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Defence & Aerospace Sector

Defence PSUs lead the way as private players struggle with supply
chain disruptions.

Recommendation

Company (Ticker) (?,EAFS (IL';) Rated . In Q3FY25, defence PSUs outperformed private players across key
financial metrics, demonstrating 25.3% YoY revenue growth and an
Astra Microwave Product (ASTM) 604~ 980 Buy EBITDA margin .expansion of 140bps to.32.4%, driven by strategic long-
term raw material contracts and effective cost-control measures. PAT
Apollo Micro Systems (APOLLO) - 115 = 156 = Buy = increased by 28.7%, with a marginal margin improvement of 56.3bps,
Azad Engineering (AZAD) 1358 2150 Buy despl_te supply chain disruptions caused by ongoing conflicts in Israel and
Russia.
Bharat Dynamics (BDL) 1,009 1,190 Hold
i Conversely, private defence companies faced execution delays and supply
Bharat Electronics (BHE) 2% 370 BW  onstraints, resulting in 7.5% YoY and 7.4% QoQ revenue growth, while
Centum Electronics (CTE) 1,288 845 sell  EBITDA improved by 3.1% YoY and 35.0% QoQ. However, EBITDA
margins contracted 88.7bps YoY, improved by 423.7bps QoQ. The quarter
DCX Systems (DCXINDIA) 262 317 Hold \hqerscored the resilience of DPSUs in managing global challenges, while
Data Patterns India (DATAPATT) 1554 2450 Buy Private players struggled with operational inefficiencies and supply chain
issues.
Hindustan Aeronautics (HNAL) 3,369 . 5,000. Buy

Bolstering Indo-Pacific security through stronger US-India ties:
*CMP as on Feb 21, 2025

Past: During the US under President Trump’s 1.0 tenure, US-India
relations witnessed significant advancements in the defence sector,
particularly with India's acquisition of 24 MH-60R Seahawk helicopters.
Apart from that, his strong anti-China stance bolstered India’s strategic
position in the Indo-Pacific region. While Trump pursued an isolationist
approach in global agreements, he remained committed to India's role in
regional security to counter China.

= LEMOA: Logistics Exchange Memorandum
of Agreement.

= COMCASA: Communications Compatibility
and Security Agreement.

= BECA: Basic Exchange and Cooperation

Agreement.
= |SA: Industrial Security Annex.

= GSOMIA: General Security of
Information Agreement.

Military

During Trump 1.0, major development was the establishment of the 2+2
Ministerial Dialogue, which facilitated key defence agreements including
the COMCASA, ISA, BECA, LEMOA, an extension of the GSOMIA. These
agreements enhanced India & US growing strategic relation. And India’s
active role in maintaining Indo-Pacific stability contributed to strengthening

the US & India defence ties.
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Present: During PM Narendra Modi’s recent visit to the US, a key highlight
was discussions on the potential sale of advanced defence systems,
including F-35 stealth fighter jets, aimed at strengthening India’s military
capabilities and enhancing interoperability between the two armed forces.
Given the complexity of such high-end defence procurements, the F-35
deal is expected to be a long-term process requiring extensive evaluations
and strategic alignments. In the near term, co-production of Javelin Anti-
Tank Guided Missiles and Stryker Infantry Combat Vehicles is anticipated,
reflecting a growing emphasis on joint defence manufacturing and
technology transfer between the two nations.

What is the 2+2 Ministerial Dialogue?
Why is it important?

= Apart from India, the United States has signed
the 2+2 Dialogue framework with a select
group of strategic partners, including Japan,
South Korea, Australia, and NATO allies,
reflecting a shared commitment to global
security and stability.

= The 2+2 dialogue is a high-level diplomatic and
defence meeting where the Foreign Ministers and
defence Ministers of both countries meet to
discuss strategic and security issues. This format
enhances defence cooperation, military
interoperability, intelligence sharing, and diplomatic
coordination.

Future: India and the US are likely to sign major defence agreements, as
countering China's growing military power will necessitate deeper defence
cooperation. India's defence exports reached INR 210.8Bn in FY24, with a
target of INR 500.0Bn by FY29. The US remains one of the top three
destinations for Indian defence products, particularly sub-systems and
components supplied to major defence manufacturers such as Boeing and
Lockheed Martin, which are significant contributors to the US economy.
Given this economic interdependence, it is unlikely that Trump 2.0 would
impose additional tariffs on Indian vendors, as such measures could
disrupt key American defence firms and disturb favorable power balance.
Thus, the shared geo-political and geo-economic interests between the two
nations should ensure minimal negative impact on India’'s trade and
strategic engagements. Overall, Trump's tenure is expected to further
enhance US-India defence cooperation, fostering a stable and mutually
beneficial partnership in the Indo-Pacific region.

= Defence agreements like LEMOA, COMCASA,
ISA, and BECA are vital for enhancing military
cooperation, technology access, intelligence
sharing, and strategic alliances. They strengthen
defence capabilities, improve interoperability,
boost surveillance, and support domestic defence
industries, ensuring regional stability and
deterrence against threats.
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Outlook :

Our Top Pick’s
The defence sector is poised for significant growth as it transitions

from a purely strategic domain to a key economic driver, contributing

to national development. The Atmanirbhar Bharat initiative has played

a crucial role in reducing dependence on foreign OEMs by promoting

indigenous procurement of defence equipment. Over the next 5-10

years, continued government support for defence PSUs and private
The sector is anticipated to witness players is expected to foster a self-sustaining defence industry.
substantial investments, acquisitions of
advanced platforms, and modernization of
existing systems, leading to increased
production and dispatches.

We anticipate that during Trump’s tenure, GE is likely to prioritize the
delivery of the GE F404-IN20 variant engine, which is currently more
than a year behind schedule. This delay has hindered the growth
potential of HNAL, leading to a revision in market expectations.
However, once the GE engine issue is resolved, it could significantly
expand the order book and drive long-term growth for the Indian
Defence companies. While most defence companies maintain a robust
order backlog, execution remains a key concern. Premium valuations,
driven by stretched multiples, continue to be a challenge, though
recent market corrections provide some cushion. Additionally, pure
industrial plays may face further downgrades if earnings or order
inflows fail to meet expectations.

Bharat Electronics Ltd. | Rating: BUY | Target Price: INR 370
Key Financials

Outlook:
INR Mn EY23 FEY24 EY25E FY26E FY27E Bharat Electronics Limited (BHE) maintains strong revenue visibility
with an order pipeline of INR 711Bn (3.1x TTM sales) and has set a
Revenue 2975 3,716 5760 8,064 10,887 target of INR 250Bn in order wins for FY25. As of O9MFY25, it has
secured INR 110Bn in orders, with 85-90% originating from the
Yoy Growth (%) 223 249 550 400 350 defence sector, positioning it well to achieve its target. Looking ahead,

BHE anticipates significant growth, with new orders ranging between
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EBITDA S41 B9 154 Ley 2813 INR 300-400Bn in FY26. Key upcoming projects include the QR-SAM
EBITDAM (%) 215 226 235 237 240 pI'OjECt worth INR 250-300Bn (expected by March 2026), MR-SAM,
MF-STAR, and NGC Corvettes valued at INR 140-150Bn (expected in
Adjusted PAT 187 311 630 987 1,470 FY26), and Akash Prime along with smaller projects exceeding INR
50Bn Additionally, its diversification into non-defence sectors, such as
EPS %0 12 19 28 39 metro projects, civil aviation and IT infrastructure, further strengthens
ROE % 49 60 45 66 9.0 growth prospects. We maintain a positive outlook on BHE, supported
by a robust order backlog, the government's focus on defence
ROCE % 85 93 58 76 95 indigenization, strong financials, improving return ratios, and
consistent margin growth. Accordingly, we have revised our FY26/27E
PE(X) 142 1029 659 491 329 EPS estimates by 3.4%/4.3% and maintain a ‘BUY’ rating with a
revised target price of INR 370, valuing the company at 40x FY27E
Price to BV () 69 7.0 30 32 29 EPS.
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CHOICE RATING DISTRIBUTION & METHODOLOGY

BUY The security is expected to generate upside of 15% or more over the next 24 months

HOLD The security is expected to show upside or downside returns by 14% to -5% over the next 24 months
SELL The security expected to show downside of -5% or more over the next 24 months

Disclaimer

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

Choice Equity Broking Private Limited-Research Analyst - INH000000222. (CIN. NO.: U65999MH2010PTC198714). Reg. Add.: Sunil
Patodia Tower, J B Nagar, Andheri(East), Mumbai 400099. Tel. No. 022-6707 9999

Compliance Officer--Prashant Salian, Email Id — Prashant.salain@choiceindia.com Contact no. 022- 67079999- Ext-2310
Grievance officer-Deepika Singhvi Tel.022-67079999- Ext-834. Email- ig@choiceindia.com

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 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.
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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

Particulars

1. Whether compensation has been received from the company(ies) covered in the Research report in the past 12 months for investment No
banking transaction by CEBPL

2 Whether Research Analyst, CEBPL or its associates or relatives of the Research Analyst affiliates collectively hold more than 1 of the No
company(ies) covered in the Research report

3. Whether compensation has been received by CEBPL or its associates from the company(ies) covered in the Research report No

4. CEBPL or its affiliates have managed or co-managed in the previous twelve months a private or public offering of securities for the No
company(ies) covered in the Research report

5. CEBPL, its research analyst, his associate, or its associates have received compensation for investment banking or merchant banking or No
brokerage services or for any other products or services from the company(ies) covered in the Research report, in the last twelve months

Copyright: The copyright in this research report belongs exclusively to CEBPL. All rights are reserved. Any unauthorized use or disclosure is prohibited. No reprinting or reproduction, in whole or
in part, is permitted without the CEBPL'’s prior consent, except that a recipient may reprint it for internal circulation only and only if it is reprinted in its entirety.

This “Report” is for distribution only under such circumstances as may be permitted by applicable law. This “Report” has no regard to the specific investment objectives, financial situation or
particular needs of any specific recipient, even if sent only to a single recipient. This “Report” is not guaranteed to be a complete statement or summary of any securities, markets, reports or
developments referred to in this research report. Neither CEBPL nor any of its directors, officers, employees or agents shall have any liability, however arising, for any error, inaccuracy or
incompleteness of fact or opinion in this “report” or lack of care in this report’s preparation or publication, or any losses or damages which may arise from the use of this research report.
Information barriers may be relied upon by CEBPL, such as “Chinese Walls” to control the flow of information within the areas, units, divisions, groups, or affiliates of CEBPL.

Investing in any non-U.S. securities or related financial instruments (including ADRs) discussed in this research report may present certain risks. The securities of non-U.S. issuers may not be
registered with, or be subject to the regulations of, the U.S. Securities and Exchange Commission. Information on such non-U.S. securities or related financial instruments may be limited. Foreign
companies may not be subject to audit and reporting standards and regulatory requirements comparable to those in effect within the United States. The value of any investment or 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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PU-I—I-A RAVI PUTTA RAVI KUMAR
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