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Bharat Dynamics

Defense

Slow start, but prospects remain bright

Bharat Dynamics (BDL) reported loss at the EBITDA level in Q1FY?24. Key points: 1) revenue was down 57% YoY as the
quarter did not have certain deadline-specific orders it had last year ; 2) fixed costs remained broadly stable; 3) other
income surged on the back of advances (mainly for Akash 3™ and 4% regiments); and 4) orderbook as of 30th Jun'23
was at INR 202.2bn, implying orderbook/revenue (ttm) of 9.7x. Going ahead, we expect execution to pick pace.
Management mentioned that the residual execution from FY23 is likely to be done by Q2FY24-end. Hence, we don't
see risk to our FY24E revenue estimate of INR32bn. Maintain BUY with an unchanged target price of INR 1,325 based

on the DCF methodology.

An insipid beginning to FY24

BDL's Q1FY24 revenue was down 57% YoY. However, in our view YoY
comparison is not tenable as, in Q1FY23 the company had to execute certain
orders whose deadlines fell in that quarter. Key points: 1) residual revenue of
FY23 is still not booked; management expects to book most of it in the latter
part of Q2FY24; 2) orderbook as of Mar23 end stands at INR 202.2bn,
implying a robust orderbook/revenue (ttm) of 9.7x; 3) other income includes
INR 842bn of interest earned on the advances received on orders, primarily
Akash 3 and 4% regiments. Going ahead, we believe execution is likely to pick
pace in H2FY24 in line with previous years. Besides, the residual revenue of
FY23 is also likely to flow in towards the latter part of Q2FY24. Hence, we do
not perceive any risk to our FY24E revenue estimate of INR32bn at this stage.

Firm prospects

DRDO has completed the developmental and joint user trials for HELINA and
Dhruvastra ATGMs (Link). With the trials now concluded, we believe, the
technology is likely to be transferred to one of the DPSUs (most likely BDL).
Both HELINA and Dhruvastra missiles are guided by an advanced imaging
infra-red seeker, capable of defeating armoured targets, including tanks at
ranges between 7-8km. Earlier, in Jan'23, the DAC granted AoN for
procurement of HELINA ATGMs, launchers and associated support equipment,
which will be integrated with the Advanced Light Helicopter (ALH). We
perceive this to be a positive for BDL.

Financial summary

Y/E March (INR mn) FY22A FY23A
Net Revenue 28,174 24,894 32,000 41,100
EBITDA 7,261 4,082 5,876 8,608
EBITDA Margin (%) 258 16.4 184 20.9
Net Profit 5,335 3522 4,930 7,091
EPS (Rs) 29.1 19.2 26.9 38.7
EPS % Chg YoY 107.0 (34.0) 40.0 438
PJE (x) 39.2 59.5 425 295
EV/EBITDA (x) 26.2 418 27.4 17.3
RoCE (%) 16.4 8.1 11.2 147
RoE (%) 19.2 118 146 18.1
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Market Data

Market Cap (INR) 209bn
Market Cap (USD) 2,530mn
Bloomberg Code BDL IN
Reuters Code BARA BO
52-week Range (INR) 1,278 /785
Free Float (%) 25.0
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Outlook: One quarter does not eclipse the overall prospects

Slow execution in Q1FY24 does not change our view on BDL as it is in line with prior
years’ trend. Besides, we perceive that the management has met almost 80-85% of
the internal revenue target for Q1FY24. Going ahead, we believe the government is
targeting development of an effective missile system and rockets as an active
deterrence along the border. The ongoing Russia-Ukraine skirmish has demonstrated
the importance of ATGMSs — for both air and land modes. Furthermore, the integration
of indigenous weapons on Rafale will likely boost the export potential as well. Already,
export orders constitute more than 10% of BDL’s orderbook and we believe the
opportunity is going to expand further. Maintain BUY on BDL with an unchanged
target price of INR 1,325 based on the DCF methodology.

Bharat Dynamics Q1FY24 result review

(INR) Q1FY24 Q1FY23 % Chg YoY Q4FY23 % Chg QoQ FY23 FY22 % Chg YoY
Sales 2,957 6,865 (56.9) 7,968 (62.9) 24,894 28,174 (11.6)
Other operating income 20 83 15 0 0
Total Sales 2,977 6,948 (57.2) 7,983 (62.7) 24,894 28,174 (11.6)
Cost of materials 1,774 6,055 (70.7) 2,432 (27.0) 12,103 12,634 (4.2)
CWIP (531) (1,651) (67.8) 1,299 (140.9) (190) (844) (77.4)
Gross Margin 1,734 2,544 (31.8) 4,252 (59.2) 12,981 16,384 (20.8)
(%) 58 37 59.1 53 9.4 52 58 (10.3)
Employee Costs 1,353 1,359 (0.4) 1,343 0.8 5,325 5,707 (6.7)
(%) 45 20 1325 17 170.2 21 20 5.6
Other Expenses 708 765 (7.5) 1,074 (34.1) 3,674 3,417 4.6
(%) 24 11 115.8 13 76.7 14 12 18.4
Total Expense 3,304 6,528 (49.4) 6,148 (46.3) 20,812 20,913 (0.5)
EBITDA (327) 420 (177.8) 1,834 (117.8) 4,082 7,261 (43.8)
Margin (%) (11) 6 23 16 26
Other Income 1,074 368 192.3 372 189.1 1,554 1,112 39.7
Interest 8 20 8 45 34
Depreciation 169 234 139 773 904
Exceptional ltems - - -
PBT 571 533 7.0 2,058 (72.3) 4,818 7,435 (35.2)
Tax 153 135 531 1,296 2,100
PAT 418 399 4.8 1,528 (72.7) 3,522 5,335 (34.0)
Source: I-Sec research, Company data
Shareholding pattern Price chart
% Dec'22 Mar‘23 Jun23 1400 -
Promoters 74.9 74.9 74.9 1200 -
Institutional investors 15.6 16.9 17.2 1000 -
MFs and others 8.7 8.8 8.5 800 |
Fls/Banks 0.0 0.0 0.0
Insurance 3.6 5.2 5.2 T 600 1
Flls 33 29 35 = 400 1
Others 9.5 8.2 7.9 200 -
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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 18.4 20.9
Depreciation & Amortization 904 773 845 900
EBIT 6,357 3,309 5,031 7,708
Interest expenditure - - - -
Other Non-operating 1112 1554 1605 1817
Income
Recurring PBT 7,435 4,818 6,591 9,480
Profit / (Loss) from
Associates ) ) . .
Less: Taxes 2,100 1,296 1,661 2,389
PAT 5,335 3,622 4,930 7,091
Less: Minority Interest - - - -
Extraordinaries (Net) - - - -
Net Income (Reported) 5,335 3,522 4,930 7,091
Net Income (Adjusted) 5,335 3,522 4,930 7,091
Source Company data, I-Sec research
Balance sheet
(INR mn, year ending March)
FY22A FY23A FY24E FY25E
Total Current Assets 55,232 76,001 89,664 1,08,040
of which cash & cash eqv. 18,995 38,589 48,650 60,579
Total Current Liabilities & 26257 18360 25726 35590
Provisions
Net Current Assets 28,975 57,642 63,938 72,450
Investments - - - -
Net Fixed Assets 7,052 7,011 7,166 7,266
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 assests 571 564 564 564
Total Assets 39,382 68,365 74,816 83,429
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 36,734 45,346
Total Net Worth 30,306 32,115 38,566 47,179
Minority Interest - - - -
Total Liabilities 39,382 68,365 74,816 83,429
Source Company data, I-Sec research
Quarterly trend
(INR mn, year ending March)
Sep-22 Dec-22 Mar-23 Jun-23
Net Sales 5,348 4,616 7,983 2,977
% growth (YoY) 6.1 (42.6) (42.2) (57.2)
EBITDA 939 889 1,834 -327
Margin % 17.5 19.3 23.0 (11.0)
Other Income 450 365 372 1074
Extraordinaries - - - -
Adjusted Net Profit 758 837 1528 418

FY22A FY23A FY24E FY25E
Operating Cashflow 5,290 21,601 9,585 11,452
Working Capital Changes (989) 19,213 3,765 3,416
Capital Commitments (1,020) (1,083) (1,000) (1,000)
Free Cashflow 4,270 20,518 8,585 10,452
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 | a5, (1 714 1,476 1,476
Activities
Chg. in Cash & Bank (1,925) 8176 10,062 11,929
balance
Closing cash & balance 2,644 10,827 48,650 60,579

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

FY22A FY23A FY24E FY25E
Per Share Data (INR)
Reported EPS 29.1 19.2 269 38.7
Adjusted EPS (Diluted) 29.1 19.2 269 38.7
Cash EPS 340 234 315 43.6
Dividend per share (DPS) 8.3 8.3 8.3 8.3
Book Value per share (BV) 165.4 175.2 210.4 257.4
Dividend Payout (%) 285 432 30.9 215
Growth (%)
Net Sales 47.2 (11.6) 285 28.4
EBITDA 110.6 (43.8) 439 46.5
EPS (INR) 107.0 (34.0) 40.0 43.8
Valuation Ratios (x)
P/E 39.2 59.5 425 295
P/CEPS 336 48.8 36.3 26.2
P/BV 6.9 6.5 5.4 4.4
EV /EBITDA 26.2 41.8 274 17.3
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 (%) 25.8 16.4 18.4 209
Effective Tax Rate (%) 28.2 26.9 25.2 25.2
Net Profit Margins (%) 18.9 14.1 15.4 17.3
Net Debt / Equity (x) (0.6) (1.2) (1.3) (1.3)
Net Debt / EBITDA (x) (2.6) (9.5) (8.3) (7.0)
Fixed Asset Turnover (x) 2.3 1.9 2.4 2.8
Inventory Turnover Days 231 276 274 303
Receivables Days 43 28 31 34
Payables Days - - - -
Profitability Ratios
RoCE (%) 16.4 8.1 11.2 14.7
ROE (%) 19.2 11.8 146 18.1
RolC (%) 326 453 (215.1) (57.7)

Source Company data, I-Sec research

Source Company data, I-Sec research
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