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Reasonably priced; subscribe for long term… 

Bharat Dynamics (BDL) is a defence public sector unit (DPSU) engaged in 

manufacturing guided missile systems. The company has a product 

portfolio consisting of surface to air missiles (SAMs), anti-tank guided 

missiles (ATGMs), underwater weapons, launchers, countermeasures and 

test equipment. BDL also undertakes life-extension and refurbishment of 

missile systems. Currently, it is the sole supplier of SAMs and ATGMs to 

the Indian armed forces. The Hyderabad-headquartered company has 

three manufacturing facilities in Hyderabad, Bhanur and Visakhapatnam. It 

is a Miniratna (Category -1) company and is under the administrative 

control of the Ministry of Defence (MoD). 

Investment Rationale 

Strong moat, healthy order book and visibility 

BDL enjoys a strong moat due to niche capabilities in the missile 

manufacturing segment. In India, it is the sole manufacturer of SAMs, 

torpedoes and ATGMs. Strong capabilities in this segment are likely to 

provide a significant competitive advantage to BDL, going forward. The 

company also has a strong order book of | 10,543 crore (as of January 31, 

2018) providing revenue visibility of over two years. Major products 

forming part of BDL’s current order book include the Akash Weapon 

System, long range surface to air missile (LRSAM), medium-range surface 

to air missile (MRSAM), INVAR (3 UBK 20) ATGM and the Konkurs-M 

ATGM. Going forward, BDL is likely to receive large orders for LRSAMs, 

MRSAMs and very short range air defence missiles (VSHORADMs) for | 

20000-25000 crore in FY18E-23E. Large opportunities coupled with strong 

capabilities are likely to augur well for the company, going forward. 

Robust capex, strong execution capabilities, healthy balance sheet 

BDL is setting up two more manufacturing facilities (in addition to existing 

three) at Ibrahimpatnam, near Hyderabad and Amravati in Maharashtra at 

a cost of | 400-500 crore. These facilities will be used to manufacture 

MRSAMs and VSHORADMs, respectively. BDL has a strong execution 

capability, which is reflected in its topline and bottomline growth of 38.3% 

and 15.9% CAGR, respectively, in FY12-17. BDL also has a healthy 

balance sheet with nil debt and cash balance of | 1311 crore. 

Quality business, reasonably priced at 16x FY17 EPS of | 26.8 

We recommend subscribe only for long term on the offering based on a 

robust order book of | 10,453 crore, strong order inflow visibility, best-in-

class execution capabilities and a leverage free balance sheet. The stock is 

being offered at reasonable valuations (16x FY17 EPS), at the upper band 

of | 428/share. 

Exhibit 1: Key Financials 

Key Financials (| crore) FY15 FY16 FY17 H1FY18

Revenue 2,841             4,079             4,833             1,806                  

EBITDA 275                513                568                245                     

Net Profit 444                562                490                173                     

EPS (|) 24.2               30.7               26.8               9.4                      

P/E (x) 17.7               14.0               16.0               -                        

Price / Book (x) 4.7                 4.2                 3.5                 -                        

EV/EBITDA (x) 22.2               11.9               10.7               -                        

RoCE (%) 18.9               28.6               29.4               -                        

RoE (%) 26.8               30.4               22.2               -                        
 

Source: RHP, ICICIdirect.com Research 
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Issue Details 

Issue Details

Issue Opens 13-Mar-17

Issue Closes 15-Mar-17

Issue Size (| crore) 927 - 961

Price Band (| per share) 413 - 428

No. of Shares on Offer (crore) 2.2

Retail discount | 10 per share

QIB (%) 50.0

Non-Institutional (%) 15.0

Retail (%) 35.0
 

Objects of the Issue  

The Issue comprises of an offer for sale (OFS) by the

Government of India (GoI). The proceeds of the OFS shall be

received by GoI.
 

Particulars Amount (| crore)

GoI dilution (12.25%) 961

Total dilution (12.25%) 961
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Promoters & Promoters Group 100.0 87.8
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Particular Amount

Market Capitalization* | 7844 Crore

Total Debt (H1FY18) | 0 Crore

Cash and Investments (H1FY18) | 1311 crore

EV (H1FY18) | 6533 Crore

Equity capital | 91.6 Crore

Face value | 10

*At higher end of price band
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Revenue 2,841 4,079 4,833 1,806

EBITDA 275 513 568 245

EBITDA Margins 9.7 12.6 11.8 13.6

PAT 444 562 490 173

EPS 24.2 30.7 26.8 9.4
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Key strengths 

Robust order book and healthy visibility 

BDL currently has an order book of | 10,543 crore (as of January 31, 2018) 

providing revenue visibility of over two years. Major products forming 

part of BDL’s current order book include the Akash Weapon System, long 

range surface to air missile (LRSAM), medium-range surface to air missile 

(MRSAM), INVAR (3 UBK 20) ATGM and Konkurs-M ATGM. Going 

forward, BDL is likely to receive large orders for LRSAMs, MRSAMs & very 

short range air defence missiles (VSHORADMs) of | 20000-25000 crore in 

FY18E-23E. This provides significant revenue visibility to the company 

over the next three to five years. Additionally, opportunities arsing from 

ATGMs, torpedoes (both light & heavyweight), countermeasure systems, 

test equipment are also likely to augur well for the company. 

BDL – To be large beneficiary of overall spends of $ 24.5 billion in 

missile/torpedo segment 

Defence spends in India are on an upward swing due to escalatory 

geopolitical scenarios, technology obsolescence and to counter adversary 

modernisation. To develop effective defensive and offensive capabilities, 

India needs several missile and missile related systems. As highlighted in 

the company’s red herring prospectus (RHP), the value of overall spends 

is pegged at $ 24.5 billion over CY17-26 (Exhibit 2). The current guided 

(tactical) missile portfolio of BDL is broadly made up of SAM systems, 

ATGMs and light torpedoes (Exhibit 3).  

Exhibit 2: Guided missiles market pegged at $ 24.5 billion (total) 
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Source: Company, ICICIdirect.com, Research 

 

Exhibit 3: Tactical Segment Market Split - (2017-26) 
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Source: Company, ICICIdirect.com, Research 

 

 

Thus, BDL’s product offerings are capable of addressing 53.5% of the 

total market and will have access to $11.38 Billion worth of opportunities 

in India. We believe this congruence in the product portfolio of BDL 

(Exhibit 4) with the requirements of armed forces places the company in a 

sweet spot to capitalise on emerging opportunities. 
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Exhibit 4: BDL’s product portfolio 
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Source: RHP, ICICIdirect.com Research 

Investments into new infrastructure and existing infrastructure 

To capitalise on the upcoming large opportunities, BDL is expanding its 

capacity by building large manufacturing facilities. The company is 

building new facilities at Ibrahimpatnam, near Hyderabad and Amravati in 

Maharashtra at a cost of | 400-500 crore. The new facilities will enable it 

to manufacture SAMs (including a new generation of SAMs) and 

VSHORADMs, respectively. BDL’s current manufacturing facilities are in 

Hyderabad and Bhanur of Telangana and Vishakhapatnam, Andhra 

Pradesh. BDL’s Hyderabad manufacturing unit is engaged in the 

manufacture of SAMs, Milan 2T ATGMs, countermeasures, launchers and 

test equipment. BDL’s Bhanur unit is engaged in the manufacture of 

Konkurs – M ATGMs, the INVAR (three UBK 20) ATGMs, launchers and 

spares. The company’s Vishakhapatnam unit is engaged in the 

manufacture of light weight torpedoes, the C-303 anti-torpedo system, 

countermeasures and spares. The company intends to spend ~| 200 

crore in its existing facilities over the next two years. BDL also intends to 

automate the production systems at its manufacturing facility in 

Hyderabad to increase the production of SAMs. The company is also in 

the process of establishing a test fire range in Rachakonda, Telangana 

which is likely to result in operational advantages and cost efficiencies. 

Exports to act as next leg of growth 

BDL primarily caters to the requirements of the Indian armed forces. 

However, the GoI is now encouraging defence PSUs to export its 

products. Accordingly, BDL has now started pursuing potential overseas 

opportunities. Several less developed nations in East Asia and APAC 

region such as Vietnam, Philippines and Indonesia are upcoming markets 

for sale of missile systems. BDL has already finalised the contract for the 

export of light torpedoes with one of the countries. Going forward, the 

company intends to scale up this segment by exporting SAMs, ATGMs, 

heavyweight torpedoes, etc. 
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Strong expertise in missiles, integrated infrastructure provide BDL 

significant edge over any upcoming competition 

BDL is the nominated production agency for GoI for manufacturing 

missiles. It is also the nominated partner for integration of major surface-

to-air missiles (SAMs). Accordingly, over the past four decades, the 

company has developed strong competencies in this segment. BDL has 

built state-of-art manufacturing facilities that are equipped with robotic 

welding machines, four axis machines, flow forming machines, vacuum 

furnace for heat treatment, automated electroplating shop, 3D – 

coordinating measuring machine, climatic chambers and 800G 

acceleration measuring fixture. BDL’s Hyderabad manufacturing unit has 

been automated for material handling and grain loading of SAMs. Further, 

its Vishakhapatnam manufacturing facility has been exclusively designed 

for manufacturing torpedoes. Thus, strong expertise in missiles and 

integrated infrastructure is likely to give a significant competitive 

advantage to the company against any upcoming domestic or foreign 

competition. 
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Financials 

Exhibit 5: Revenues trend       
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Source: RHP, ICICIdirect.com Research 

 

Exhibit 6: EBITDA & EBITDA margins (%) trend 
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Exhibit 7: Net profit trend (| crore) 
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Exhibit 8: Return ratios (%) trend 
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Exhibit 9: Working capital cycle (days) 
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Exhibit 10: Asset turnover 
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Key concerns 

Dependence on single customer – Indian armed forces 

BDL’s primary customer is the Indian armed forces through the Ministry of 

Defence from which it derives 98.3%, 97.3%, 92.9% and 79.2% of its 

revenue in H1FY18, FY17, FY16 and FY15, respectively. Accordingly, a 

decline or reprioritisation of the Indian defence Budget, reduction in their 

orders, termination of contracts or failure to succeed in tendering projects 

and deviations in the short-term and long term policies of the MoD or the 

Indian armed forces can have a material adverse impact on the 

company’s business and growth prospects. 

Competition from other players, especially private sector 

Currently, BDL is one of the nominated production agencies of the 

Government of India. However, with successive governments opening up 

the defence sector, BDL’s status as a nominated production agency will 

transition to that of a competitive bidder. Accordingly, BDL may face stiff 

competition from newer players, especially private players. With the 

liberalisation of the defence sector, many domestic private players have 

tied up with foreign majors, especially in the missiles segment. This has 

resulted in many partnerships in the field as exhibited below. 

Exhibit 11: Domestic players tie-up with foreign majors 

Domestic player Tie-up with foreign major

Tata Advanced Systems 

Ltd (TASL)

TASL has partnered with Raytheon to produce components for Stinger missile systems.

These missile systems will be deployed at platoon levels and also onboard AH-64

Apaches which are being procured by India.

Reliance Defence

Reliance Defence has signed a JV agreement with Rafael Advanced Systems to build air

to air missile systems.

Kalyani Strategic Systems

Kalyani Strategic Systems, Bharat Forge’s defence subsidiary, has also formed a JV

with Rafael Advanced Systems to manufacture high technology defence components in

India. An MoU has also been signed with IAI to for a JV company to build air defence,

ground to ground and ground to sea munitions in India.

Punj Lloyd

The firm has acquired licenses for manufacturing missiles and rockets in India. It has a

tie up with Israel Weapon Industries (IWI) to manufacture small arms and may venture

into the guided missile space in the future.

L&T
L&T has entered into a JV with MBDA to produce 5th generation ATGMs in India. BDL

and L&T has also entered into an agreement to export light torpedo solutions. BDL

manufactures light torpedoes, whilst L&T has expertise in tube torpedo launchers.

Source: RHP, ICICIdirect.com Research 

Thus, BDL is likely to face stiff competition from private players, going 

forward. 

Increase in price of raw materials and its dependence on suppliers 

The major component of BDL’s expenditure is its raw material cost. In 

FY17, FY16 and FY15, raw material formed 69.8%, 69.7% and 71.0% of 

total costs, respectively. In the event of a raw material price rise, BDL may 

be unable to pass this increase in existing fixed-price contracts, leading to 

an adverse impact on its profitability. 

BDL is dependent on its suppliers for the timely delivery of raw materials. 

Additionally, BDL outsources certain aspects of its manufacturing work, 

such as, components and sub-assemblies to its sub-contractors. Thus, 

BDL may encounter situations where it is unable to deliver its products on 

a timely basis due to shortage or late delivery of raw materials from 

suppliers or delayed completion of sub-contracted works by 

subcontractors. Consequently, BDL faces the risk of a delay in production 

schedule adversely affect its operating and financial performance. 
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Business operations based out of three units in Telangana, AP 

BDL’s manufacturing units are located in Hyderabad and Bhanur of 

Telangana and Vishakhapatnam, Andhra Pradesh. BDL has also 

commissioned certain facilities at its proposed manufacturing unit in 

Ibrahimpatnam, Telangana. Accordingly, BDL relies exclusively on its 

facilities in Telangana and Andhra Pradesh to earn revenues, pay 

operating expenses and service debt. Any significant interruption – 

internal or external to operations at any of these facilities would adversely 

affect its business. 

Delays in award of long-term contracts or cancellation/modification of 

existing contracts 

BDL’s business depends on its ability to service existing contracts and 

enter into new long-term contracts. Given the nature of its customers, that 

is primarily the MoD, existing long term contracts may be affected by 

disputes with armed forces/MoD, which may put in danger the regular 

performance of obligations arising there under. In addition, these 

customers may not place a repeat or continuous order for its existing 

products. Any failure to secure or any delay in securing a consistent 

number of long-term contracts or any interruption, suspension or 

termination of existing contracts may cause an insufficient workload that 

would adversely affect BDL’s operating and financial position. 

Valuations 

Bharat Dynamics (BDL) is a niche defence public sector unit (DPSU) 

engaged in manufacturing guided missile systems. Over the past four 

decades, it has developed strong capabilities in this segment, which is 

likely to provide a significant competitive advantage over any upcoming 

competition. Additionally, the company has a robust order book of 

| 10,453 crore, strong order inflow visibility (| 20000-25000 crore), best-in-

class execution capabilities and a leverage free balance sheet. Strong 

capex plans of | 400-600 crore in FY18-23E also give us reasonable 

confidence about the growth prospects of the company. At the upper 

price band of | 428 per share, the stock is also being offered at a 

reasonable valuation of 16x FY17 EPS of | 26.8. Accordingly, we 

recommend SUBSCRIBE only for long term on the offering. 
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Financial summary 

Profit and loss statement | Crore 

(| Crore) FY15 FY16 FY17 H1FY18

Revenue 2,841      4,079 4,833 1,806 

Other income 439 385 230 75 

Total Revenue 3,280      4,464 5,063 1,880 

Cost of materials consumed 1,881      2,485 2,984 951 

Employee Expenses 312 326 448 222 

other expenses 373 754 832 387 

Total Operating Expenditure 2,566      3,566 4,265 1,561 

EBITDA 275 513 568 245 

EBITDA Margin (%) 8.4 11.5 11.2 13.0 

Interest 3 4 4 2 

Depreciation 67 53 62 30 

PBT 644 841 732 288 

Total Tax 200 279 242 115 

PAT 444 562 490 173 

PAT Margin (%) 13.5 12.6 9.7 9.2 

EPS 24.2 30.7 26.8 9.4 

Source: RHP, ICICIdirect.com Research 

Cash flow statement | Crore 

(| Crore) FY15 FY16 FY17 H1FY18

Profit after Tax 444 562 490 173 

Depreciation 67 53 62 30 

Interest 3 4 4 2 

Others (146) 5 261 65 

Cash Flow before WC changes 367 623 817 270 

Changes in inventory (93) (582) (193) 92 

Changes in debtors 64 190 (212) 227 

Changes in other CA (463) (604) 1,471 499 

Net Increase in Current Assets (492) (996) 1,066 818 

Changes in creditors 116 829 152 30 

Changes in other CL (370) 106 (1,723) (93) 

Net Inc in Current Liabilities (254) 935 (1,571) (63) 

Net income tax paid (220) (278) (335) (148) 

Net CF from Operating activities (599) 284 (23) 876 

(Purchase)/Sale of FA (297) (216) (136) (70) 

Change in others 359 365 139 65 

Net CF from Inv.activities 62 149 3 (4) 

Buyback of shares & Taxes - (199) (50) (451) 

Dividend and Dividend Tax (59) (123) (122) - 

Change in others (2) (2) 6 (1) 

Net CF from Financing Activities (61) (324) (166) (451) 

Net Cash flow (598) 109 (186) 420 

Opening Cash/Cash Equivalent 722 124 233 46 

Closing Cash/ Cash Equivalent 124 233 46 466 

Source: RHP, ICICIdirect.com Research 

Balance sheet | Crore 

(| Crore) FY15 FY16 FY17 H1FY18

Equity Capital 115 98 122 92 

Reserve and Surplus 1,538 1,754 2,090 1,539 

Total Shareholders funds 1,653 1,851 2,213 1,631 

Total Debt - - - - 

Other non current liabilities 1,917 1,272 533 428 

Total Liabilities 3,570 3,123 2,746 2,058

Gross Block 586 819 947 969 

Acc: Depreciation 69 122 181 211 

Net Block 518 697 765 757 

Capital WIP 142 126 131 179 

Total Fixed Assets 660 823 897 936 

Non Current Assets 134 173 241 281 

Inventories 1,476 2,058 2,251 2,159 

Debtors 335 145 356 130 

Other Current Assets 2,139 3,200 3,118 3,468 

Cash 124 233 46 466 

Bank balances 3,545 3,010 1,692 845 

Total Current Assets 7,618 8,645 7,463 7,068 

Current Liabilities 4,842 6,518 5,855 6,227 

Net Current Assets 2,776 2,127 1,608 841 

Total Assets 3,570 3,123 2,746 2,058

Source: RHP, ICICIdirect.com Research 

Key ratios 

(Year-end March) FY15 FY16 FY17

Per Share Data

EPS 24.2 30.7 26.8 

BVS 90.2 101.0 120.7 

Operating Ratios

EBITDA Margin 8.4 11.5 11.2 

PAT Margin 13.5 12.6 9.7 

Return Ratios

RoE 26.8 30.4 22.2 

RoCE 18.9 28.6 29.4 

RoIC* (52.7) (109.9) 80.1 

Valuation Ratios

EV / EBITDA 23.8 12.7 11.5 

P/E 17.7 14.0 16.0 

EV / Net Sales 2.3 1.6 1.4 

Sales / Equity 1.7 2.2 2.2 

Market Cap / Sales 2.8 1.9 1.6 

P/BV 4.7 4.2 3.5 

Turnover Ratios

Asset Turnover Ratio 4.8 5.0 5.1 

Debtors Turnover Ratio 7.7 17.0 19.3 

Creditors Turnover Ratio 6.2 4.4 3.4 

Solvency Ratios

Debt / Equity - - - 

Current Ratio 0.8 0.8 1.0 

Quick Ratio 0.5 0.5 0.6 

 *Negative RoIC for FY15 & FY16 due to cash balances > capital employed  

Source:, ICICIdirect.com Research 
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RATING RATIONALE 

ICICIdirect.com endeavours to provide objective opinions and recommendations. ICICIdirect.com assigns 

ratings to its stocks according to their notional target price vs. current market price and then categorises them 

as Strong Buy, Buy, Hold and Sell. The performance horizon is two years unless specified and the notional 

target price is defined as the analysts' valuation for a stock. 
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