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BUY

Centum Electronics Ltd.

In Q1, CEL reported revenue of Rs 2.4bn (our est. Rs 2.5bn) vs Rs 2.3bn in the same period last
year due to supply chain issues. Gross Profit came at Rs 1.2bn vs our est. Rs 1.4bn, decreased by
8% YoY / -13% QoQ, and gross margin came at 53%, contracted by 526bps YoY due to high raw
material cost. EBIDTA stood at Rs 155mn, de-grew by 13% YoY vs Rs 179mn in Q1FY24 vs our est.
Rs 214mn. Margin came at 6.5% (contracted 111bps YoY) due to high staff cost and other
expenses. At the subsidiary level, EBITDA Margins improved to 3.0% as compared to (0.7)% in Q1-
FY24. APAT came at Rs -38mn vs Rs 14mn last year same period, led by high interest cost. Drag in
margin on account of execution of higher share of low margin order execution. Subsidiary
performance was also impacted due to higher expenditure and RM prices. Further standalone
margin was also lowest in the Q1FY25. Management expects based on the current order book and
order pipeline, the company could grow in the range of 18-20% with a margin band of 11-12% in
FY25. Further management expects standalone margin to improve further and subsidiary
performance to also improve by cost cutting measures.

= Restructuring of French subsidiary: Revenue contribution from the French subsidiary is
roughly around 40-45% on console basis. To enhance the competitiveness of French and
Canadian subsidiaries, the company has strategically transferred most of the test bench
activities to India over the past year. Leveraging Indian talent and cost advantages.
Furthermore, the company has successfully completed the transfer of production of Canadian
subsidiary's products to India, allowing for better margin realization. Management expects
material benefits of restructuring to start reflecting from H2FY25. We expect margin on
console basis to improve from 8.3% in FY23 to 12.1% in FY26.

= Focusing on BTS segment business: In BTS segment margin for the business is comparatively
better than BTP. Centum’s current BTP share is around 39% and BTS share is around 29%.
Company is working on various new programs where it is bidding for BTS projects from new
and existing clients from the sectors like Defence & Aerospace, Transport & Automotive,
Industrial and Healthcare & finalized in the short term. By FY26 this system will start to
generate revenue.

= View and valuation: We remain positive on the stock led by 1) Gradual improvement in France
subsidiary’s performance due to restructuring effort, 2) focus on high margin segment BTS
solution and to offer one stop solution to various industry such as defence, aerospace, space,
industrial, medical and communications industry, 3) prefer partner for clients like Space
Application Centre, ISRO, Defence Research and Development Organization (DRDO), ABB,
Thales, Rafale, and 4) Upcoming opportunity in SSLV launches. We expect CEL to register a
healthy revenue/EBIDTA growth of 21/37 CAGR over FY24-26. We ascribe a multiple
of 35x on FY26E EPS to arrive at a TP of Rs.1,776 with a rating of “BUY”

Quarterly performance

Net Sales (incl OOI) 2,459 2,443 0.6 2,969 (17.2)
Material Exp 1,193 1,074 11.1 1,512 (21.1)
Gross Profit 1,265 1,368 (7.5) 1,457 (13.2)
Employee Exp 877 927 (5.3) 952 (7.8)
Other Exp 233 263 (11.5) 325 (28.3)

EBITDA 155 179 (13.1) 181 (14.4)
Depreciation 123 106 15.5 120 2.0

EBIT 33 73 (55.0) 61 (46.5)
Other Income 13 48 (73.4) 38 (66.0)
Interest Cost 76 81 (6.3) 97 (22.2)

PBT -30 40 (175.7) 1 (2,201.4)

EO Items (Adj For Tax) - - - -49 -

Tax 8 26 (68.1) 22 (62.2)

RPAT -38 14 (366.9) -69 (44.3)

APAT -38 14 (366.9) -69 (44.3)

Adj EPS (Rs) -2.5 2.5 (198.0) 4.2 (41.4)

Gross Margin (%) 51.5 56.0 (454.7) 49.1 238.0

Employee Exp. % of Sales 35.7 37.9 (225.1) 32.0 363.3

Other Op. Exp % of Sales 9.5 10.8 (129.4) 109 (146.2)

EBITDA Margin (%) 6.32 73 (100.2) 6.1 20.9

Tax Rate (%) NA 64.0 NA NA NA

APAT Margin (%) -1.6 0.6 (215.3) 2.3 75.9

Source: Company, CEBPL
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Management Call - Highlights
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In Q1FY25 the E&RD business contributes 32%, EMS business 42%, BTS business contributes 26% of
the total revenue and BTS is for domestic use.

Flat year-on-year at a consolidated level due to a new accounting treatment for a specific contract.
Gross invoicing for this contract was INR 23 crore, with revenue recognized at INR 4 crore.

Revenue would have been 7% higher year-on-year if not for the new accounting treatment.

Defence contracts skewed towards the second half of the year, with 70% of invoicing expected in
H2 FI25.

At the subsidiary level, EBITDA Margins improved to 3.0% as compared to (0.7)% in Q1-FY24.

Standalone Margin declined due to lower contribution from high-margin BTS business. Expected to
recover in H2 FY25.

Healthy pipeline with a focus on domestic defense and space BTS business.

The contract with a UAE defense customer had a gross value of INR 23cr, but recognized revenue
was INR 4cr due to the net accounting basis. Remaining revenue will be recognized in future
quarters. This treatment affects only the revenue side, not margins.

The company aims for 18-20% growth for the full year FY25, accounting for the new contract’s
impact. Margins are expected to improve in H2FY25 as high-margin BTS business increases.

Standalone EBITDA margins are expected around 13% for the full year, while consolidated margins
are projected between 10-11%. Margins were impacted by the product mix and the low
contribution from high-margin BTS business, expected to recover in H2FY25.

Higher-margin BTS business will increase in H2 FI25, improving margins. Raw material costs are
expected to remain stable as a percentage of sales.

Cost Reduction steps taken in manpower and other expenses from the subsidiary is due to actions
taken in the past six months. Expected to maintain current cost levels moving forward.

EMS (Electronics Manufacturing Services) will be a significant growth driver, with defense and
aerospace expected to contribute more than earlier anticipated.

Supply chain issues, particularly with PCB boards from France, are being closely monitored.

The management has guided EBITDA margin target for FY25 is 10-11% at a consolidated level,
excluding other income.

Strong order intake expected from BTS (Defense, Space, and Technology) projects, which should
positively impact margins in the future.

Net debt expected to reduce from INR 190cr to around INR 180cr by September, with a target of
INR 170cr by year-end.

Working capital increased slightly in Q1 but expected to stabilize by September.
BTS segment revenue was 26% for Q1 and is expected to be around 30% for FY25.

In Defense and Aerospace, the focus is on missile systems, communication radios, and air traffic
management. The Industrial sector works on grid and automation solutions. Transport and
Automotive efforts center on railway systems and electric vehicles. Healthcare advancements
include digital radiography and diagnostic equipment.

Focus is on growth rates and new customer additions. Customer Engagement: Targets minimum
USD 10 million per customer, with larger customers around USD 20 million. Expect new customers
to contribute 10-15% to FY25 growth.

North America healthy pipeline, especially in defense and aerospace. In India strong opportunities
in defense, space, and railway sectors.

Employee costs around 15% of revenues, expected to remain stable.
Top five contribute about 50% of total revenue.

Increased competition, but leveraging strong customer relationships and export orientation. Aim
for 13-15% margin in the medium term.
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Changes in Estimates

Revenue 2,459 2,555 (3.8)
EBITDA 155 214 (27.5)
EBITDA Margins(%) 6.3 8.4 (207.4)
APAT -38 25 NA

Source: Company, CEBPL

ncome Statement FY25E FY26E

M__M-E_M-E

Net sales 12,876 12,876 16,207 16,207

EBITDA 1,416 1,416 - 1,973 2,054 (4.0)
EBITDA margin(%) 11.0 11.0 - 12.2 12.7 (50.2)
APAT 396 396 - 694 746 (7.0)
EPS 284 28.4 - 50.7 54.8 (7.4)

Source: Company, CEBPL
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Revenue dgrew by 0.6% YoY

EBITDA Margin trend
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Significant Revenue to grow over FY23-26E

EBIDTA margin to improve led by better mix
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Income statement (Consolidated in INR Mn.)

Particular FY22 FY23 FY24 FY25E FY26E
Revenue 7,799 9,230 10,908 12,876 16,207
Gross profit 4,780 5,078 5,653 7,308 9,302
EBITDA 742 762 858 1,416 1,973
Depreciation 432 438 453 473 501
EBIT 311 324 406 942 1,472
Interest expense 263 273 346 397 467
Other Income (Including EO Items) 80 59 68 74 79
EO Items (604) - (49) - -
Reported PAT (535) 67 (28) 396 694
Minority Interest (229) (33) 22 30 40
Adjusted PAT (305.4) 99.5 (50) 366 654
EPS (Rs) (23.7) 7.7 (0.4) 28.4 50.7
NOPAT 318 179 260 603 942

Balance sheet (Consolidated in INR Mn.)

Particular FY22 FY23 FY24 FY25E

Net worth 2,040 2,107 2,033 2,364 2,981
Minority Interest - - (66) (66) (66)
Deferred tax 17 (43) 5 5 5
Total debt 2,401 2,310 1,737 3,454 3,890
Other liabilities & provisions 534 562 1,164 1,279 1,405
Total Net Worth & liabilities 4,991 4,936 4,873 7,037 8,216
Net Fixed Assets 2,393 2,198 1,126 1,722 1,571
Capital Work in progress 0 54 3 150 200
Investments 73 96 85 129 486
Cash & bank balance 574 422 716 1,077 1,420
Loans & Advances & other assets 858 900 1,824 1,680 2,275
Net Current Assets 1,666 1,687 1,836 3,357 3,684
Total Assets 4,991 4,936 4,873 7,037 8,216
Capital Employed 4,440 4,417 3,770 5,819 6,871
Invested Capital 3,866 3,995 2,988 4,676 5,385
Net Debt 1,826 1,888 1,021 2,377 2,470
FCFF 844 491 2,807 (960) 1,588

Source: Company, CEBPL
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Cash Flows (INR Mn.) FY22 FY23 FY24 FY25E FY26E
CFO 1,035 709 2,136 256 1,988
Capex (191) (218) 671 (1,216) (400)
FCF 844 491 2,807 (960) 1,588
CFI (149) (247) (440) (1,260) (757)
CFF (811) (596) (1,448) 1,256 (109)
Ratio Analysis FY22 FY23 FY24 FY25E FY26E
Growth Ratios (%)

Revenue (4.6) 18.3 18.2 18.0 25.9
EBITDA (17.1) 2.6 12.6 64.9 394
PAT (278.0) (132.6) (105.2) NA 78.6
Margin ratios (%)

EBITDA 9.5 8.3 7.9 11.0 12.2
PAT (3.9) 1.1 (0.0) 2.8 4.0
Performance Ratios (%)

OCF/EBITDA (X) 1.4 0.9 2.5 0.2 1.0
OCF/IC 26.8 17.8 71.5 5.5 36.9
RoE (15.0) 4.7 (2.5) 15.5 21.9
ROCE 7.0 7.3 10.8 16.2 21.4

Turnover Ratios (Days)

Inventory 105 103 100 103 110
Debtor 117 151 140 150 120
Payables (days) 53 83 80 70 70
Cash Conversion Cycle 51 50 95 65 51
Financial Stability ratios (x)

Net debt to Equity 0.9 0.9 0.5 1.0 0.8
Net debt to EBITDA 2.5 2.5 1.2 1.7 1.3
Interest Cover 1.2 1.2 1.2 2.4 3.2

Valuation metrics

Fully diluted shares (mn) 13 13 13 13 13
Price (Rs) 1570 1570 1570 1570 1570
Market Cap(Rs. Mn) 21,427 20,235 20,235 20,235 20,235
PE(x) -66 203 -3,891.3 55.3 30.9
EV (Rs.mn) 23,254 22,122 21,190 22,546 22,639
EV/EBITDA (x) 31 29 25 16 11
Book value (Rs/share) 158 163 158 183 231
Price to BV (x) 10.5 9.6 10.0 8.6 6.8
EV/OCF (x) 22 31 10 88 11

Source: Company, CEBPL
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OUTPERFORM  The security is expected to generate more than 25% returns over the next 12 months

BUY The security is expected to generate greater than 5% to less than 25% returns over the next 12 months
REDUCE The security expected to show downside or upside returns by 0% to 5% over the next 12 months

SELL The security expected to show Below 0% next 12 months
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