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Paras Defence and Space Technologies Ltd.

A leading provider of optic and EMP protection solutions to defence and space sector
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Salient features of the IPO:

e Paras Defence and Space Technologies Ltd. (PDSTL), which provides
defence and space engineering products & solutions is coming up
with an IPO to raise around Rs. 170cr, which opens on 215t Sept. and
closes on 23" Sept. 2021. The price band is Rs. 165 - 175 per share.

e The issue is a combination of fresh and OFS. The company will not
receive any proceeds from the OFS part of the issue. Of the net
proceeds from the fresh issue, Rs. 34.7cr will be used for the
purchase of machinery & equipments, Rs. 60cr will be utilized to fund
the working capital requirements and another Rs. 12cr will be used to
repay/pre-pay certain debt availed by the company.

¢ In the last 6-7 months, the company has undertaken the pre-IPO
placement of total 0.255cr equity shares for cash consideration
aggregating to Rs. 34.4cr. However, the size of the fresh issue has not
been reduced by the company. The shares were offered in the range
of Rs. 125 - 160 per share.

Key competitive strengths:

e Offer a wide range of products & solutions for both defence and
space applications

* One of the few players in high precision optics manufacturing for
space and defence application in India

e Strong R&D capabilities with a focus on innovation

e Well positioned to benefit from the Government’s “Atmanirbhar
Bharat” and “Make in India” initiatives

e Strong relationships with a diverse customer base

e An experienced management team

Risk and concerns:

¢ Unexpected change in government policies and regulations
* Revenue concentration risk

e Lumpy business

e Working capital intensive business

* Competition

Below are the key highlights of the company:

e PDSTL is engaged in designing, developing, manufacturing and testing
of a wide range of defence and space engineering products &
solutions. The company is the sole Indian supplier of critical imaging
components such as large size optics and diffractive gratings for space
applications in India. It is also one of the leading “Indigenously
Designed Developed and Manufactured” category private sector
companies in India, which caters to the four major segments of Indian
defence sector i.e. defence & space optics, defence electronics,
electro-magnetic pulse (EMP) protection solution and heavy
engineering.

e The outlays by the Indian government on the above-mentioned four
segments is expected to increase from around USD 3.2bn in 2021 to
over USD 14.5bn by 2031, mainly due to extensive fleet re-
capitalization, CA4ISR orientation and greater indigenous supply
preferences. The cumulative market during the same time is
anticipated to around USD 99.4bn.
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Price band Rs. 165 - 175 per share
Face value Rs. 10

Shares for fresh issue 0.803 - 0.852cr shares
Shares for OFS 0.172cr shares

Fresh issue size Rs. 140.6¢r

OFS issue size Rs. 28.5-30.2cr
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Key highlights of the company (Contd...):

e Under defence & space optics segment, the company manufactures high precision optics for defence and space
applications such as thermal imaging and space imaging systems. Its defence electronics operations include providing a
wide array of high performance computing & electronic systems for defence applications, including sub-systems for
border defence, missiles, tanks and naval applications. Under EMP protection solutions, the company is engaged in
designing, developing, manufacturing and commissioning various solutions for EMP protection. Further, under heavy
engineering, it provides heavy engineering products & solutions, such as components for rockets and missiles along with
providing mechanical manufacturing support to other verticals.

e As of 30t Jun. 2021, PDSTL has a range of 34 different categories of high-quality products & solutions, which are
manufactured from the two facilities located at Nerul and Ambernath in the state of Maharashtra. Further, to meet to
the growing demand of its customers and also to enhance its product portfolio the company is in the process of
expanding the manufacturing facilities at Nerul and Ambernath.

e The company derives majority of its business from government entities in the defence and space sector. As of FY21,
government and private entities generated 50.8% and 32.3% to the top-line, while the rest was by the exports. Its
customer base includes companies like Bharat Electronics Ltd., Hindustan Aeronautics Ltd., Bharat Dynamics Ltd.,
Hindustan Shipyard Ltd., Electronic Corporation of India Ltd., Tata Consultancy Services Ltd., Solar Industries India Ltd.,
Alpha Design Technologies Pvt. Ltd. and Astra-Rafael Comsys Pvt. Ltd. Its foreign customers include Advanced Mechanical
and Optical Systems (Belgium), Tae Young Optics Company Ltd. (South Korea), and Green Optics (South Korea) etc.

e PDSTL is expanding into new opportunistic areas like unmanned aircraft systems (drones). Through its subsidiary, it aims
to offer UAV integration solutions & services for a wide range of applications such as agriculture, power transmission, oil
and gas, mining and construction. Its flagship product will be a cloud based NPNT solution (offered as software-as-a-
service) and an indigenous multispectral camera. Through another subsidiary, the company will design sub-modules and
will be involved in solution integration. PDSTL also aims to become one of the first indigenous anti-drone technology
development companies in India and is currently collaborating with leading UAV anti-drone technology firms from Israel
and ltaly.

¢ Due to elongated production cycles, the company operations are working capital intensive. Pre-pandemic, i.e. over FY18-
20, the working capital cycle has increased from 160 days in FY18 to 336 days in FY20. During the period, payable days
have almost doubled, while inventory and debtor days have increased from 204 days and 62 days in FY18 to 313 days and
225 days, respectively. Going forward, we are not anticipating this to improve in the medium term.

e On financial performance front, the performance of the company is not encouraging. Over FY18-21, it has reported a
14.4% CAGR fall in earnings on 1.3% CAGR lower top-line. EBITDA margin during the period remained in the range of 26-
30%. PDSTL reported a negative operating cash flow in two out of four reported fiscals. Financial liabilities increased by
15.6% CAGR, however, debt-to-equity ratio declined from 0.6x in FY18 to 0.5x in FY21. Average RolC and RoE stood at
10.6% and 12.9%, respectively, over FY18-21.

e As of 30t Jun. 2021, the company had an order book of Rs. 305cr, which is around 2.1x times the FY21 business. Based
on our conservative estimate, we are anticipating a 13.6% CAGR rise in top-line over FY21-24E to Rs. 210cr in FY24E.
EBITDA and PAT are expected to increase by 12.1% and 29% CAGR. EBITDA margin is likely to contract by 117bps, while
mainly on account of lower finance costs PAT margin is forecasted to expand by 511bps over FY21-24E. Moreover, RolC
and RoE to expand by 126bpd and 314bps, respectively, to 6.7% and 7.5%%in FY24E.

Peer comparison and valuation: Considering the product profile, PDSTL doesn’t have any peer in the listed space. At
higher price band of Rs. 175, PDSTL is demanding a P/E multiple of 43.4x (to its FY21 EPS of Rs. 4). Considering its niche
product profile & technology, dominant market positioning and vast growth potential, we assign a “SUBSCRIBE” rating for
the issue.
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About the issue:

e PDSTL is coming up with an initial public offering (IPO) with 0.976 - 1.025cr shares (fresh issue: 0.803 - 0.852cr shares;
OFS shares: 0.172cr shares) in offering. The offer represents around 25.02% of its post issue paid-up equity shares of the
company. Total IPO size is Rs. 169.1 - 170.8cr.

* The issue will open on 215t Sept. 2021 and close on 23" Sept. 2021.
e The issue is through book building process with a price band of Rs. 165 - 175 per share.

¢ In the last 6-7 months, the company has undertaken the pre-IPO placement of total 0.255cr equity shares for cash
consideration aggregating to Rs. 34.4cr. However, the size of the fresh issue has not been reduced by the company. The
shares were offered in the range of Rs. 125 - 160 per share.

e Theissue is a combination of fresh and OFS. The company will not receive any proceeds from the OFS part of the issue. Of
the net proceeds from the fresh issue, Rs. 34.7cr will be used for the purchase of machinery & equipments, Rs. 60cr will
be utilized to fund the working capital requirements and another Rs. 12cr will be used to repay/pre-pay certain debt
availed by the company.

e 50% of the net issue are reserved for qualified institutional buyers, while 15% and 35% of the net issue is reserved for
non-institutional bidders and retail investors, respectively.

e Promoter currently holds 79.40% stake in the company and post-IPO this will come down to 58.94%. Public holding will
increase from current 20.60% to 41.06%.

Pre and post-issue shareholding pattern (%)

Pre-issue Post-issue (at higher price band)
Promoter & promoter group (%) 79.40% 58.94%
Public (%) 20.60% 41.06%

Source: Choice Equity Broking

Indicative IPO process time line:

Unblocking of
ASBA account
29-Sept-2021

Offer closes on
23-Sept-2021

Offer opens on Finalization of Commencement
21-Sept-2021 basis of allotment Credit to demat of trading
28-Sept-2021 accounts 1-Oct-2021

30-Sept-2021
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Financial performance:

Performance over FY18-21: On financial performance front, the performance of the company is not encouraging. Over FY18-
21, it has reported a 14.4% CAGR fall in earnings on 1.3% CAGR lower top-line. EBITDA margin during the period remained in
the range of 26-30%.

During FY18-21, business from the Heavy engineering segment increased by 2% CAGR, while business from the Defence
electronics and Defence & space optics segment declined by 3.5% and 0.5% CAGR, respectively. Accordingly, consolidated
top-line declined by 1.3% CAGR to Rs. 143.3cr in FY21. As of FY21, the Defence electronics segment contributed 45.3% to the
top-line, while the Heavy engineering and Defence & space optics segment contributed 26.4% and 28.3%, respectively.

Net cost of material consumed declined by 5.9% CAGR (a rate higher than the decline in top-line), thereby leading to a 6.4%
CAGR higher material margin over FY18-21. As a percent of top-line, net cost of material consumed stood at 45.6% in FY21
as compared to 52.5% in FY18. However, with 19.6% and 11% CAGR higher expenses towards employee and other expenses
led to a 1.8% CAGR higher consolidated EBITDA, which stood at Rs. 43.4cr in FY21. EBITDA margin expanded by 269bps over
FY18-21 to at 30.3% in FY21.

Depreciation charge increased by 13.1% CAGR, while higher financial liabilities led to a 19% CAGR higher finance costs over
FY18-21. As a result, reported PAT declined by 14.4% CAGR to be at Rs. 15.7cr in FY21. PAT margin contracted by 583bps
during the period.

PDSTL reported a negative operating cash flow in two out of four reported fiscals. Financial liabilities increased by 15.6%
CAGR, however, debt-to-equity ratio declined from 0.6x in FY18 to 0.5x in FY21. Average RolC and RoE stood at 10.6% and
12.9%, respectively, over FY18-21.

Consolidated financial snapshot (Rs. cr) CAGR over FY18-21 (%) Y-0-Y (%, Annual)
Heavy engineering 35.6 60.1 64.1 37.8 2.0% -41.1%
Defence electronics 72.3 46.9 31.8 64.9 -3.5% 104.1%
Defence & space optics 41.3 47.4 51.1 40.6 -0.5% -20.5%
Revenue from operations 149.3 154.4 147.0 143.3 -1.3% -2.5%
EBITDA 41.2 42.8 39.3 43.4 1.8% 10.5%
Reported PAT 25.1 19.0 19.7 15.7 -14.4% -20.0%
Restated reported EPS 6.4 49 5.0 4.0 -14.4% -20.0%
Cash flow from operating activities 40.8 (12.1) (2.6) 4.3 -52.8%

NOPLAT 27.2 24.8 20.6 22.9 -5.6% 11.1%
FCF (9.9) 6.6 (2.6) -139.5%
RolC (%) 14.0% 10.9% 8.6% 8.7% (529) bps 8 bps
Revenue growth rate (%) 3.4% -4.8% -2.5%

EBITDA growth rate (%) 4.0% -8.3% 10.5%

EBITDA margin (%) 27.6% 27.7% 26.7% 30.3% 269 bps 357 bps
EBIT growth rate (%) -3.1% -11.6% 14.2%

EBIT margin (%) 23.1% 21.6% 20.1% 23.5% 43 bps 344 bps
Restated reported PAT growth rate (%) -24.4% 3.6% -20.0%

Restated reported PAT margin (%) 16.8% 12.3% 13.4% 11.0% (583) bps (240) bps
Inventory days 204.1 235.7 313.1 377.6 22.8% 20.6%
Debtor days 61.9 128.3 224.4 245.0 58.2% 9.2%
Payable days (106.7) (165.7) (201.2) (118.4) 3.5% -41.2%
Cash conversion cycle 159.3 198.3 336.4 504.3 46.8% 49.9%
Fixed asset turnover ratio (x) 0.9 0.9 0.9 0.9 1.8% 0.9%
Total asset turnover ratio (x) 0.6 0.5 0.4 0.4 -12.1% -8.0%
Current ratio (x) 1.4 1.6 1.7 2.1 15.4% 20.3%
Total debt (Rs.) 70.5 87.3 106.0 108.9 15.6% 2.8%
Net debt (Rs.) 67.9 85.4 101.6 100.6 14.0% -1.0%
Debt to equity (x) 0.6 0.6 0.6 0.5 -2.6% -14.2%
Net debt to EBITDA (x) 1.6 2.0 2.6 2.3 12.0% -10.4%
ROE (%) 20.3% 12.5% 11.4% 7.6% (1,264) bps (378) bps
RoA (%) 9.8% 5.8% 5.7% 4.3% (543) bps (141) bps
RoCE (%) 17.5% 14.6% 12.3% 12.7% (485) bps 37 bps

Source: Choice Equity Broking
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Competitive strengths:

e Offer a wide range of products & solutions for both defence and space
applications

* One of the few players in high precision optics manufacturing for space and
defence application in India

e Strong R&D capabilities with a focus on innovation

e Well positioned to benefit from the Government’s “Atmanirbhar Bharat”
and “Make in India” initiatives

e Strong relationships with a diverse customer base

* An experienced management team

Business strategy:
Expansion of production capacity u

e Strengthen foothold in India’s expanding market

Continued focus on R&D
Diversify products & solutions range, with focus on growth by expansion

into opportunistic areas
* Increasing reach in the international market '

Risk and concerns:

Unexpected change in government policies and regulations
Revenue concentration risk

Lumpy business

Working capital intensive business

Competition

A\ choicebroking.com
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Financial statements:

Consolidated profit and loss statement (Rs. cr)

CAGR over Annual growth

FY18 FY19 FY20 Fy21 FY18- 21 (%) over FY20 (%)
Revenue from operations 149.3 154.4 147.0 143.3 -1.3% -2.5%
Cost of materials consumed (94.8) (95.5) (74.0) (59.9) -14.2% -19.1%
Purchases of stock in trade (0.4) (13.5) 3029.2%
Changes n? inventories of finished goods, work in progress 16.5 11.6 16 3.0 21.3% 408.8%
and stock in trade
Excise duty and service tax (6.2)
Gross profit 64.8 70.5 74.2 78.0 6.4% 5.1%
Employee benefits expense (6.9) (9.0) (11.0) (11.7) 19.6% 7.1%
Other expenses (16.7) (18.7) (24.0) (22.9) 11.0% -4.6%
EBITDA 41.2 42.8 39.3 43.4 1.8% 10.5%
Depreciation and amortization expense (6.7) (9.4) (9.7) (9.7) 13.1% -0.6%
EBIT 34.5 334 29.6 33.7 -0.7% 14.2%
Finance costs (7.4) (9.4) (9.8) (12.4) 19.0% 27.0%
Other income 3.3 2.8 2.0 13 -27.0% -36.4%
PBT 30.4 26.8 21.8 22.6 -9.4% 3.8%
Tax expenses (5.3) (7.8) (2.1) (6.8) 8.6% 219.7%
PAT before minority interest 25.1 19.0 19.7 15.8 -14.3% -19.7%
Minority interest (0.1)
Reported PAT 25.1 19.0 19.7 15.7 -14.4% -20.0%

Consolidated balance sheet statement (Rs. cr)

CAGR over  Annual growth

FY18 FY19 FY20 FY21 FY18.21(%) over FY20 (%)
Equity share capital 5.6 5.7 28.4 29.9 74.9% 5.1%
Other equity 118.3 146.7 144.2 176.8 14.3% 22.6%
Non current borrowings 45.3 47.0 43.1 35.6 -7.8% -17.5%
Non current lease liabilities 0.1 0.1 -41.6%
Non current provisions 0.9 1.7 13 1.2 10.9% -7.9%
Non current net deferred tax liabilities 27.0 27.8 23.5 23.1 -5.0% -1.5%
Current borrowings 21.1 37.9 60.2 68.0 47.8% 13.0%
Current lease liabilities 0.1 0.1 1.6%
Other current financial liabilities 4.2 2.4 2.5 5.2 7.5% 108.4%
Trade payables 22.9 53.3 27.0 15.3 -12.5% -43.3%
Current provisions 0.5 0.2 0.2 0.1 -31.6% -3.3%
Current net tax liabilities 5.1 5.6 5.8 6.8 9.6% 17.2%
Other current liabilities 6.1 1.6 6.0 0.6 -53.6% -89.9%
Total liabilities 256.8 329.7 342.4 362.7 12.2% 5.9%
Property, plant and equipment 169.7 165.9 155.8 155.1 -3.0% -0.4%
Capital work-in-progress 1.2 2.6 4.9 0.5 -24.9% -89.6%
Intangible assets 1.6 2.4 2.0 1.5 -2.6% -26.7%
Non current investments 0.1 0.1 0.1 1.1 182.4% 2152.0%
Other non current financial assets 0.8 0.4 0.3 1.2 14.6% 323.5%
Non current tax assets 0.0
Other non current assets 1.6 0.9 1.4 1.2 -7.7% -12.7%
Inventories 43.8 64.5 60.4 74.7 19.5% 23.6%
Trade receivables 25.3 83.2 97.6 94.9 55.4% -2.8%
Cash and cash equivalents 2.7 1.9 4.4 8.3 46.1% 89.9%
Current financial assets 0.6 0.5 0.6 0.5 -6.1% -24.1%
Current loans 0.1 0.2 0.0 0.0 -15.1% 48.5%
Other current assets 9.4 7.2 12.3 19.5 27.6% 58.5%
Assets held for sale 2.5 4.1 64.3%
Total assets 256.8 329.7 342.4 362.8 12.2% 6.0%

Source: Choice Equity Broking
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Financial statements:

Consolidated cash flow statement (Rs. cr)

CAGR over  Annual growth

Particulars (Rs. mn) FY18 FY19 FY20 FY21 FY18-21(%) over FY20 (%)
Cash flow before working capital changes 449 46.3 42.9 45.2 0.2% 5.4%
Working capital changes 0.3 (51.4) (38.4) (34.0) -11.6%
Cash flow from operating activities 40.8 (12.1) (2.6) 4.3 -52.8%
Purc.hase and construction of property, plant and (49.7) (9.7) (4.1) (5.3) 52.5% 31.4%
equipment
Cash flow from investing activities (49.1) (9.6) (4.9) (6.3) -49.7% 28.5%
Cash flow from financing activities 7.8 21.4 8.6 5.4 -11.7% -37.1%
Net cash flow (0.5) (0.2) 1.1 3.4 216.0%
Opening balance of cash 0.9 0.4 0.2 1.3 12.3% 601.1%
Closing balance of cash 0.4 0.2 1.3 4.7 132.0% 270.9%

Consolidated financial ratios

Particulars (Rs. mn) FY18 FY19 FY20 FY21
Revenue growth rate (%) 3.4% -4.8% -2.5%
Gross profit growth rate (%) 8.9% 5.3% 5.1%
Gross profit margin (%) 43.4% 45.7% 50.5% 54.4%
EBITDA growth rate (%) 4.0% -8.3% 10.5%
EBITDA margin (%) 27.6% 27.7% 26.7% 30.3%
EBIT growth rate (%) -3.1% -11.6% 14.2%
EBIT margin (%) 23.1% 21.6% 20.1% 23.5%
Restated reported PAT growth rate (%) -24.4% 3.6% -20.0%
Restated reported PAT margin (%) 16.8% 12.3% 13.4% 11.0%
Inventories turnover ratio (x) 3.4 2.9 2.4 2.1
Trade receivable turnover ratio (x) 5.9 2.8 1.6 1.5
Accounts payable turnover ratio (x) 6.5 4.1 3.7 6.8
Fixed asset turnover ratio (x) 0.9 0.9 0.9 0.9
Total asset turnover ratio (x) 0.6 0.5 0.4 0.4
ROE (%) 20.3% 12.5% 11.4% 7.6%
ROA (%) 9.8% 5.8% 5.7% 43%
RoCE (%) 17.5% 14.6% 12.3% 12.7%
Per share data

Restated adjusted EPS (Rs.) 6.4 49 5.0 4.0
DPS (Rs.) 0.0 0.0 0.0 0.0
BVPS (Rs.) 31.8 39.1 44.3 53.0
Operating cash flow per share (Rs.) 10.5 (3.1) (0.7) 1.1
Free cash flow per share (Rs.) (2.5) 1.7 (0.7)
Dividend payout ratio 0.0% 0.0% 0.0% 0.0%

Note: Ratios calculated on pre-issue data; Source: Choice Equity Broking
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Disclaimer

This is solely for information of clients of Choice Broking and does not construe to be an investment advice. It is also not
intended as an offer or solicitation for the purchase and sale of any financial instruments. Any action taken by you on the
basis of the information contained herein is your responsibility alone and Choice Broking its subsidiaries or its employees or
associates will not be liable in any manner for the consequences of such action taken by you. We have exercised due
diligence in checking the correctness and authenticity of the information contained in this recommendation, but Choice
Broking or any of its subsidiaries or associates or employees shall not be in any way responsible for any loss or damage that
may arise to any person from any inadvertent error in the information contained in this recommendation or any action
taken on basis of this information. This report is based on the fundamental analysis with a view to forecast future price. 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. Choice Broking has
based this document on information obtained from sources it believes to be reliable but which it has not independently
verified; Choice Broking makes no guarantee, representation or warranty and accepts no responsibility or liability as to its
accuracy or completeness. The opinions contained within the report are based upon publicly available information at the
time of publication and are subject to change without notice. The information and any disclosures provided herein are in
summary form and have been prepared for informational purposes. The recommendations and suggested price levels are
intended purely for stock market investment purposes. The recommendations are valid for the day of the report and will
remain valid till the target period. The information and any disclosures provided herein may be considered confidential. Any
use, distribution, modification, copying, forwarding or disclosure by any person is strictly prohibited. The information and
any disclosures provided herein do not constitute a solicitation or offer to purchase or sell any security or other financial
product or instrument. The current performance may be unaudited. Past performance does not guarantee future returns.
There can be no assurance that investments will achieve any targeted rates of return, and there is no guarantee against the
loss of your entire investment.

POTENTIAL CONFLICT OF INTEREST DISCLOSURE (as on date of report) Disclosure of interest statement — ¢ Analyst
interest of the stock /Instrument(s): - No. ¢ Firm interest of the stock / Instrument (s): - No.

N

+91-022-6707 9999
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www.choicebroking.in +91-022-6707 9959

Choice Equity Broking Pvt. Ltd.
Choice House, Shree Shakambhari Corporate Park, Plot No: -156-158,
J.B. Nagar, Andheri (East), Mumbai - 400 099.
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