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Potential to scale new heights

U Hindustan Aeronautics is engaged in the business of Manufacture of Aircraft and Helicopters and Repair, Maintenance of Aircraft and
Helicopters.

U HAL is one of the premier defence PSU in India along with Defence Research & Development Organization (DRDO) and has over the
years showcased research, design and development capabilities with the successful development of military aircraft and helicopters
such as the Ajeet, Marut, HPT-32, Kiran and Advanced Light Helicopter.

L Other than the indigenous aircraft and helicopters HAL has also manufactured aircrafts under license including the MiG 21FL/M/BIS,
MiG-27, Dornier 228, Su-30 MkI, Hawk Mk 132 aircraft etc.

U HAL derives ~93% of sales from Indian Defence Services and export its products and services, primarily spares to more than 21
countries. The company’s operations are spread over 20 production divisions and 10 R&D centers

L HALs revenue from operations grew from Rs15,938cr in the FY15 to Rs21,438cr in the FY20 representing a CAGR of 6.1% contributing
from all the segments. The EBIDTA margin has also improved from 15.0% during FY15 to 22.9% during FY20.

U As of September 30, 2020 the company has cash and cash equivalents of Rs213cr. The company does not have any long-term
indebtedness. HAL has a record of continuous dividend distribution for over four decades, reflecting strong financial track record.

L We note that HALs capabilities in manufacturing and servicing of defense aircrafts and helicopters makes it a direct comparable to
established International defense players. It thus faces no competition domestically and only from international players. HAL has the
following positives in its favor - wide portfolio comprising of indigenous and licensed products, long credible history of proven design
and development capabilities, expansion and diversification into new growth areas of engines, UAVs, civil aircrafts and exports and
strong balance sheet.

U Thus based on the business capabilities, industry growth prospects and valuations, we initiate our coverage on Hindustan Aeronautics
Limited with a BUY rating and a target price of 1,152 per share.
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Q2-FY21 Results (Consolidated)
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(InXmn) Q2-FY21 Q2-FY20 Chg 6M-FY21 6M-FY20 Chg
Net Sales 48,536 34,490 40.7% 65,903 67,384 -2.2%
Operating Expense 38,240 27,485 39.1% 51,764 51,896 -0.3%
EBITDA 10,296 7,005 47.0% 14,139 15,489 -8.7%
Other Income 880 407 116.2% 1,352 1,002 35.0%
Depreciation 2,198 1,648 33.4% 3,311 2,815 17.6%
EBIT 8,978 5,764 55.8% 12,181 13,675 -10.9%
Interest 715 1,010 -29.2% 1,761 1,777 -0.9%
PBT 8,263 4,754 73.8% 10,420 11,899 -12.4%
Tax 2,112 (1,404) -250.5% 2,774 1,133  144.8%
Exceptional Items - 55 - 1,071

PAT 6,151 6,213 -1.0% 7,646 11,837 -35.4%
Minority /Other Adj. 2 4 (7) 93

Consolidated PAT 6,152 6,217 -1.0% 7,639 11930 -36.0%
Margins Q2-FY21 Q2-FY20 ChgBPS 6M-FY21 6M-FY20 ChgBPS
Operating Margin % 21.2%  20.3% 90 21.5% 23.0% -153
Net Margin % 12.7%  18.0% -534 11.6% 17.6% -596

Source: Company, Anand Rathi Research
———— — ——
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Market leadership through diverse product mix

Mid Life Upgrade MRO

- Aircraft Mid life Maintenance, Repair & |
, Upgradation Overhaul of Aircraft & ;
% Engines.

Aerospace Program

Manufacturing of Structure,
Boosters for launch vehicles
and Cryogenic engine

Manufacturing
Manufacture of Aircraft,
Helicopter, Engines &
Systems

5-7,1 rich
AL

Design & Development of
Platforms, Aero-Engines & Systems

Design & Development Missile Integration

Missile integration of
existing platforms

O HALs products portfolio includes fighter aircraft, trainer aircraft, transport aircraft, military helicopter and civil
helicopters and their engines, avionics and accessories (such as special test equipment and ground handling
equipment and ground support equipment), which are both indigenously designed or manufactured under
license.
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Leadership position in Indian Aerospace industry & strong
GOl support

O The company has a leadership position in the

Indian aeronautical industry as a result of long-
‘..:)Qgﬁ standing relationship, particularly with the Indian
~ ff-‘l Defence Services and the DRDO as well as with

various academic institutions and regulatory

Domestic agencies.

Defence
Sector
| | . largest spender in defence and 80% of their total

U India has 2" largest military in the world and 3™

. \ | ;ﬂ I “indien defence fleets are supported by HAL.
Indian ndian Indian
{ Air anJ{ Army ] [ Mavy } [ Coast ] 21 countries
AL O HAL is also poised to gain under the “Atmanirbhar
Bharat Abhiyan” as government is significantly
71% 100% 65% 100% impetus to self reliance and local production.

O Given the long-term nature of company’s

F|eet Support relationship with Gol, the Indian Defence Services
typically reach out to HAL for the majority of their

needs for aerospace products and services.

S Anand Rathi Research



Hindustan Aeronautics Limited

ANAND R ATHI

HAL is the largest aerospace supplier to IDS, stands to gain

with increasing budgetarx allocation

O Both military and commercial aerospace sectors
have good growth potential in India. The Defence

Higher budget allocation towards Defence Forces* budget allocation has been continuously increasing

IR B over the years.
| O In Budget 2020-21, the fund allocation for Capital
and Revenue Expenditure has increased by 2.1%
1 over the previous year. The surge in Defence Budget
?} allocation in India is a crucial factor in the
| ] development of the Aerospace Industry in the

E country.

indian Army Iﬂ;g:;:gﬂ Indizn Air Force O Earlier 60% of defence requirements were
m2017-18 Actuals = 2018-19RE  m2019-20 BE  m 2020-21 BE dependent on imports but with “Make in India” and
(Rev.+Cap) [Rev.+Capl  [Rew+Cap]  [Rev.2Cap] “Atmanirbhar Bharat Abhiyan” government has

increase limit of FDI in defence manufacturing from
49% to 74%. Moreover separate budget for Indian-
made defence equipment has been announced to
make the country self-reliant in defence which will
overall increase the HAL revenue.

—————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————
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Robust Order Book provides revenue visibility

QO Currently the company has an order backlog of

Firm Order Book - Activity-Wi . . . .
irm Drder Boo vity-Wise ~'54,000cr which is expected increase substantially

70000 505 359 over the next few years as the company is likely to
183 : .
& 219 312 get many new orders including orders for 83 LCA
60000 ' é Mark 1A worth "39,000cr which is expected to go for
& cabinet approval very soon.
50000 &
U The company also has various other projects in the
40000 pipeline including Light Utility Helicopter (LUH) and
the company is likely to fetch some orders for the
20000 g same in FY2021.
[ |
i
20000 . .
U These projects will ensure order flow for the
company over the next couple of years.
10000
mmm O Post the LCA Mark 1A and the LUH, company is

expected to get orders for LCA Mark Il followed by
the Advanced Medium Combat Aircraft (AMCA).

31.03.2017 31.03.2018 31.03.2019 31.03,2020 30.09.2020

B Manufacturing B ROH & Spares W Development Exparts

U Moreover the company will keep getting orders for
upgrades of existing aircrafts which will ensure a
constant flow of orders for the company.
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Strong R&D Capabilities

O HAL has 10 dedicated R&D centres capable of

developing a wide range of products, upgrading

R&D Expenses (X Cr.) products with combat operational capability and

1800 operational performance and maintaining a pipeline

1600 of products to meet future needs.

1400 Towards the progress of the R&D efforts, the

Q
1200 Company has incurred a total expenditure of
1000 *1,232cr for the year 2019-20 which is 6 % of the
200 Turnover. Further, an amount of '254cr has been
transferred to the R&D reserve during the year.

600
400 U They have collaborated with IITs and 1ISc for talent
500 acquisition and aerospace research.

° a

fv e fy17 fy1s fv19 £v-20 Development of in house capabilities to design and
develop specialized products includingaero engines.
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Future Design projects
] .
= Light Combat Aircraft Mk 1A . |
= Light Combat Aircraft Mkll .

= AMCA-Advance Multirole
Combat Aircraft

= TEDBF - Twin Engine Deck

Based Fighter .

= |MRH - Indian Multi Role
Helicopter

Sower: Campony
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Financial performance & Summary

Inventory Ratios Capex Plans (X Cr.) Dividend Details
25000 550 1800 1400 70%
511 500 65%
20000
H 450 1400 1100 55%
400
15000 85 250
345 1000 800 40%
10000 300
250
600 500 25%
5000 200 I 22977
© A > O o N
NN NNy Y
QT \gg* 200 200 10%
S SR N S S FY-16 FY-17 FY-18 FY-19 FY-20
< < < < < Y - . .
EEEN [nventory === No. of Days of Inventory \*/?‘ « EE Dividend == Dijvidend Payout Ratio

O HAL also has strong execution capabilities, which is reflected in its topline and bottomline growth of 6.1% and
4.1% CAGR, respectively, in FY15-20.

O HAL has a record of continuous dividend distribution reflecting strong financial track record.

0 Companyhas considered the possible effect on the carrying amount of Property, Plant and Equipment,
Investments, Inventories, receivables and other current assets. There is no material impairment to be recognized.

O As major portion of Company’s revenue is generated from Defense services the impact of Covid-19 will be
minimal.

—————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————
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We expect the company to register continued growth in
revenues

Revenue estimates (X Mn.) EBITDA & EBITDA margin estimates

340000 60000 24.0%

50000 22.0%

260000

40000 20.0%
180000
30000 18.0%
100000
20000 16.0%
FY-19 FY-20 FY-21E FY-22E
20000

FY-19 FY-20 FY-21E FY-22E I FBIDTA e FBIDTA Margin

U Considering the strong pipelines of orders and given the Government’s thrust on make in Indian especially for
defence sector, we expect Hindustan Aeronautics to grow with a CAGR of ~13% to 272,503 million in FY22E with
EBIDTA margin stands at 19.5%.

—————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————
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Valuation and Recommendation:

ANANDRATHI

U Given strong balance sheet, robust order book and
execution capabilities, we are constructive on HAL
long term prospect.

L At CMP the stock is trading at 13x times FY22E
earnings.

O We
Hindustan Aeronautics Limited with a target price of
X1,152 per share.

initiate our coverage with BUY rating on

Relative stock performance (Jan’20=100)
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Source: Bloomberg, Anand Rathi Research

Key Ratios FY-19  FY-20  FY-21E  FY-22E
EPS (%) 69.6 85.9 69.7 88.7
P/E (x) 12.2 9.9 12.2 9.6
P/B (x) 2.4 2.1 1.8 1.5
ROE 19.3% 21.7%  15.0%  16.0%
ROCE 17.5% 19.8%  14.8%  16.5%
EV/EBIDTA (x) 5.8 5.5 6.1 0.0

Source: Company, Anand Rathi Research
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Consolidated Financials:

(In X mn) FY-19  FY-20 FY-21E  FY-22E  (InXmn) FY-19  FY-20  FY-21E  FY-22E
Net Sales 200,082 214,382 224,589 272,503 Liabilities

Operating Expense 154,570 165,309 180,880 219,469  Equity Share Capital 3,344 3,344 3344 3344
EBITDA 45,513 49,073 43,709 53,034 Reserves & Surplus 117,477 129,045 152,358 182,007

Total Shareholder's

Other Income 3,755 2939 3079 3736 °° 120,821 132,389 155,702 185,351
undads
Depreciation 10,253 9,985 10,838 11,658 Minority Interest 45 43 43 43
EBIT 39,015 42,026 35951 45113 |00 qerm Liabilities 1000 ) ] )
Interest 1,776 3,596 3,720 4,125 ]
Other Long-term 103,343 90,060 91,934 93,934
Misc. items - 1,189 - . Liabilities
PBT 37239 39,620 32,230 40,987 Deferred Tax Liability (2,593) (4,701) (5,000) (5,500)
Short-term Liabilities 281,929 310,186 324,955 394,280
Tax 13,963 10,960 8916 11,338 1Al
S Total 504,545 527,976 567,634 668,108
Minority Interest 10 72 - -
Assets
PAT 23,286 28,732 23,315 23,6439 . Fixed Assets 89614 94002 94637 93,879
Margins FY-19  FY-20 FY-21E  FY-22E hong‘CTerm Lt&A >800 6,642 7,000 7,400
Sales Growth % 8.0%  7.1% 4.8%  21.3% In(\)/(re]st;renre\?s 9097 9908 9908 9,908
Operating Margin % 22.7%  22.9% 19.5% 19.5% Other Non-Current
Net Margin % 11.6% 13.4%  104%  10.9%  pcsets 3,554 3,455 3,600 3,800
Source: Company, Anand Rathi Research Current Asset 396,479 413,969 452,490 553,122
Total 504,545 527,976 567,635 668,109

—————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————
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Risks & Concerns

Q0 Competition from foreign players.

L Dependent on OEMs for supply of various components / spare parts required for the manufacture and
overhaul of Aircraft/ Helicopters.

L Depending heavily on Ministry of Defence (MoD) contracts, quantum of allocation of Defence budget and
timely allocation of budget.

14 Anand Rathi Research
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Rating and Target Price history:

HAL IN rating history & price chart HAL IN rating details
200
Date Rating Target Price (¥) Share Price (%)
165
05-Jan-21 BUY 1,152 925
130
95
60
Jan-20 Mar-20 May-20 Jul-20 Sep-20 Nov-20 Jan-21

Source: Bloomberg, Anand Rathi Research

NOTE: Prices are as on 04t Jan 2021 close.

Source: Bloomberg, Anand Rathi Research
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Analyst Certification

O The views expressed in this Research Report accurately reflect the personal views of the analyst(s) about the subject securities or issuers and no part of the
compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the research
analyst(s) in this report. The research analysts are bound by stringent internal regulations and also legal and statutory requirements of the Securities and Exchange
Board of India (hereinafter “SEBI”) and the analysts’ compensation are completely delinked from all the other companies and/or entities of Anand Rathi, and have
no bearing whatsoever on any recommendation that they have given in the Research Report.

Ratings Methodology

U Analysts’ ratings and the corresponding expected returns take into account our definitions of Large Caps (>X300 Billion ) and Mid/Small Caps (<300 Billion ) or SEBI
definition vide its circularSEBI/HO/IMD/DF3/CIR/P/2017/114 dated 6th October 2017, whichever is higher and as described in the Ratings Table below:

Ratings Guide (12 months) | Buy | Hold ___[sell |

Large Caps (>X300Bn.) 15% 5%-10% Below 5%
Mid/Small Caps (<Z300 Bn.) 20% 10%-15% Below 10%

Anand Rathi Research
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Disclaimer:

Research Disclaimer and Disclosure inter-alia as required under Securities and Exchange Board of India (Research Analysts) Regulations, 2014

Anand Rathi Share and Stock Brokers Ltd. (hereinafter refer as ARSSBL) (Research Entity, SEBI Regn No. INHO00000834, Date of Regn. 29/06/2015) is a subsidiary of the
Anand Rathi Financial Services Ltd. ARSSBL is a corporate trading and clearing member of Bombay Stock Exchange Ltd, National Stock Exchange of India Ltd. (NSEIL),
Multi Stock Exchange of India Ltd (MCX-SX) and also depository participant with National Securities Depository Ltd (NSDL) and Central Depository Services Ltd. ARSSBL
is engaged into the business of Stock Broking, Depository Participant, Mutual Fund distributor.

The research analysts, strategists, or research associates principally responsible for the preparation of Anand Rathi Research have received compensation based upon
various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues.

General Disclaimer: - This Research Report (hereinafter called “Report”) is meant solely for use by the recipient and is not for circulation. This Report does not
constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. The
recommendations, if any, made herein are expression of views and/or opinions and should not be deemed or construed to be neither advice for the purpose of
purchase or sale of any security, derivatives or any other security through ARSSBL nor any solicitation or offering of any investment /trading opportunity on behalf of
the issuer(s) of the respective security (ies) referred to herein. These information / opinions / views are not meant to serve as a professional investment guide for the
readers.No action is solicited based upon the information provided herein. Recipients of this Report should rely on information/data arising out of their own
investigations. Readers are advised to seek independent professional advice and arrive at an informed trading/investment decision before executing any trades or
making any investments. This Report has been prepared on the basis of publicly available information, internally developed data and other sources believed by ARSSBL
to be reliable. ARSSBL or its directors, employees, affiliates or representatives do not assume any responsibility for, or warrant the accuracy, completeness, adequacy
and reliability of such information / opinions / views. While due care has been taken to ensure that the disclosures and opinions given are fair and reasonable, none of
the directors, employees, affiliates or representatives of ARSSBL shall be liable for any direct, indirect, special, incidental, consequential, punitive or exemplary
damages, including lost profits arising in any way whatsoever from the information / opinions / views contained in this Report. The price and value of the investments
referred to in this Report and the income from them may go down as well as up, and investors may realize losses on any investments. Past performance is not a guide
for future performance. ARSSBL does not provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding taxation
aspects of any potential investment.

Continued...

e ———————————————
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Disclaimer:

Contd...

Opinions expressed are our current opinions as of the date appearing on this Research only. We do not undertake to advise you as to any change of our views
expressed in this Report. Research Report may differ between ARSSBL’s RAs and/ or ARSSBL’s associate companies on account of differences in research methodology,
personal judgment and difference in time horizons for which recommendations are made. User should keep this risk in mind and not hold ARSSBL, its employees and
associates responsible for any losses, damages of any type whatsoever.

ARSSBL and its associates or employees may; (a) from time to time, have long or short positions in, and buy or sell the investments in/ security of company (ies)
mentioned herein or (b) be engaged in any other transaction involving such investments/ securities of company (ies) discussed herein or act as advisor or lender /
borrower to such company (ies) these and other activities of ARSSBL and its associates or employees may not be construed as potential conflict of interest with respect
to any recommendation and related information and opinions. Without limiting any of the foregoing, in no event shall ARSSBL and its associates or employees or any
third party involved in, or related to computing or compiling the information have any liability for any damages of any kind.

Details of Associates of ARSSBL and Brief History of Disciplinary action by regulatory authorities & its associates are available on our website i. e. www.rathi.com

Disclaimers in respect of jurisdiction: This report is not directed to, 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 or regulation or which would
subject ARSSBL to any registration or licensing requirement within such jurisdiction(s). No action has been or will be taken by ARSSBL in any jurisdiction (other than
India), where any action for such purpose(s) is required. Accordingly, this Report shall not be possessed, circulated and/or distributed in any such country or jurisdiction
unless such action is in compliance with all applicable laws and regulations of such country or jurisdiction. ARSSBL requires such recipient to inform himself about and to
observe any restrictions at his own expense, without any liability to ARSSBL. Any dispute arising out of this Report shall be subject to the exclusive jurisdiction of the
Courts in India.

Copyright: - This report is strictly confidential and is being furnished to you solely for your information. All material presented in this report, unless specifically indicated
otherwise, is under copyright to ARSSBL. None of the material, its content, or any copy of such material or content, may be altered in any way, transmitted, copied or
reproduced (in whole or in part) or redistributed in any form to any other party, without the prior express written permission of ARSSBL. All trademarks, service marks
and logos used in this report are trademarks or service marks or registered trademarks or service marks of ARSSBL or its affiliates, unless specifically mentioned
otherwise.

Contd...
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Disclaimer:

Contd.

Statements on ownership and material conflicts of interest, compensation - ARSSBL and Associates

Answers to the Best of the knowledge
Sr. Statement and Dbelief of the ARSSBL/ its
No. Associates/ Research Analyst who is

preparing this report

ARSSBL/its Associates/ Research Analyst/ his Relative have any financial interest in the subject company? Nature of Interest (if applicable), is given

1 against the company’s name?. NO
ARSSBL/its Associates/ Research Analyst/ his Relative have actual/beneficial ownership of one per cent or more securities of the subject company, at the

2 end of the month immediately preceding the date of publication of the research report or date of the public appearance?. NO
ARSSBL/its Associates/ Research Analyst/ his Relative have any other material conflict of interest at the time of publication of the research report or at

3 the time of public appearance?. NO

4 ARSSBL/its Associates/ Research Analyst/ his Relative have received any compensation from the subject company in the past twelve months. NO

5 ARSSBL/its Associates/ Research Analyst/ his Relative have managed or co-managed public offering of securities for the subject company in the past NO
twelve months.
ARSSBL/its Associates/ Research Analyst/ his Relative have received any compensation for investment banking or merchant banking or brokerage

6 services from the subject company in the past twelve months. NO
ARSSBL/its Associates/ Research Analyst/ his Relative have received any compensation for products or services other than investment banking or

7 merchant banking or brokerage services from the subject company in the past twelve months. NO
ARSSBL/its Associates/ Research Analyst/ his Relative have received any compensation or other benefits from the subject company or third party in

8 connection with the research report. NO

9 ARSSBL/its Associates/ Research Analyst/ his Relative have served as an officer, director or employee of the subject company. NO

10 ARSSBL/its Associates/ Research Analyst/ his Relative has been engaged in market making activity for the subject company. NO
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