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Tejas Mk-1A programme moves closer to delivery; maintain BUY Rating: BUY
After more than two years of delay, HAL’s Tejas Mk-1A programme is Target Price (12-mth): Rs.5,431
moving closer to deliveries, as the key weapon-integration, software and Share Price: Rs.4.579

engine-supply bottlenecks subside. Trials involving Astra, ASRAAM and
laser-guided bombs are largely complete, pending certification, while the

recent twin-ASRAAM firing indicates meaningful progress in resolving KeyData HNAL IN / HIAE.BO
software, systems-integration issues. It has received seven GE F404-IN2(0 52-week high /low Rs4,978 /3,479
engines and expects a larger batch by Nov-26. With ~20 aircraft Sensex/Nify 76,755/23,996
manufactured and flight-tested, the principal constraint has shifted from Market cap - Rs.3,062bn
. . . et 1 eqs . Shares outstanding 669m
airframe production to engine availability. HAL targets delivery of first 16-
18 aircraft by Mar-27. An OB of Rs2.54trn, likely order inflow of ~Rs900bn
over FY27/28, HTT-40 ramp-up, Su-30 upgrade opportunity and ROH
annuity support long-term growth. Thus, we maintain BUY rating on
HAL with a DCF-based TP of Rs5,431. Shareholding Pattern (%) Juw26  Mar26 Dec'25
Promoters 716 716 716
Tejas Mk-1A Programme Moves Closer to Delivery: After more than two - of which, Pledged R . R
years of delays, its Tejas Mk-1A programme seems to be moving closer to  Free Float 284 284 284
delivery. Original Mar-24 timeline slipped not because of a single “air-to-ground - Foreign institutions 94 102 109
missile software bug”, rather due to GE F404 engine shortages, radar-electronic- - Domestic institutions 120 10.5 9.7
watfare integration challenges, weapon qualification and software validation. - Public 0 1T 78

Pending Software Patches Await Certification: As per our check, air-to-air
and air-to-ground weapon trials (including Astra, ASRAAM missiles and laser-
guided bombs) have been completed, while pending software patches are

awaiting certification. The software patches now enable seamless integration, and —
Relative Price Performance

communication between LCA Mk-1A’s Israeli-origin radar, electronic-warfare g5,

suite, multiple weapon systems. Recent successful test firing of twin ASRAAM 3300 Anv

missiles on Tejas Mk-1A, validate our above thesis of software glitch being 460 w ﬂl \
, 4400 o S

addressed up to certain extent. 4200

Marked Improvement in Engine Supplies: HAL’s Tejas Mk1A programme 3500

. . . . . o ) 3,400
is seeing a marked improvement in engine. While it has received seven GE F404- 350

IN20 engines so far, it should get a batch of 10 engines from GE, USA before g §= u‘:; 8 ““‘é § 2 2 &g § 2 g
Nov-26. Further, HAL has manufactured first 20 Tejas Mk-1A (another 8-9 are = O_HZN A ;en;f =7
at different stages of fabrication) and flight-tested, parked pending engine Source: Bloomb

fitment, indicating that the constraint has shifted from airframe production to ———— "9

powerplant supply. It aims to deliver first squadron of 16-18 aircrafts by Mar-27.

Order Book: HAL’s order book remains strong at Rs2.54trn, led by large wins

in FY26 including 97 LCA Tejas, 6 ALH and 8 Dornier Do-228 orders.

Guidance: The management expects ~Rs900bn order inflow over FY27/28¢

(including ROH), which offers multi-year visibility.

Outlook and Valuation: The management has guided for 10-12% revenue Yellapu Santosh
growth in FY27 and sees EBITDA margin at 30-31%. We continue to remain Research Analyst

bullish on HAL based on its Rs2.54trn long-cycle OB. We expect near-term re-

rating to be driven by Mk-1A deliveries, GE engine supply discipline. We retain

BUY rating on HAL with a DCF-based TP of Rs5,431. Key Risks: (a) Undue

delay in engine supply; (b) execution slippages in Mk-1A; (c) WC intensity, and

(d) deferral of large defence contracts.

Anand Rathi Share and Stock Brokers Limited (hereinafter “ARSSBL”) is a full-service brokerage and equities-research firm and the views expressed therein are solely of
ARSSBL and not of the companies which have been covered in the Research Report. This report is intended for the sole use of the Recipient. Disclosures and analyst
certifications are present in the Appendix.
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Quick Glance - Financials and Valuations

Fig 1 - Income Statement (Rs m)

Fig 2 - Balance Sheet (Rs m)

Y/E Mar FY24 FY25 FY26 FY27e FY28e YIE Mar FY24 FY25 FY26 FY27e FY28e
Net sales 303,808 309,809 3,30,898 3,75,200 4,35,500 Share capital 3,344 3344 3344 3344 3344
Growth (%) 12.8 2.0 6.8 13.4 16.1 Net worth 290,464 348,429 408,625 465,677 528,873
Raw material cost 110,760 123,125 1,44,485 1,53,832 1,75,507 DTL / (Assets) -14,543 15,680 -11,348 -11,348 -11,348
Staff expenses 52,762 57,177 60,969 75944 89,614 Capital employed 275921 332,749 397,277 454,329 517,526
Operating expenses 42,748 33,290 27,638 36,514 40,106 Net tangible assets 28,901 30,077 31,688 32,463 32,727
EBITDA 97,539 96,217 97,806 1,08,910 1,30,273 Net intangible assets 53,965 56,625 63,831 72,327 80,536
EBITDA margins (%) 32.1 31.1 29.6 29.0 29.9 CWIP (tang. & intang.) 9,358 10,910 11,200 12,500 13,800
Depreciation 14214 13644 13666 17,264 18,893 Investments (strategic) 1,204 1,282 1,300 1,400 1,400
Other income 18,985 25655 37,038 32,000 29,435 Investments (financial) 13,767 14,991 15500 16,200 18,500
EBIT 102,310 108,228 1,21,178 1,23,647 1,40,814 Long-term liabilities -126,141 -271,743-470,545 -461,031 -446,325
Interest 321 86 57 120 150 Long-term assets 27,942 30,743 29,053 36,989 39,039
Exceptional items - -59 - - - Current assets (ex. cash) 365,939 519,116 696,397 701,044 743,120
Profit before tax 101,990 108,201 1,21,121 1,23,527 1,40,664 Cash 264,218 381,708 461,923 629,025 631,832
Effective tax rates (%) 25.5 23.1 25.1 25.1 25.1 Current liabilities 363,232 440,960 443,068 586,587 597,102
Net Profit 75,950 83,168 90,757 92,497 1,05,329 Net working capital 2,707 78,155 253,329 114,457 146,018
Adj. EPS Rs 114 124 136 138 157 Capital deployed 275921 332,749 397,277 454,329 517,526
Fig 3 — Cash-flow Statement (Rs m) Fig 4 - Ratio Analysis (%)
YIE Mar FY24 FY25 FY26 FY2le FY28e  yjp py FY24  FY25  FY26  FY2le  FY28e
PBT 101,990 108,200 121,121 123,527 140,664 PIE (x) 438 400 323 332 291
+ Non-cash items 14,214 13,620 13,666 17,264 18,893 EV/EBITDA (X) 313 305 251 214 17.7
Oper. prof. before WC 116,204 121 ,820 134,787 140,790 159,558 EV/Sales (X) 10.0 95 74 6.3 55
- Incr. / (decr.) in WC -31,220 47,665 22,097 39,986 -22,989 P/B (x) 15 95 7.2 6.6 5.8
Others incl. taxes 2,726 -33,034 -47,688 -36,750 -35,149 RoE (%) 289 260 240 212 21.2
Operating cash-flow 82,257 136,451 109,195 144,026 101,419 ROCE (%) - after tax 389 339 320 283 28.3
- Capex (tang.* intang.) -17,469 -17,532 -24,683 -28,501 -28,366 Gross margins 63.5 60.3 56.3 59.0 50.7
Free cash-flow 64,788 118,919 84,513 115,525 73,053 DPS (Rs) 59.0 38.0 50.0 53.0 63.0
Acquisitions - - - 0 0 Dividend yield (%) 12 08 11 12 14
- Div. (incl. buyback & taxes) ~ -19,729 -25414 -33,439 -35445 -42,133 Dividend payout (%) - incl. DDT 260 306 368 383 40.0
+ Equity raised - - - 0 0 Net debt / equity (x) -1.0 -1.1 -1.2 -1.4 -1.2
+ Debt raised -3 - -13 0 0 Receivables (days) 159 255 340 280 210
- Fin investments -64,125 -115,790 -89,267 -12,052 97,700 Inventory (days) 55 55 45 70 70
- Misc. (CFI + CFF) 17,221 25213 30,406 31,925 29,362 Payables (days) 41 60 49 60 60
Net cash-flow -1,848 2,928 -7,800 99,952 157,982 CFO : PAT (%) 108 164 120 215 44

Source: Company, Anand Rathi Research

Source: Company, Anand Rathi Research

Fig 5 - Price Movement
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Fig 6 - Order Book
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The views expressed in this Research Report accurately reflect the personal views of the analyst(s) about the subject securities or issuers and no part of the
compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the research analyst(s)
in this report. The research analysts are bound by stringent internal regulations and also legal and statutory requirements of the Securities and Exchange Board of
India (hereinafter “SEBI") and the analysts’ compensation are completely delinked from all the other companies and/or entities of Anand Rathi, and have no bearing
whatsoever on any recommendation that they have given in the Research Report.
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Anand Rathi Ratings Definitions

Analysts’ ratings and the corresponding expected returns take into account our definitions of Large Caps, Mid Caps & Small Caps as described in the Ratings
Table below:

Ratings Guide (12 months)

Buy Hold Sell
Large Caps (Top 100 companies) >15% 0-15% <0%
Mid Caps (101st-250th company) >20% 0-20% <0%
Small Caps (251st company onwards) >25% 0-25% <0%

Research Disclaimer and Disclosure inter-alia as required under Securities and Exchange Board of India (Research Analysts) Regulations, 2014

Anand Rathi Share and Stock Brokers Ltd. (hereinafter refer as ARSSBL) (Research Entity, SEBI Regn No. INH000000834, Date of Regn. 29/06/2015, BSE
Enlistment Number — 5048 date of Regn 25 July 2024 ) is a subsidiary of the Anand Rathi Financial Services Ltd. ARSSBL is a corporate trading and clearing member
of Bombay Stock Exchange Ltd (BSE), National Stock Exchange of India Ltd. (NSEIL),Multi Commodity Exchange of India Limited (MCX),National Commodity &
Derivatives Exchange Limited (NCDEX), and also depository participant with National Securities Depository Ltd (NSDL) and Central Depository Services Ltd. (CDSL),
ARSSBL is engaged into the business of Stock Broking, Depository Participant, Mutual Fund distributor.

The research analysts, strategists, or research associates principally responsible for the preparation of Anand Rathi research have received compensation based
upon various factors, including quality of research, investor client feedback, stock picking, competitive factors and firm revenues.

General Disclaimer: This Research Report (hereinafter called “Report’) is meant solely for use by the recipient and is not for circulation. This Report does not
constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. The
recommendations, if any, made herein are expression of views and/or opinions and should not be deemed or construed to be neither advice for the purpose of
purchase or sale of any security, derivatives or any other security through ARSSBL nor any solicitation or offering of any investment /trading opportunity on behalf of
the issuer(s) of the respective security (ies) referred to herein. These information / opinions / views are not meant to serve as a professional investment guide for the
readers. No action is solicited based upon the information provided herein. Recipients of this Report should rely on information/data arising out of their own
investigations. Readers are advised to seek independent professional advice and arrive at an informed trading/investment decision before executing any trades or
making any investments. This Report has been prepared on the basis of publicly available information, intemally developed data and other sources believed by
ARSSBL to be reliable. ARSSBL or its directors, employees, affiliates or representatives do not assume any responsibility for, or warrant the accuracy, completeness,
adequacy and reliability of such information / opinions / views. While due care has been taken to ensure that the disclosures and opinions given are fair and
reasonable, none of the directors, employees, affiliates or representatives of ARSSBL shall be liable for any direct, indirect, special, incidental, consequential, punitive
or exemplary damages, including lost profits arising in any way whatsoever from the information / opinions / views contained in this Report. The price and value of
the investments referred to in this Report and the income from them may go down as well as up, and investors may realize losses on any investments. Past
performance is not a guide for future performance. ARSSBL does not provide tax advice to its clients, and all investors are strongly advised to consult with their tax
advisers regarding taxation aspects of any potential investment.

Opinions expressed are our current opinions as of the date appearing on this Research only. We do not undertake to advise you as to any change of our views
expressed in this Report. Research Report may differ between ARSSBL's RAs and/ or ARSSBL’s associate companies on account of differences in research
methodology, personal judgment and difference in time horizons for which recommendations are made. User should keep this risk in mind and not hold ARSSBL, its
employees and associates responsible for any losses, damages of any type whatsoever.




ARSSBL and its associates or employees may; (a) from time to time, have long or short positions in, and buy or sell the investments in/ security of company (ies) mentioned
herein or (b) be engaged in any other transaction involving such investments/ securities of company (ies) discussed herein or act as advisor or lender / borrower to such company
(ies) these and other activities of ARSSBL and its associates or employees may not be construed as potential conflict of interest with respect to any recommendation and related
information and opinions. Without limiting any of the foregoing, in no event shall ARSSBL and its associates or employees or any third party involved in, or related to computing
or compiling the information have any liability for any damages of any kind.

Details of Associates of ARSSBL and Brief History of Disciplinary action by regulatory authorities & its associates are available on our website i.e. www.rathionline.com

Disclaimers in respect of jurisdiction: This report is not directed to, 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 or regulation or which would subject ARSSBL to any
registration or licensing requirement within such jurisdiction(s). No action has been or will be taken by ARSSBL in any jurisdiction (other than India), where any action for such
purpose(s) is required. Accordingly, this Report shall not be possessed, circulated and/or distributed in any such country or jurisdiction unless such action is in compliance with
all applicable laws and regulations of such country or jurisdiction. ARSSBL requires such recipient to inform himself about and to observe any restrictions at his own expense,
without any liability to ARSSBL. Any dispute arising out of this Report shall be subject to the exclusive jurisdiction of the Courts in India.

Statements on ownership and material conflicts of interest, compensation - ARSSBL and Associates
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