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Profile 
Bharat Electronics (BHE), 51% owned by the Government of India, is 

primarily a supplier of electronic equipment to Indian defence services. It 

supplies electronic products such as radars, sonar, communication 

equipment, electronic warfare equipment, and navigation equipment to the 

Indian defence forces and civilian sector. The company has nine 

manufacturing units in India and two central research laboratories in 

Bangalore and Ghaziabad. 

Investment Rationale  

 

Large defence orders aid inflow visibility: Global geopolitical changes and 
thrust on Atmanirbhar Bharat scheme have accelerated the pace of 
domestic defence procurement. After a strong beat in FY22 inflows 
(Rs190bn, 26% YoY), BHE guides to at least Rs200-220bn inflows led by large 
defence orders, in addition to various short-cycle and non-defence orders 
(IIFLe: Rs230bn, +20% YoY). Further, QRSAM (Rs40bn) and MRSAM 
(Rs120bn) will fuel growth over FY24-25.  

Raises margin guidance with better mix & cost discipline: While semi-
conductor shortages continue worldwide, uncertainties on deliveries have 
eased. Execution of Akash, higher localisation of LRSAM and high margin 
non-defence orders like EVM/VVPAT will aid a 2pps YoY increase in gross 
margins. Further, lean cost structure (outsourcing non-core jobs) and cost 
discipline, despite rebound of travel & marketing expenses, provide cushion 
for BHE to up its Ebitda margin guidance to 21-23% for FY23. Agile systems 
and healthy cash flows from customers have reduced core cash conversion 
cycle to 202 days (NWC: -40 days vs 10 days in PY). 

Civilian applications widen growth avenues: While BHE’s unparalleled focus 
on R&D initiatives (Rs10.5bn, ~7% of FY22 sales) and localisation have 
solidified its footprint on large defence platforms that have competitive cost 
structures, it is increasingly leveraging this base to diversify into civilian 
applications. While metro & rail, airport and smart city projects are promising 
areas, investments in EV battery packs and Semi-conductor manufacturing 
(in consortium) are on the cards. 
 
Non-defence-Eyeing allied opportunities: Over the years, BHE has 
regrouped itself into 24 focussed & independent operating units, to ensure 
granular emphasis across all key business segments (old & new). Of these, 
the largest include ADSM and missile systems (>Rs25bn sales each), 
Satellite unit (Rs10bn) and EW unit. The SBU structure allows it to focus on 
the right resources and talent for the respective BU, and drive growth.In the 
new allied areas it has offered modified versions of existing products but in 
absence of portfolio in certain areas (like in smart city projects), it became a 
system integrator first and then moved on to develop products (software/ 
solutions). Being a Public sector entity has helped BHE to get nominated 
orders from several state governments in projects where imports are 
restricted by GoI. 
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Execution hurt by supply headwinds but will deliver 15% growth: While BHE barely managed to meet the lower end of 
the revised FY22 sales guidance at Rs153bn, at +9% YoY owing to SCM challenges amid global semiconductor 
shortages and onset of the Russia-Ukraine war. SCM-led revenue slippages were Rs27bn. Amid supply shortages, 
customers are offering execution extensions without Liquidity Damages. While supply shortages are still prevalent, 
BHE mentioned better visibility and commitment on dispatches from global vendors, and remains confident of 
delivering 15% revenue growth in FY23.   
 
NWC cycle and CFs continue to be strong: Core cash conversion days have sustainably improved over the last few 
years, to 202 (vs 350 in FY17). Management further expects to reduce receivable days to 140 (vs 148 currently). BHE 
has improved collection monitoring systems to ensure improvement in cash flows. It has made its back-end systems 
and processes agile, to ensure dispatches and payments are timely, and believe the current payment cycle is 
sustainable. Its learning curve in non-defence portfolio has helped to adjust to the civilian customers and keep NWC 
under control. 
 

  
 

Risks 
Rising Inflation: If the inflation persists at higher level, it will have an impact on the margins.  

 

Outlook & Valuation:  
The management of Bharat Electronics (BHE) was bullish on underlying growth prospects of the core defence 
electronics portfolio, significant change in govt. mind-set towards domestic defence manufacturing capabilities and 
BHE’s broadening base across civilian applications. State-ofthe-art internal processes & systems make it distinct, apart 
from thrust on R&D/localisation, which aid long-term competitiveness. Best-in-class NWC cycle, robust FCF & RoCE 
and resilience to inflation place BHE in a sweet spot within the capital goods space; the stock trades at attractive 
valuations of 20x FY23ii EPS. We expect the stock to reach a target of ₹ 260 in the 12 months period.
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Financial Summary 
 

Consolidated (INR in mn) FY21 FY22 FY3ii FY24ii FY25ii 

Revenue 141,087 153,682 176,735 206,781 244,002 

EBITDA 32,105 33,409 40,784 49,409 60,344 

EBITDA margin (%) 22.8 21.7 23.1 23.9 24.7 

PAT 20,998 24,002 29,416 35,313 43,387 

ROE (%) 19.8 20.5 22 22.6 26.1 

P/B (x) 5.3 4.8 4.1 3.5 3.6 

EV/EBITDA (x) 16.8 15.4 12.7 10.1 8.6 

Net Debt/Equity (x) (0.5) (0.6) (0.5) (0.5) (0.4) 

 
 



 

 

DISCLAIMER 
 
 
 
 
 
 

Recommendation Parameters for Fundamental/Technical Reports: 
 

Buy – Absolute return of over +10% 
Accumulate – Absolute return between 0% to +10%  
Reduce – Absolute return between 0% to -10% 
Sell – Absolute return below -10% 

 

Please refer to http://www.indiainfoline.com/research/disclaimer for recommendation parameter, analyst disclaimer and other disclosures. 
 

Investments in securities market are subject to market risks, read all the related documents carefully before investing. There is no assurance or guarantee that the 
investment objectives shall be achieved. IIFL does not guarantee any assured returns on the investments recommended herein. Past performance of 
securities/instruments is not indicative of their future performance. IIFL makes no representation/s or warranty/is, express or implied, as to the accuracy, 
completeness or reliability of any information compiled herein, and hereby disclaims any liability with regard to the same, including, without limitation, any direct, 
indirect, incidental or consequential loss. You shall verify the veracity of the information on your own before using the information provided in the document. Investors 
are requested to review the prospectus carefully and obtain expert professional advice. IIFL group, associate and subsidiary companies are engaged in providing 
various financial services and for the said services (including the service for acquiring and sourcing the units of the fund) may earn fees or remuneration. 
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