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EU’s defence ramp-up: Advantage India

The European Union (EU) announced a rearmament plan for the EU of EUR 800bn
(~USD 850bn) including support of Ukraine after the US suspended military aid to that
country. The EU expects its member nations to raise their defence spend by 1.5% of GDP,
which could result in EUR 650bn cumulatively for the next four years. It also
announced a joint borrowing instrument for EU countries of EUR 150bn for ramping up
defence capabilities. We believe defense companies in India stand to benefit as the EU
defence original equipment manufacturers (OEM) turn to public and private defence
firms to procure components and subsystems. Potential beneficiaries include Bharat
Electronics (BHE IN), Hindustan Aeronautics (HNAL IN), Bharat Dynamics (BDL IN)
Data Patterns (DATAPATT IN), Zen Technologies (ZEN IN), Paras Defence (PARAS IN)

Solar Industries (SOIL IN), Azad Engineering (AZAD IN), Dynamatic Technologies
(DYTC IN) and Vem Technologies & SMPP among not listed names.

EU rushes to bolster security and defense capabilities: After the US suspended military
aid to Ukraine, and seems to be favoring Russia, the EU has announced a five-part plan
to bolster its defence industry and increase military capabilities, likely concerned about
lack of US support. As per EU Chief Ursula Von Der Leyen, if every member nation were
to raise defence budget by 1.5% of GDP, it would result in defense spend of EUR 650bn
(USD 683bn) for the next four years. Currently, defence spend of several EU States is
below the North Atlantic Treaty Organization (NATO) target of 2.0% of GDP.
Additionally, they announced EUR 150bn (USD 157bn) of new joint EU borrowing that
would be lent to member nations to fund capabilities in areas, such as air & missile
defence, artillery systems, missiles, ammunitions, drones and other needs.

EU defense spend is win-win for domestic companies: The EU plan to spend EUR
800bn (~USD 850bn) on defense presents a huge opportunity; to put things in
perspective, in FY23, the EU’s cumulative military expenditure stood at USD 588bn
(Source: SIPRI). Currently, defence spend upto 5% of GDP is being incurred by Armenia
and Azerbaijan, due to regional conflicts; Poland, Serbia and Estonia are in the range of
2-3% (Russia has spent ~6% of GDP while Ukraine 37% in FY23). Companies like Bharat
Dynamics, Solar Industries, Bharat Electronics have already supplied equipments and
components to various countries like Armenia.

Exports of subsystems and components presents sizeable opportunity: There has been
rising interest among global defence OEM to look at domestic public and private
defence manufacturers to outsource and procure subsystems for defence equipment,
which we highlighted in our report on the recent visit to Aero India 2025, Reaching New
Heights, published on 25" February 2025. Currently, the US, France and Armenia are
the top three export countries for India; domestic companies to date have supplied
weapons and equipment, such as the 155mm artillery guns, Akash air defence missile,
Pinaka multi-launch rocket system, the BrahMos missile, artillery guns, Dornier-228
aircraft, radars, armored vehicles, fuselage and wings for aircraft & helicopters,
bulletproof vests, night vision equipment and electronics.

India's defense exports have increased significantly in recent years, reaching a record
INR 210bn in FY24 (Source: Defense Ministry). This is a 33% increase from the previous
fiscal year. India has set a defense exports target of INR 300bn by FY26. In this context,
the new USD 850bn plan by the EU provides a major opportunity for domestic public
and private defence companies, especially for exports of subsystems and components
to EU OEM. Potential beneficiaries could be Bharat Electronics, Hindustan Aeronautics,
Bharat Dynamics, Data Patterns, Zen Technologies, Paras Defence, Solar Industries,
Azad Engineering, Dynamatic Technologies and among unlisted names, Vem
Technologies and SMPP.
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Exhibit 1: EU significantly increases defence spend in the past three years
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Exhibit 2: Most European countries defence spend are below 2% of GDP
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Exhibit 3: Public & private defence companies exports details
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Company Key product exported or likely to be exported Exports as a % of FY24 revenue
Bharat Electronics Radars, Avionics 4
Hindustan Aeronautics Helicopter structure, accessories, and avionics 1
Bharat Dynamics Astra Missile for Russian platform and Akash Air Defence System 7
Data Patterns Radars 6
Zen Technologies Anti Drone Systems, Simulators 19
Paras Defence Anti Drone Systems, Electro Optics 16
Solar Industries Pinaka MBRL 40
Azad Engineering Air foils, air frames, precision components 87
Dynamatic Technologies Hydraulics for airplanes 54

Source: Company, Elara Securities Research
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Disclosures & Confidentiality for non U.S. Investors

The Note is based on our estimates and is being provided to you (herein referred to as the “Recipient”) only for information purposes. The sole purpose of this Note is to provide preliminary information on the
business activities of the company and the projected financial statements in order to assist the recipient in understanding / evaluating the Proposal. Nothing in this document should be construed as an advice to buy
or sell or solicitation to buy or sell the securities of companies referred to in this document. Each recipient of this document should make such investigations as it deems necessary to arrive at an independent
evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved) and should consult its own advisors to determine the merits and risks of such an
investment. Nevertheless, Elara Securities (India) Private Limited or any of its affiliates is committed to provide independent and transparent recommendation to its client and would be happy to provide any
information in response to specific client queries. Elara Securities (India) Private Limited or any of its affiliates have not independently verified all the information given in this Note and expressly disclaim all liability
for any errors and/or omissions, representations or warranties, expressed or implied as contained in this Note. The user assumes the entire risk of any use made of this information. Elara Securities (India) Private
Limited or any of its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in or deal as principal or agent in or for the securities mentioned in this
document. They may perform or seek to perform investment banking or other services for or solicit investment banking or other business from any company referred to in this Note. Each of these entities functions
as a separate, distinct and independent of each other. This Note is strictly confidential and is being furnished to you solely for your information. This Note should not be reproduced or redistributed or passed on
directly or indirectly in any form to any other person or published, copied, in whole or in part, for any purpose. This Note is not directed 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, regulation or which would subject Elara Securities (India)
Private Limited or any of its affiliates to any registration or licensing requirements within such jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and persons in whose
possession this document comes, should inform themselves about and observe, any such restrictions. Upon request, the Recipient will promptly return all material received from the company and/or the Advisors
without retaining any copies thereof. The Information given in this document is as of the date of this report and there can be no assurance that future results or events will be consistent with this information. This
Information is subject to change without any prior notice. Elara Securities (India) Private Limited or any of its affiliates reserves the right to make modifications and alterations to this statement as may be required
from time to time. However, Elara Securities (India) Private Limited is under no obligation to update or keep the information current. Neither Elara Securities (India) Private Limited nor any of its affiliates, group
companies, directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential including lost revenue or lost profits that may arise from or in connection
with the use of the information. This Note should not be deemed an indication of the state of affairs of the company nor shall it constitute an indication that there has been no change in the business or state of affairs
of the company since the date of publication of this Note. The disclosures of interest statements incorporated in this document are provided solely to enhance the transparency and should not be treated as
endorsement of the views expressed in the report. Elara Securities (India) Private Limited generally prohibits its analysts, persons reporting to analysts and their family members from maintaining a financial interest
in the securities or derivatives of any companies that the analysts cover. The analyst 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.

Any clarifications / queries on the proposal as well as any future communication regarding the proposal should be addressed to Elara Securities (India) Private Limited. It is important to note that any dispute with
respect to this research report, would not have access to stock exchange investor redressal forum or arbitration mechanism.

Elara Securities (India) Private Limited was incorporated in July 2007 as a subsidiary of Elara Capital (India) Private Limited.

Elara Securities (India) Private Limited is a SEBI registered Stock Broker in the Capital Market and Futures & Options Segments of National Stock Exchange of India Limited [NSE], in the Capital Market Segment of
BSE Limited [BSE] and a Depository Participant registered with Central Depository Services (India) Limited [CDSL].

Elara Securities (India) Private Limited’s business, amongst other things, is to undertake all associated activities relating to its broking business.

The activities of Elara Securities (India) Private Limited were neither suspended nor has it defaulted with any stock exchange authority with whom it is registered in last five years. However, during the routine course
of inspection and based on observations, the exchanges have issued advise letters or levied minor penalties on Elara Securities (India) Private Limited for minor operational deviations in certain cases. Elara Securities
(India) Private Limited has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has the certificate of registration been cancelled by SEBI at any point of time.

Elara Securities (India) Private Limited offers research services primarily to institutional investors and their employees, directors, fund managers, advisors who are registered or proposed to be registered.

Details of Associates of Elara Securities (India) Private Limited are available on group company website www.elaracapital.com

Elara Securities (India) Private Limited is maintaining arms-length relationship with its associate entities.

Research Analyst or his/her relative(s) may have financial interest in the subject company. Elara Securities (India) Private Limited does not have any financial interest in the subject company, whereas its associate
entities may have financial interest. Research Analyst or his/her relative does not have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding
the date of publication of Research Report. Elara Securities (India) Private Limited does not have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately
preceding the date of publication of Research Report. Associate entities of Elara Securities (India) Private Limited may have actual/beneficial ownership of 1% or more securities of the subject company at the end
of the month immediately preceding the date of publication of Research Report. Research Analyst or his/her relative or Elara Securities (India) Private Limited or its associate entities does not have any other material
conflict of interest at the time of publication of the Research Report.

Research Analyst or his/her relative(s) has not served as an officer, director or employee of the subject company.

Research analyst or Elara Securities (India) Private Limited have not received any compensation from the subject company in the past twelve months. Associate entities of Elara Securities (India) Private Limited may
have received compensation from the subject company in the past twelve months. Research analyst or Elara Securities (India) Private Limited or its associate entities have not managed or co-managed public offering
of securities for the subject company in the past twelve months. Research analyst or Elara Securities (India) Private Limited or its associates have not received any compensation for investment banking or merchant
banking or brokerage services from the subject company in the past twelve months. Research analyst or Elara Securities (India) Private Limited or its associate entities may have received any compensation for
products or services other than investment banking or merchant banking or brokerage services from the subject company or third party in connection with the Research Report in the past twelve months.

Disclaimer & Standard warning

Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or
provide any assurance of returns to investors.
Investment in securities market are subject to market risks. Read all the related documents carefully before investing.

Disclaimer for non U.S. Investors

The information contained in this note is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we endeavor to provide accurate and timely information,
there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act on such information without appropriate professional
advice after a thorough examination of the particular situation.

Disclaimer for U.S. Investors

This material is based upon information that we consider to be reliable, but Elara Capital Inc. does not warrant its completeness, accuracy or adequacy and it should not be relied upon as such.

This material is not intended as an offer or solicitation for the purchase or sale of any security or other financial instrument. Securities, financial instruments or strategies mentioned herein may not be suitable
for all investors. Any opinions expressed herein are given in good faith, are subject to change without notice, and are only correct as of the stated date of their issue. Prices, values or income from any securities
or investments mentioned in this report may fall against the interests of the investor and the investor may get back less than the amount invested. Where an investment is described as being likely to yield income,
please note that the amount of income that the investor will receive from such an investment may fluctuate. Where an investment or security is denominated in a different currency to the investor’s currency of
reference, changes in rates of exchange may have an adverse effect on the value, price or income of or from that investment to the investor. The information contained in this report does not constitute advice on
the tax consequences of making any particular investment decision. This material does not take into account your particular investment objectives, financial situations or needs and is not intended as a
recommendation of particular securities, financial instruments or strategies to you. Before acting on any recommendation in this material, you should consider whether it is suitable for your particular
circumstances and, if necessary, seek professional advice.

Certain statements in this report, including any financial projections, may constitute “forward-looking statements.” These “forward-looking statements” are not guarantees of future performance and are based
on numerous current assumptions that are subject to significant uncertainties and contingencies. Actual future performance could differ materially from these “forward-looking statements” and financial
information.
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