Institutional Equities | Defense | April 01, 2025

Hindustan Aeronautics Ltd. (HNAL)

GE Engines Delivery for Tejas Mark- 1A : Sentimentally Positive; Watch for Catalysts Ahead

Choice
BUY

CMP: INR 4,177 | Target Price: INR 5,000 (Maintained)

Delivery of First GE F404 - IN20 Engine for Tejas Mark- 1A is Sentimentally Positive

Recently, GE Aerospace successfully delivered the first F404-IN20 engine to HNAL, marking the commencement of a contract signed in
August 2021 for 99 engines. With this milestone, HNAL is set to deliver 12 Tejas Mark-1A fighter aircraft this calendar year, with an
annual production rate of 24 aircraft expected from next year onward. This positive development is likely to bolster investor
confidence in the near to medium term. Additionally, the company may soon secure an additional order for 97 Tejas Mark-1A aircraft.

However, GE F- 414 Engine for Tejas Mark 2 & AMCA Program Has Encountered Delays

The Tejas Mark 2, which depends on the F414 engine's 98 kN thrust, is scheduled for flight testing in 2026, with production slated for
the late 2020s. Similarly, the AMCA Mark 1, powered by the F414, and the more powerful 110 kN engine planned and AMCA Mark 2, is
slated for late 2020s. Any delay, impacts India’s ability to compete with China’s advanced fighter fleet, particularly the J-20, and
potentially weakening its strategic deterrence capabilities.

The GE- HNAL agreement for an 80% Transfer of Technology (ToT) on the F- 414 engine has encountered delays owing to technical
discussions and government reviews in both India and the US. The deal involves critical technologies like single-crystal turbine blades,
advanced coatings, and laser drilling, aimed at boosting India’s domestic jet engine manufacturing capabilities. However, complications
around technology sharing, intellectual property rights, and manufacturing processes, along with required approval from the US
government under ITAR (International Traffic in Arms Regulations), have slowed progress. The finalization of these negotiations,
particularly with the Indian government and international partners, could further drive positive market sentiment.

Our View:

As of Dec 2024, HNAL had a robust order book of ~INR 1,330 Bn (~4.15x TTM revenue) and we expect INR 2,500 Bn order book by
FY26, owing to its involvement in major defense programs such as Tejas Mark 2, AMCA, TEDBF, LUH, LCH Prachand, and IMRH.
While LUH, LCH, and IMRH (details below) are progressing as planned, Tejas Mark 2, AMCA, and TEDBF have faced delays. Our
investment view remains unchanged (BUY with the target price of INR 5,000); as in our last report dated Feb 13, 2024 with Tejas
Mark 2 engine agreement being the catalyst to watch out in the coming months. We have not considered appx. order value of INR 2,738
- 4,620 Bn through Tejas Mark 2, AMCA & TEDBF in our assumptions.
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INR 6,317 — 9,169 Bn

Catalyst Watch: Apprx. INR 2,738 - 4,620Bn Order Inflow

In addition to the current order book pipeline, we expect significant order inflows from the Su-30MKI Upgradation program, CATS Warrior
project, and aircraft ROH services. These contracts are expected to substantially enhance the company's financial performance.

Key Investor Question: What is the Impact on HNAL; considering increase in Private Sector Involvement in Major Programs?

We have come across investors questioning about private sector participation in defense programs. In our view, HNAL's dominance is likely
to remain intact due to its unmatched infrastructure, expertise, and role as the final integrator for major projects. While private firms
contribute to subsystems, HNAL retains control, ensuring its strategic and financial strength. Its strong government ties, execution track
record, and leadership in indigenous programs like Tejas Mark 2, AMCA, and LCH Prachand further reinforce its position. With robust order
visibility, and a unique role in India's defense sector, HNAL's leadership is unlikely to be challenged in the foreseeable future.

AMCA* - Advanced Medium Combat Aircraft
IMRH* - Indian Multi-Role Helicopter

LCH* - Light Combat Helicopter

TEDBF* - Twin Engine Deck-Based Fighter
LUH* - Light Utility Helicopter
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Revenue up by 14.8% YoY basis EBITDA Margin expanded 50bps
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*All figures are in INR Million
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Income Statement (Consolidated in INR Mn)

Revenue 2,69,275 3,03,811 3,41,913 3,86,017 4,38,894

Gross Profit 1,68,254 1,93,220 2,11,986 2,39,331 2,72,114
EBITDA 66,792 97,411 1,09,412 1,23,912 1,41,763
Depreciation 17,847 14,072 18,180 22,380 26,580
EBIT 48,945 83,339 91,233 1,01,532 1,15,183
Interest Expense 580 321 1,026 1,158 1,317
Other Income 16,701 18,966 21,345 24,098 27,399
Reported PAT 58,249 76,210 83,501 92,732 1,05,243
EPS 87.1 114.0 124.9 138.7 157.4
NOPAT 43,816 62,115 67,968 75,641 85,812

Source: Company, CEBPL

Balance Sheet (Consolidated in INR Mn)
Balance Sheet FY23§

Net Worth 2,35,759 2,91,418 3,38,136 3,89,404 4,52,513
Total Debt - - - - -
Other Liabilities & Provisions 1,28,006 1,26,290 1,48,048 1,67,532 1,90,919
Total Net Worth & Liabilities 3,63,765 4,17,709 4,86,184 5,56,935 6,43,432
Net Fixed Assets 57,986 57,802 69,623 77,243 80,664
Capital Work in Progress 6,369 9,369 10,257 10,808 11,411
Investments 28,345 13,897 25,897 29,238 33,243
Cash & Bank Balance 2,03,166 2,64,316 2,95,426 3,42,645 4,07,827
Loans & Advances & Other Assets 60,646 69,817 80,813 91,237 1,03,735
Net Current Assets 2,10,419 2,66,824 2,99,594 3,48,409 4,14,380
Total Assets 3,63,765 4,17,709 4,86,184 5,56,935 6,43,432
Capital Employed 2,35,759 2,91,418 3,38,136 3,89,404 4,52,513
Invested Capital 32,593 27,102 42,710 46,759 44 687
Net Debt (2,03,166) (2,64,316) (2,95,426) (3,42,645) (4,07,827)
FCFF 73,042 79,091 71,032 84,658 1,02,331

Source: Company, CEBPL
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Cash Flow Statement (Consolidated in INR Mn)

Cash Flows ; :

Cash flows from Operations 80,916 82,228 1,01,032 1,14,658 1,32,331
Capex (7,874) (3,137) (30,000) (30,000) (30,000)
FCF 73,042 79,091 71,032 84,658 1,02,331
Cash flows from Investing (57,304) (64,131) (53,871) (44,300) (47,087)
Cash flows from Financing (17,313) (19,989) (16,051) (23,139) (20,062)

Ratio Analysis
Growth Ratios (%)

Revenue 9.4 12.8 12.5 12.9 13.7
EBITDA 235 45.8 12.3 13.3 14.4
PAT 14.7 30.8 9.6 11.1 135

Margin Ratios (%)
EBITDA 24.8 321 32.0 32.1 32.3
PAT 21.6 25.1 24.4 24.0 24.0

Performance Ratios (%)

OCF/EBITDA (X) 1.2 0.8 0.9 0.9 0.9
OCF/IC 248.3 3034 236.6 245.2 296.1
ROE 247 26.2 24.7 23.8 233
ROCE 20.8 28.6 27.0 26.1 255
Turnover Ratios (Days) 2
Inventory (days) 165 159 163 165 165 g
Debtors (days) 64 55 58 57 57 %
c
Other Current Assets (days) 199 225 223 219 215 2
Payables (days) 42 41 45 45 45 @
Other Current Liab & Provns (days) 375 395 394 391 387
Cash Conversion Cycle (days) 10 3 4 5 5

Financial Stability Ratios (x)

Net Debt/Equity (0.9) (0.9) (0.9) (0.9) (0.9)
Net Debt/EBITDA (3.0) 2.7 2.7) (2.8) (2.9)
Interest Coverage 84.4 259.5 88.9 87.7 87.5

Valuation Metrics

Fully Diluted Shares (Mn) 669 669 669 669 669
Price (INR) 4177 4177 4177 4177 4177
Market Cap(INR Mn) 27,93,473 27,93,473 27,93,473 27,93,473 27,93,473
PE(X) 48 36.7 335 30.1 26.5
EV (INR Mn) 25,90,307 25,29,157 24,98,047 24,50,828 23,85,646
EV/EBITDA (x) 39 26 23 20 17
Book Value (INR/share) 353 436 506 582 677
Price to BV (x) 11.8 9.6 8.3 7.2 6.2
EV/OCF (x) 32 31 25 21 18

Source: Company, CEBPL
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Historical Price Chart: Hindustan Aeronautics Limited
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CHOICE RATING DISTRIBUTION & METHODOLOGY
BUY The security is expected to generate upside of 15% or more over the next 12 months
HOLD The security is expected to show upside or downside returns by 14% to -5% over the next 12 months
SELL The security is expected to show downside of 5% or more over the next 12 months
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Research Disclaimer and Disclosure inter-alia as required under Securities and Exchange Board of India (Research Analysts) Regulations, 2014
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Investment in securities market are subject to market risks. Read all the related documents carefully before investing. Registration granted by SEBI, and certification
from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors

This Research Report (hereinafter referred as “Report”) has been prepared by Choice Equity Broking Private Limited as a Research Entity (hereinafter referred
as “CEBPL RE” Limited. The Research Analysts, strategists are principally responsible for the preparation of “CEBPL RE” research. The research analysts
have received compensation based upon various factors, which may include quality of research, investor client feedback, stock picking, competitive factors and
firm revenues etc.

Whilst CEBPL has taken all reasonable steps to ensure that this information is correct, CEBPL does not offer any warranty as to the accuracy or
completeness of such information. Any person placing reliance on the report to undertake trading does so entirely at his or her own risk and CEBPL does not
accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements and past performance is not
necessarily an indication of future performance.

General Disclaimer: This ‘Report’ is strictly meant for use by the recipient and is not for circulation. This Report does not take into account particular
investment objectives, financial situations or specific needs of individual clients nor does it constitute a personal recommendation. 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 CEBPL 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
Study/investigations. It is advised to seek independent professional advice and arrive at an informed trading/investment decision before executing any trades
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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 Study/investigations. It is 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 CEBPL to be reliable. CEBPL or its
directors, employees, affiliates or representatives shall not be responsible for, or warrant for the accuracy, completeness, adequacy and reliability of such
information / opinions / views. Though 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 CEBPL 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 tend to go down as well as up, and investors may incur losses
on any investments. Past performance shall not be a guide for future performance. CEBPL does not provide tax advice to its clients, and all investors are
strongly advised to take advice of their tax advisers regarding taxation aspects of any potential investment. Opinions are based on the current scenario as of the
date appearing on this ‘Report’ only. CEBPL does not undertake to advise you as to any change of our views expressed in this “Report’ may differ 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 CEBPL, its employees and associates responsible for any losses, damages of any type whatsoever.

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 “CEBPL RE” to any registration or licensing requirement within such jurisdiction(s). No action has been or will be taken by “CEBPL
RE” 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. “CEBPL” requires such recipient to inform himself about and to observe any restrictions at his own expense, without any liability to “CEBPL”. Any
dispute arising out of this Report shall be subject to the exclusive jurisdiction of the Courts in Mumbai (India).

Statements on ownership and material conflicts of interest, compensation - CEBPL and Associates reciprocates to the best of the knowledge and belief of
CEBPL/ its Associates/ research Analyst who is preparing this report.

Disclosures of Interest (Additional):

1. “CEBPL’, its research Analyst(s), or its associates or relatives of the Research Analyst does not have any financial interest in the company(ies) covered in
this report.

2. “CEBPL”its research Analyst, or its associates or relatives of the research analyst affiliates collectively do not hold more than 1 of the securities of the
company(ies) covered in this report as of the end of the month immediately preceding the distribution of the research report.

3. “CEBPL’, its research analyst, his/her associate, his/her relative, do not have any other material conflict of interest at the time of publication of this
research report.

4. “CEBPL’, its research analyst, and its associates have not received compensation for investment banking or merchant banking or brokerage services
or for any other products or services from the company(ies) covered in this report, in the past twelve months.

5. “CEBPL’, its research analyst, or its associates have not managed or co-managed in the previous twelve months, a private or public offering of
securities for the company (ies) covered in this report.

7. “CEBPL, or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party, in
connection with the research report.

8. CEBPL research analyst has not served as an Officer, Director, or employee of the company (ies) covered in the Research report.

9. “CEBPL’, its research analyst has not been engaged in market making activity for the company(ies) covered in the Research report.

Details of Associates of CEBPL and Brief History of Disciplinary action by regulatory authorities are available on our
website i.e. https://choiceindia.com/research-listing
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income from any securities or related financial instruments discussed in this research report denominated in a currency other than U.S. dollars is subject to exchange rate fluctuations that may
have a positive or adverse effect on the value of or income from such securities or related financial instruments.

Past performance is not necessarily a guide to future performance and no representation or warranty, express or implied, is made by CEBPL with respect to future performance. Income from
investments may fluctuate. The price or value of the investments to which this research report relates, either directly or indirectly, may fall or rise against the interest of investors. Any
recommendation or opinion contained in this research report may become outdated as a consequence of changes in the environment in which the issuer of the securities under analysis
operates, in addition to changes in the estimates and forecasts, assumptions and valuation methodology used herein.

No part of the content of this research report may be copied, forwarded or duplicated in any form or by any means without the prior written consent of CEBPL and CEBPL accepts no liability
whatsoever for the actions of third parties in this respect.

The details of CEBPL, its research analyst and its associates pertaining to the companies covered in the Research report are given above.
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