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Company details
Market cap:
52-week high/low:

NSE volume:

Rs. 1,85,508 cr
Rs.2822/1151

(No of shares) 14.1 lakh
BSE code: 541154
NSE code: HAL
Free float:

(No of shares) 19.0 cr
Shareholding (%)

Promoters 716
Fll 12.6
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Hindustan Aeronautics Ltd
Strong long-term outlook

Capital Goods Sharekhan code: HAL
Reco/View: Positive o CMP:Rs. 2,774 Upside potential: 15.0% = A
/]\ Upgrade €  Maintain NV Downgrade

Summary

* Order pipeline is quite robust for HAL as the defence acquisition council has approved procurement of Light
Combat Helicopters (LCH) for the Indian Air Force (IAF) & Indian Army, Light Combat Aircraft (LCA) Mk 1A for IAF
and indigenous upgradation of Su-30 MKI aircraft.

+ NewJVfor MRO services and helicopter engine would diversify its revenue stream, providing long-term growth
opportunities for HAL.

+ Domestic self-reliance goals in defence would aid product development. The company have identified several
indigenization programs and earmarked funds in creating additional capacity for engines, avionics and
accessories.

+ HAL has strong government support, proven execution capabilities and a healthy cash balance. The stock
currently trades at ~26x its FY2026E EPS. We have a Positive view on the stock and expect a 15% upside.

The company has a healthy order book of ~82,000 crore with more than three years of revenue
visibility. Recently, the Ministry of Defence approved the procurement of Light Combat
Helicopter (LCH) for Indian Air Force (IAF) & Indian Army, Light Combat Aircraft (LCA) Mk 1A
for IAF and indigenous upgradation of Su-30 MKI Aircraft by HAL with the estimated cost of ~
Rs 1.6 lakh crore. The company is also pursuing export orders worth close to Rs 70,000 crore
from 4 different countries. These new orders will provide company a sustainable long-term
growth. The company is also creating additional capacity for engines, avionics and accessories
to meet government’s self-reliance goal in defence. The company has also set JV to offer
commercial airlines a one-stop maintenance, repair, and operations (MRO) solution and help in
growth of India’s commercial aviation industry. The company has signed another JV for design,
development, certification and production of helicopter engines in India.

* New orders to create sustainable long term growth: The ministry of defence has approved
procurement of Light Combat Helicopter (LCH) for Indian Air Force (IAF) & Indian Army and Light
Combat Aircraft (LCA) Mk 1A for the IAF. The government has also approved indigenous upgradation
of Su-30 MKI Aircraft by HAL. The estimated cost of these contracts might be ~ Rs 1.6 lakh crore. HAL
is currently negotiating export orders for fighter planes and helicopters with four different countries
with potential orders worth close to Rs 70,000 crore. To execute these orders, the company plans to
ramp up its production to 24 aircraft per year from the Bengaluru and Nashik facilities from FY2026
onwards.

+ JV for MRO solutions and helicopter engines will diversify revenue streams: HAL has signed a
contract to establish MRO facilities for the A-320 series of aircraft to build integrated MRO services in
India and offer commercial airlines a one-stop MRO solution. This partnership will also result in the
growth of India’s commercial aviation industry, with HAL at the forefront. HAL has also incorporated
JV to carry out business of design, development, certification, production, sale & support of
helicopter engines. These engines will be used in Indian multi-role helicopter (IMRH) and its deck-
based version. The production of engines is expected to begin in four years.

+ Self-reliance goal will help in development of new products: The government has released
several Indigenization List to encourage domestic defence production and set strict timelines to
produce military hardware within the country. The company have identified several indigenisation
programs and earmarked an initial budget of Rs 1,800 crore. Apart from platforms like fighters
and helicopters, HAL is also creating additional capacity for engines, avionics and accessories. The
company has shifted its approach from waiting for orders to develop products to developing in-
demand products, so they can execute orders quickly once the company receives order.

Our Call

Valuation - Maintain a Positive view; expect 15% upside: We are bullish on HAL's growth trajectory,
as it is one of the key beneficiaries of structural reforms in the defence sector. The company has a
healthy order book of ~82,000 with more than three years of revenue visibility. Once the execution of
large orders like LCA (Mk1A) picks up pace, the company could post double-digit revenue growth from
FY2025E, and it should stabilise at a 14-15% sales growth from FY2026. The company is debt-free and
has strong cash and cash equivalents and healthy return ratios. The stock is currently trading at 26x its
FY2026E EPS. We maintain our Positive view on the stock and expect an upside of 15% from current
price levels.

Key Risks

¢ Fluctuations in raw-material prices and delays in the availability of critical components could
impact execution.

* Opening up the defence sector to private players may intensify competition in the future.

Valuation (Consolidated) Rs cr

Net sales 26,927 29,346 33,180 36,170
OPM (%) 24.8 244 24.8 25.5
Adjusted net profit 4,851 5,199 6,304 7,084
PAT growth (%) 24.8 7.2 21.2 124
Adjusted EPS (Rs.) 72.5 77.7 94.3 105.9
P/E (x) 38.2 35.7 294 26.2
P/B (x) 7.9 7.6 73 6.8
EV/EBIDTA (x) 19.6 184 154 134
RoCE (%) 30.6 28.9 34.2 36.5
RoE (%) 226 21.7 253 27.0
Source: Company; Sharekhan estimates
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New orders: The ministry of defence has approved procurement of Light Combat Helicopter (LCH) for Indian Air Force
(IAF) & Indian Army and Light Combat Aircraft (LCA) Mk 1A for IAF. The government has also approved indigenous
upgradation of Su-30 MKI Aircraft by HAL. The estimated cost of these contracts might be ~ Rs 1.6 lakh crore of which
Rs 65,000 crore might be allocated for LCA Mk-1, Rs 55,000 crore might be allocated for LCH and Rs 40,000 crore might
be allocated for Su-30 upgrades.

International orders: HAL is currently negotiating export orders for fighter planes and helicopters with four different
countries. Argentina is contemplating to buy 15 LCA MK-1As and 10 ALH helicopters from HAL, Nigeria & Egypt are
considering buying 16-18 LCA MK-1A and 20 LCA MK-1A fighter jets respectively. While Philippines is contemplating
to buy 20 ALH helicopters from HAL. The total estimated value of these potential orders is close to Rs 70,000 crore.

Foray into maintenance, repair, and operations (MRO) solution: HAL has signed a contract to establish MRO
facilities for the A-320 series of aircraft to build integrated MRO services in India and offer commercial airlines a
one-stop MRO solution. HAL wants to establish an Integrated MRO hub in the country and provide Airlines with an
effective MRO solution. Through this partnership, lead times will be significantly shortened, turnaround times will
be enhanced, and maintenance costs will be decreased, enhancing the fleet’s availability for flight operations. This
partnership will also result in the growth of India’s commercial aviation industry, with HAL at the forefront.

JVtodesignand develop helicopterengines: HAL hasincorporated JV to carry out business of design, development,
certification, production, sale & support of helicopter engines. These engines will be used in Indian multi-role
helicopter (IMRH) and its deck-based version. The production of engines is expected to begin in four years.

Ramp-up in production capacity of LCA Tejas: HAL plans ramp up its production and deliver 24 aircraft per annum
from the Bengaluru and Nashik facilities from FY2026 onwards. Once company reached this goal, HAL plans to
streamline the supply chain and further ramp up production to 30 aircraft per annum.

Indigenous upgrade of Su-30s fighter aircraft: HAL plans to upgrade 84 aircraft Su-30s fighter mainly through
indigenous effort. The upgrade will involve equipping the Su-30s with the indigenous Uttam active electronically
scanned array (AESA) radar, electronic warfare suites, weapon control systems, avionics and new weapons.

Domestic self-reliance goals to aid in product development: The government has released several Indigenization
Listto encourage domestic defence production and set strict timelines to produce military hardware within the country.
The company has created an indigenization cell, which is funded with 3% of net operating profit. The company have
identified several indigenization programs and earmarked an initial budget of Rs 1,800 crore. Apart from platforms like
fighters and helicopters, HAL is also creating additional capacity for engines, avionics and accessories. The company
has shifted its approach from waiting for orders to develop products to developing in-demand products, so they can
execute order quickly once come received order.
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Outlook and Valuation

B Sector view - Indian defence sector in a sweet spot

As of 2020, India was the third largest military spending country globally, accounting for almost 3.7% of global military spending.
In FY2021, ~56% of the defence budget was allocated to the Indian army, 23% to the air force, 15% to the navy, and 6% to
others. India is one of the biggest importers of defence equipment as it imports ~50% of requirements and accounts for ~14%
of global arms imports. The government aims to reduce its dependence on imports and boost domestic production through
various innovations and advancements in the defence sector under the AtmaNirbhar Bharat vision of the government. Measures
such as simplifying the ‘Make in India’ procedure for procurement of defence products, provision for funding of up to 70% of
development cost by the government, and hike in FDI to 74% through the automatic route would boost investments in the sector.
The current uncertain international (Russia-Ukraine war), as well as domestic (India-China border dispute) geopolitical scenario,
calls for the strengthening of national security, which should lead to a significant rise in India’s defence expenditure going
forward. India would gradually ban several imported components through positive indigenisation lists to reduce imports. This
compels Indian armed forces, comprising the army, navy, and air force to source the listed items from domestic manufacturers
exclusively. Moreover, the Indian government has set an ambitious defence production target at $25 billion by 2025 (including
$5 billion from exports by 2025). Thus, the government’s focus on the defence sector bodes well for companies like HAL, BEL, and
Bharat Dynamics, which are the leading defence PSUs with several years of execution expertise in the domain.

B Company outlook - On a strong footing

The government is the majority stakeholder in HAL. The company has a strategic place in India’s defence story as it is a dominant
supplier of aircraft, helicopters, engines, avionics and accessories and the main provider of maintenance, repair and overhaul
services to the Indian defence forces. HAL has a strong order book of ~Rs. 81,784 crore with an impressive order pipeline. It is
the key beneficiary of the Indian government’s focus on reforming the defence sector with a major push for indigenisation.
HAL is looking to diversify into the civil market for manufacturing and MRO opportunities. The company plans to enhance
indigenisation and ensure higher indigenous content in its products. HAL would also expand its operations globally through
collaborations with global partners. Hence, we believe HAL is on a solid growth trajectory.

M Valuation - Maintain a Positive view; expect 15% upside

We are bullish on HAL's growth trajectory, as it is one of the key beneficiaries of structural reforms in the defence sector. The
company has a healthy order book of ~82,000 with more than three years of revenue visibility. Once the execution of large orders
like LCA (Mk1A) picks up pace, the company could post double-digit revenue growth from FY2025E, and it should stabilise at a
14-15% sales growth from FY2026. The company is debt-free and has strong cash and cash equivalents and healthy return ratios.
The stock trades at 26x its FY2026E EPS. We maintain our Positive view on the stock and expect an upside of 15% from the CMP.
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About company

HAL is an Indian state-owned aerospace and defence company headquartered in Bengaluru, India. Established in
December 1940, HAL is one of the oldest and largest aerospace and defence manufacturers in the world today. HAL
was conferred Navratna status in 2007. The company is involved in designing, developing, manufacturing, repairing
and overhauling aircraft, helicopters, engines, and related systems like avionics, instruments, and accessories. HAL has
20 production divisions and 10 R&D centres co-located with the production divisions. These divisions/R&D centres
are located at nine geographic locations in seven states across the country. One of the key thrust areas of HAL is
indigenisation with the primary objective of achieving Make in India and lowering dependence on foreign countries,
especially for critical components. HALs primary consumers are the Indian Defence Forces comprising the Indian Air
Force, Indian Army, Indian Navy, and the Indian Coast Guard.

Investment theme

India’s defence sector is undergoing major reforms as the government is keen on strengthening the nation’s defence
prowess by reducing dependence on imports and making India more self-reliant. The government’s focus on the
‘Make in India’ initiative bodes well for HAL, which is a leading player in India’s defence and aerospace industry and is
well placed for growth backed by a strong order book and promising order pipeline. We expect HAL to have a crucial
role to play in the structural transformation of India’s defence sector, which aims to achieve a production target of
USS$25 billion by 2025 through indigenisation and boosting exports under the ‘Make in India’ initiative. The company
has a diversified revenue mix covering the manufacturing of aircraft/products as well as spares and services and repair
and overhaul (ROH).

Key Risks
¢ Fluctuations in raw-material prices and delays in the availability of critical components could impact execution.
¢ Opening up of the defence sector to private players may intensify competition.

Additional Data

Key management personnel

Shri R. Madhavan Chairman and Managing Director
C.B. Ananthakrishnan Director Finance and CFO
Shri Shailesh Bansal Company Secretary and Compliance Officer

Source: Bloomberg

Top 10 shareholders

Sr.No. Holder Name Holding (%)
1 HDFC Asset Management Co Ltd 3.7
2 Life Insurance Corp of India 1.6
3 FMR LLC 1.4
4 Vanguard Group Inc/The 1.1
5 Republic of Singapore 1.0
6 BlackRock Inc 0.9
7 Nippon Life India Asset Management Ltd 0.7
8 Manulife Financial Corp 0.3
9 ICICI Prudential Asset Management Co Ltd/India 0.3
10  DSP Investment Managers Pvt Ltd 0.3

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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DISCLAIMER

This information/document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity to which it is
addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation and any review, retransmission,
or any other use is strictly prohibited. This information/ document is subject to changes without prior notice.

Recommendation in reports based on technical and derivatives analysis is based on studying charts of a stock’s price movement, trading volume,
outstanding positions, as opposed to focusing on a company’s fundamentals and as such, may not match with a report on a company’s fundamentals.
However, this would only apply for information/document focused on technical and derivatives research and shall not apply to reports/documents/
information focused on fundamental research.

This information/document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may receive this report
at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this information/report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN has not
independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While we would endeavour
to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies, their directors and employees
(“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory, compliance, or other
reasons that may prevent SHAREKHAN and affiliates from doing so. This document is prepared for assistance only and is not intended to be and must
not alone be taken as the basis for an investment decision. Recipients of this report should also be aware that past performance is not necessarily
a guide to future performance and value of investments can go down as well. The user assumes the entire risk of any use made of this information.
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. The investment discussed or views expressed may not be suitable for all investors. We do not undertake
to advise you as to any change of our views. Affiliates of Sharekhan may have issued other recommendations/ reports that are inconsistent with and
reach different conclusions from the information presented in this recommendations/report.

This information/recommendation/report 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 SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document
may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst might have dealt or traded directly or indirectly in securities of the company and that all the views expressed in
this document accurately reflect his or her personal views about the subject company or companies and its or their securities and do not necessarily
reflect those of SHAREKHAN. The analyst and SHAREKHAN further certifies that either he or his relatives or Sharekhan associates might have
direct or indirect financial interest or might have actual or beneficial ownership of 1% or more in the securities of the company at the end of the
month immediately preceding the date of publication of the research report. The analyst and SHAREKHAN encourages independence in research
report/ material preparation and strives to minimize conflict in preparation of research report. The analyst and SHAREKHAN does not have any
material conflict of interest or has not served as officer, director or employee or engaged in market making activity of the company. The analyst and
SHAREKHAN has not been a part of the team which has managed or co-managed the public offerings of the company, and no part of the analyst’s
compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this document. Sharekhan Ltd or its
associates or analysts have not received any compensation for investment banking, merchant banking, brokerage services or any compensation or
other benefits from the subject company or from third party in the past twelve months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make market, act
as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested in any of the securities or
related securities referred to in this report and they may have used the information set forth herein before publication. SHAREKHAN may from time
to time solicit from, or perform investment banking, or other services for, any company mentioned herein. Without limiting any of the foregoing, in
no event shall SHAREKHAN, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any liability
for any damages of any kind.

Forward-looking statements (if any) are provided to allow potential investors the opportunity to understand management’s beliefs and opinions in
respect of the future so that they may use such beliefs and opinions as one factor in evaluating an investment. These statements are not a guarantee
of future performance and undue reliance should not be placed on them. Such forward-looking statements necessarily involve known and unknown
risks and uncertainties, which may cause actual performance and financial results in future periods to differ materially from any projections of
future performance or result expressed or implied by such forward-looking statements. Sharekhan/its affiliates undertakes no obligation to update
forward-looking statements if circumstances or management’s estimates or opinions should change except as required by applicable securities
laws. The reader/investors are cautioned not to place undue reliance on forward-looking statements and use their independent judgement before
taking any investment decision.

Investment in securities market are subject to market risks, read all the related documents carefully before investing. The securities quoted are for
illustration only and are not recommendatory. Registration granted by SEBI, and certification from NISM in no way guarantee performance of the
intermediary or provide any assurance of returns to investors.

Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com
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