revenue 73,279 86,119 99,099 113,963 Shareholder's Funds 87,401 75,085 110,103 110,103

Raw Material Expenses 38,266 44,131 55,793 65,643 Total Debt 15,483 — — —

Gross Profit 35,013 41,988 43,306 48,320 Other Liabilities — (5,323) (5,323) (5,323)

Employee Cost 12,573 15,483 18,580 19,323 Total Liabilities 102,884 69,763 104,780 104,780

Other Expenses 8,722 8,888 5,599 7,009 Net Fixed Assets 13,881 11,206 11,200 37,283

EBITDA 13,718 17,617 19,127 21,989 Goodwill - — — —

Depr. & Amortization 1,722 1,915 2,008 2,108 Investments 3,179 1 120 120

Net Interest 45 118 41 47 Net Current Assets 66,617 50,646 93,460 67,377

Other Income 5,371 4,710 5,178 5,643 Cash & Equivalents 73,319 84,583 88,504 73,761

Profit before Tax 17,322 20,294 22,257 25,478 Other Current Assets 86,119 62,540 137,652 149,870

Total Tax 4,248 4,818 5,564 6,369 Current Liabilities 92,822 96,476 132,696 156,253

Profit after Tax 13,074 15,476 16,693 19,108 Other Assets — — — —

Ex-Od items / Min. Int. — — — — Total Assets 83,678 61,854 104,780 104,780

Adj. PAT 13,074 15,476 16,693 19,108

Avg. Shares O/S (m) 2,400.0 2,233.6 2,233.6 2,233.6

EPS (Rs.) 5.4 6.9 7.5 8.6

Cash Flow Abstract (Rs m) Quarterly Financials (Rs m)

Y/e March 2016 2017 2018E 2019E Y/e March Q2FY17 Q3FY17 QA4FY17 Q1FY18

C/F from Operations 28,946 17,391 18,701 21,217 Net Revenue 17,946 20,421 39,877 17,248

C/F from Investing (2,919) (3,619) (2,002) 9,092 EBITDA 3,384 4,828 9,796 1,633

C/F from Financing (149) (150) (150) 1,369 % of revenue 18.9 23.6 24.6 9.5

Inc. / Dec. in Cash 25,878 13,622 16,549 31,678 Depr. & Amortization 455 455 571 561

Opening Cash 60,516 86,395 127,251 104,908  Net Interest 3 106 9 3

Closing Cash 86,395 127,251 104,908 141,542  Other Income 1,714 776 909 723

FCFF 26,947 42,625 (22,192) 30,556 Profit before Tax 4,641 5,043 10,125 1,793

FCFE 29,858 27,142 (22,192) 30,556 Total Tax 1,178 1,307 2,208 540
Profit after Tax 3,463 3,735 7,917 1,253
Adj. PAT 3,463 3,735 7,917 1,253
Source: Company Data, PL Research.

Key Financial Metrics

Y/e March 2016 2017 2018E 2019E

Growth

Revenue (%) 7.1 17.5 15.1 15.0

EBITDA (%) 19.9 28.4 8.6 15.0

PAT (%) 12.0 18.4 7.9 145

EPS (%) (62.7) 27.2 7.9 145

Profitability

EBITDA Margin (%) 18.7 20.5 19.3 19.3

PAT Margin (%) 17.8 18.0 16.8 16.8

RoCE (%) 13.5 17.5 18.1 17.4

RoOE (%) 15.8 19.0 18.0 17.4

Balance Sheet

Net Debt : Equity (0.7) (1.1) (0.8) (0.7)

Net Wrkng Cap. (days) (132) (233) (226) (256)

Valuation

PER (x) 34.6 27.2 25.2 22.0

P /B (x) 5.2 5.6 3.8 3.8

EV / EBITDA (x) 28.7 19.1 17.4 15.8

EV / Sales (x) 5.4 3.9 33 3.0

Earnings Quality

Eff. Tax Rate 24.5 23.7 25.0 25.0

Other Inc / PBT 31.0 23.2 233 22.2

Eff. Depr. Rate (%) 6.2 6.5 6.3 6.3

FCFE / PAT ) 228.4 175.4 (132.9) 159.9

Source: Company Data, PL Research.
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Prabhudas Lilladher Pvt. Ltd.
3rd Floor, Sadhana House, 570, P. B. Marg, Worli, Mumbai-400 018, India
Tel: (91 22) 6632 2222 Fax: (91 22) 6632 2209

Rating Distribution of Research Coverage PL’s Recommendation Nomenclature

50% - 44.9% BUY : Over 15% Outperformance to Sensex over 12-months
o 40% - 38.6% Accumulate ¢ Outperformance to Sensex over 12-months
E" Reduce : Underperformance to Sensex over 12-months
% 30% 1 Sell : Over 15% underperformance to Sensex over 12-months
§ 20% A 16.5% Trading Buy 1 Over 10% absolute upside in 1-month
,'g 10% - Trading Sell : Over 10% absolute decline in 1-month
X 0% . . . 0.0% . Not Rated (NR) : No specific call on the stock

BUY Accumulate Reduce Sell Under Review (UR) :  Rating likely to change shortly
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We/I, Mr. Kunal Sheth (MBA), Mr. Samir Bendre (BE,MBA), 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:

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred to as “PL”) is engaged in the business of Stock Broking, Portfolio Manager, Depository Participant and distribution for third party financial products. PLis a
subsidiary of Prabhudas Lilladher Advisory Services Pvt Ltd. which has its various subsidiaries engaged in business of commodity broking, investment banking, financial services (margin funding) and distribution of third
party financial/other products, details in respect of which are available at www.plindia.com

This document has been prepared by the Research Division of PL and is meant for use by the recipient only as information and is not for circulation. This document is not to be reported or copied or made available to
others without prior permission of PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy or completeness of the same. Neither PL nor any of its
affiliates, its directors or its employees accepts any responsibility of whatsoever nature for the information, statements and opinion given, made available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The suitability or otherwise of any investments will depend
upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or engage in transactions of securities of companies
referred to in this report and they may have used the research material prior to publication.

PL may from time to time solicit or perform investment banking or other services for any company mentioned in this document.

PLis in the process of applying for certificate of registration as Research Analyst under Securities and Exchange Board of India (Research Analysts) Regulations, 2014
PL submits that no material disciplinary action has been taken on us by any Regulatory Authority impacting Equity Research Analysis activities.

PL or its research analysts or its associates or his relatives do not have any financial interest in the subject company.

PL or its research analysts or its associates or his relatives do not have actual/beneficial ownership of one per cent or more securities of the subject company at the end of the month immediately preceding the date of
publication of the research report.

PL or its research analysts or its associates or his relatives do not have any material conflict of interest at the time of publication of the research report.
PL or its associates might have received compensation from the subject company in the past twelve months.

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

PL or its associates might have received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months.
PL or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject company in the past twelve months
PL or its associates might have received any compensation or other benefits from the subject company or third party in connection with the research report.

PL encourages independence in research report preparation and strives to minimize conflict in preparation of research report. PL or its analysts did not receive any compensation or other benefits from the subject
Company or third party in connection with the preparation of the research report. PL or its Research Analysts do not have any material conflict of interest at the time of publication of this report.

It is confirmed that Mr. Kunal Sheth (MBA), Mr. Samir Bendre (BE,MBA), 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.

The Research analysts for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its or their securities, and no part of his
or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

The research analysts for this report has not served as an officer, director or employee of the subject company PL or its research analysts have not engaged in market making activity for the subject company

Our sales people, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein,
and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any or all o
the foregoing, among other things, may give rise to real or potential conflicts of interest.

PL and its associates, their directors and employees may (a) from time to time, have a long or short position in, and buy or sell the securities of the subject company or (b) be engaged in any other transaction involving
such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the subject company or act as an advisor or lender/borrower to the subject company or may have any
other potential conflict of interests with respect to any recommendation and other related information and opinions.

DISCLAIMER/DISCLOSURES (FOR US CLIENTS)

ANALYST CERTIFICATION

The research analysts, with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in this research report accurately reflect his or her or their personal
views about all of the issuers and their securities; and No part of his or her or their compensation was, is or will be directly related to the specific recommendation or views expressed in this research report

Terms & conditions and other disclosures:

This research report is a product of Prabhudas Lilladher Pvt. Ltd., which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are
resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to
satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and
trading securities held by a research analyst account.

This report is intended for distribution by Prabhudas Lilladher Pvt. Ltd. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and
interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon
this report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major Institutional Investors, Prabhudas
Lilladher Pvt. Ltd. has entered into an agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo").

Transactions in securities discussed in this research report should be effected through Marco Polo or another U.S. registered broker dealer.

September 22, 2017 SREESANKAR i 1)
RADHAKRISHNAN &t rie



		2017-09-22T14:52:26+0530
	SREESANKAR RADHAKRISHNAN




