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Lorem ipsum dolor sit amet, consectetuer adipiscing elit, sed diam 
nonummy nibh euismod tincidunt ut laoreet dolore magna aliquam 
erat volutpat. Ut wisi enim ad minim veniam, quis nostrud exerci 
tation ullamcorper suscipit lobortis nisl ut aliquip ex ea commodo 
consequat. Duis autem vel eum iriure dolor in hendrerit in 
vulputate velit esse molestie consequat, vel illum dolore eu feugiat 
nulla  

 
 Lorem ipsum dolor sit amet, consectetuer adipiscing elit, sed diam nonummy 

nibh euismod tincidunt ut laoreet dolore magna aliquam erat volutpat. Ut wisi 
enim ad minim veniam,  
 

 quis nostrud exerci tation ullamcorper suscipit lobortis nisl ut aliquip ex ea 
commodo consequat. Duis autem vel eum iriure dolor in hendrerit in vulputate 
velit esse molestie consequat, 
 

  vel illum dolore eu feugiat nulla facilisis at vero eros et accumsan et iusto odio 
dignissim qui blandit praesent luptatum zzril delenit augue duis dolore te feugait 
nulla facilisi. et iusto odio dignissim qui blandit praesent luptatum zzril delenit 
augue duis dolore te feugait nulla facilisLorem ipsum dolor sit amet, 
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Industry LTP Recommendation Base Case Fair Value Bull Case Fair Value Time Horizon  

Defence Rs. 687.70 Buy on dips to Rs.647-655 band and add more on dips to Rs.573-581 band  Rs. 745 Rs.819 2 quarters 

Our Take: 

Hindustan Aeronautics Ltd. (HAL) is the largest Defence Public Sector Unit (DPSU) and has been conferred with “Navratna” status by the 
Government of India (GOI) in June 2007. HAL is of strategic importance to the Indian defence forces comprising the Indian Army, Indian 
Airforce, Indian Navy and Indian Coast Guard, on account of it being sole domestic supplier of aircrafts, helicopters, engines, avionics and 
other accessories. Both military and commercial aerospace sectors have good growth potential in India and the defence budget allocation 
has been continuously increasing over the years.  

The GoI’s increased focus on indigenisation with the Make in India policy and the establishment of defence corridors and mandatory offset 
policy for defence procurement by GoI (though diluted recently), augur well for the company’s future growth. HAL has a robust order book 
of Rs. 52,965 crore which translates into ~2.4x FY20 revenues. HAL anticipates new orders for 83 light-combat aircraft and 15 light-combat 
helicopters in the near term. Recently, in order to promote the defence industry and boost indigenization, Government has announced 
restrictions on import of 101 weapons and military platforms including light combat helicopters, transport aircraft, conventional 
submarines and cruise missiles by 2024. As per the estimates, domestic defence industry would receive contracts worth almost Rs. 4 lakh 
crore within the next five to seven years as a result of the decision to prune the import list. 

 

Valuations & Recommendation: 
Hindustan Aeronautics Ltd. (HAL) has strong order book of Rs. 52,965 crore as on March 31, 2020; which translates into ~2.4x FY20 
revenues. Order book is a key indicator for the revenue visibility for the company. The effect of pandemic on Defence aerospace is not as 
severe as compared to other industries. The company also earns large chunk of revenues and profit in the fourth quarter, thereby facing 
seasonality. The execution of orders will face some headwinds due to the pandemic as there will be delay or deferral in a few projects. The 
company also faces stress in working capital cycle due to the receivables issues as receivables continues to rise. The increasing trend in 
ROH (Repair and over-hauling) order book where the gross margins are relatively higher augurs well for the company. 
 
 

HDFC Scrip Code HINAERE 
BSE Code 541154 
NSE Code HAL 
Bloomberg HNAL IN 

CMP Oct. 30, 2020 687.70 

Equity Capital (Rscr) 334.4 

Face Value (Rs) 10 

Equity Share O/S (cr)  33.4 

Market Cap (Rscrs) 22996 

Book Value (Rs) 396 

Avg. 52 Wk Volumes 455063 

52 Week High  1423.55 

52 Week Low 448 

  

Share holding Pattern % (Sept., 2020) 

Promoters 75.15 

Institutions 19.75 

Non Institutions 5.1 

Total 100.0 
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The government’s Make in India and Aatmanirbhar Bharat initiatives along with rising spends for modernizing defence aerospace 
equipment will support earnings growth in the coming years. HAL was listed on stock exchanges in March 2018, government held 89.97% 
stake in the company, which has been reduced to 75% post recent OFS. 
 
As per the orders which are in pipeline, the MD of HAL feels that it will double the order book position from the present that is around Rs 
52,900 crore to more than 1 lakh crore by end of FY21.  However the margins for all new orders will be at 7.50 percent which is down from 
10 percent which was earlier. Unless the company wins large platform orders soon revenue visibility may not improve. 
 
The stock is currently trading at ~9.2x FY22E earnings. We feel investors can buy stock on dips to Rs.647-655 band (8.75xFY22E EPS) and 
add more on dips to Rs.573-581 band (7.75xFY22E EPS) for base case target of Rs. 745 (10.0x FY22E EPS) and bull case target of Rs. 819 
(11.0x FY22E EPS) over the next two quarters. 
  
Financial Summary: 
 
 
 

 

 
(Source: Company, HDFC sec) 

 
 
 
 
 

Rs in Cr Q1FY21 Q1FY20 YoY (%) Q4FY20 QoQ (%) FY19 FY20 FY21E FY22E 

Net Revenues 1737 3289 -47.2 10249 -83.1 20008 21438 19723 22879 

EBITDA 384 848 -54.7 2480 -84.5 4543 4896 3550 4484 

Depreciation 111 117 -4.7 511 -78.2 1025 999 1067 1141 

Other Income 47 59 -20.6 160 -70.5 376 294 256 297 

Tax 69 254 -73.0 794 -91.4 1396 1096 592 829 

APAT 149 565 -73.7 1236 -88.0 2328 2873 1777 2488 

EPS (Rs) 4.45 16.89   36.95   69.6 85.9 53.1 74.4 
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Recent Developments  
In Q1FY21, HAL reported subdued numbers, where its consolidated revenues declined 47% YoY to Rs. 1737 crore, while EBITDA declined 
55% YoY to Rs. 384 crore. EBITDA margins narrowed to 22.1% from 25.8% in the same period year ago. Net Profit declined 74% YoY to Rs. 
149 crore. 
 
HAL is hoping for orders for 12 Sukhoi-30, 83 LCA (Low Combat Aircraft) and 15 LCH (Low Combat Helicopter) which is expected to 
improve manufacturing order book position. ‘Atmanirbhar Bharat Abhiyan’ led by the Government is expected to give significant impetus 
to self-reliance and local production which will favorably impact the operations of the company as the defence services is expected to 
demand HAL products like Light Combat Helicopter (LCH), Light Utility Helicopter (LUH), HTT-40, Light Combat Aircraft (LCA) etc.  
India is the second largest importer (98% of its trade in defence equipment is imports) and 23rd largest exporter of major weapons in the 
world. This trade deficit occurred on account of imports of aircraft -helicopter, aeroplanes- & spacecraft/satellites. 
 
With an aim of achieving manufacturing turnover of US$ 25bn (Rs 1,75,000 crore), including exports of US$ 5bn in aerospace and defence 
goods and services by 2025, the Ministry of Defence (MoD) put out a draft ‘Defence Production & Export Promotion Policy (DPEPP) 2020’ 
for public feedback. The DPEPP 2020 is envisaged as overarching guiding document of MoD to provide a focused, structured and 
significant thrust to defence production capabilities of the country for self-reliance and exports. The share of domestic procurement in 
overall defence procurement is about 60%. In order to enhance procurement from domestic industry, it is incumbent that procurement is 
doubled from the current Rs 70,000 crore to Rs 1,40,000 crore by 2025. The policy proposes establishment of an aero-engines complex 
with focus on Maintenance Repair Overhaul (MRO) as well as critical technologies. Defense budget is planned to be increased 15% per 
annum for the next five years. 
 
Recently, in order to promote the defence industry and boost indigenization, Government has announced restrictions on import of 101 
weapons and military platforms including light combat helicopters, transport aircraft, conventional submarines and cruise missiles by 
2024. As per the estimates, domestic defence industry would receive contracts worth almost Rs. 4 lakh crore within the next five to seven 
years as a result of the decision to prune the import list. HAL is expected to benefit from this embargo on imports. 
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Long term Triggers 
Leadership position in the Indian aeronautical industry and strong GoI support 
HAL is the largest DPSU in terms of value of production in the Indian defence sector. HAL has a leadership position in the Indian 
aeronautical industry as a result of the long-standing relationships, particularly with the Indian Defence Services and the DRDO as well as 
with various academic institutions and regulatory agencies. As a result of the long operating history, HAL has also developed a deep 
knowledge base and understanding of the aeronautical industry, particularly in India. 
 
The GoI is the promoter of HAL. HAL derives a substantial portion of its revenue from the Indian Defence Services. Over the years, HAL has 
showcased its research, design and development capabilities with successful development of military aircraft and helicopters such as 
Ajeet, Marut, HPT-32, Kiran and Advanced Light Helicopter. The long standing relationship with the GoI helps the company to deliver the 
products and services in a better manner as compared to its competitors. The entry barriers in the industry are also high. However, in the 
long term, competition from the private players is likely to intensify but HAL given its moat in the industry is still likely to have an edge 
over its competitors.  
 
Strong design and development capabilities 
The company operates in the industry where R&D becomes very integral part of the business. HAL has directed its development efforts 
towards innovative technologies designed to expand product portfolio, particularly for the defence sector. The company has 11 dedicated 
R&D Centres. The company’s R&D Centres are capable of developing a wide range of products, upgrading products with combat 
operational capability and operational performance and maintaining a pipeline of products to meet future needs. The R&D Centres have 
facilities for research and prototype activities and are co-located with the production divisions to provide effective concurrent 
manufacturing, design and development support which allows to reduce the time required to develop and market their products and 
services. HAL design capabilities provides it with a significant competitive advantage in the Indian aeronautical industry. HAL also has 
collaborations with IITs and IIScs for talent acquisition and aeronautical research. During FY2019-20, company incurred a total expenditure 
of Rs. 1232 crore towards R&D efforts, which is 6% of the turnover. 
 
Diversified product portfolio 
HAL has developed a range of product offerings in order to address the varied requirements of the customers. HAL products portfolio 
includes fighter aircraft, trainer aircraft, transport aircraft, military helicopter and civil helicopters and their engines, avionics and 
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accessories (such as special test equipment and ground handling equipment and ground support equipment), which are both indigenously 
designed or manufactured under licence.  
 
During FY2020, HAL produced 31 new Aircraft and Helicopters, covering Su-30 MKI, LCA Tejas, Dornier Do-228, ALH Dhruv, Cheetal 
Helicopter and Chetak Helicopter. The company also produced 117 new engines and accessories. HAL overhauled 201 platforms including 
both fixed wing and rotary wing aircraft of various types. Further, 468 aero-engines of Russian and western origin were also overhauled. 
 
HAL’s broad range of products allows the customers to source most of their product categories from a single vendor and enables the 
company to expand business from existing customers, as well as address a larger base of potential new customers. HAL also provides 
comprehensive product servicing, overhaul and upgrade services to customers including life extensions, failure analysis, defect 
investigations and product improvements, which gives the company edge over its competitors. 
 
Robust order book 
The company has a strong order pipeline as reflected by the unexecuted order book of Rs 52,965 crore as on March 31, 2020. 
Manufacturing order book stands at Rs. 37240 crore of the total order book as on March 31, 2020. Manufacturing order book is on 
declining trend as it contributed 70% of the total order book as on March 31, 2020 as compared to 86% as on March 31, 2018 due to non-
placement of large orders by Indian defence forces. The ROH (Repair & Overhaul) order book stood at Rs. 14454 crore as on March 31, 
2020. ROH order book is on increasing trend as it contributed 27% of the total order book as on March 31, 2020 as compared to 11% as on 
March 31, 2018. The outlook for ROH remains positive in the coming years also.  
 
The company faces limited competition from the private sector due to the high capital intensity and long gestation periods for developing 
manufacturing capabilities in the sector.  Going forward, HAL is hoping for orders for 12 Sukhoi-30, 83 LCA (Low Combat Aircraft) and 15 
LCH (Low Combat Helicopter) which is expected to improve manufacturing order book position. Order book of the company continues to 
remain skewed towards Indian Defense services which forms 97% of order book. 
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What could go wrong?  
 Delay in execution of key projects due to the pandemic and cut in Government spending on defence. 

 
 Client concentration - Company depends heavily on Ministry of Defence (MoD) contracts, quantum of allocation of Defence budget 

and timely allocation of budget. Any changes in the policies could adversely impact company’s revenues. While the IAF is backing the 
indigenous fighter program, there are several glitches, including faster delivery schedules and quality issues that still need to be ironed 
out. 
 

 Back-ended payments from government, long-dated contracts and negligible advances in new contracts are leading to increase in 
working capital.  
 

 Working capital cycle may witness some stress due to delay in receivables.  
 

 Competition from foreign companies due to increase of FDI limit from 49% to 74% through the automatic route. 
 

 HAL being majority Govt owned, may not always take decisions that are in favor of minority shareholders. 
 

 Despite an 80 year history, HAL has not been able to build a reputation through its technology/expertise so that it can sell its products 
in the export markets.   
 

 The Defence Ministry came up with its latest Defence Acquisition Procedure 2020 (DAP 2020) effective from October 1. Changing a 15-
year old policy, the government has decided to remove the clause for offsets if the equipment is being bought either through deals or 
agreements between two countries, or through an ab initio single-vendor deal. An offset provision in a contract makes it obligatory on 
the supplier to either reverse purchase, execute export orders or invest in local industry or in research and development in the buyer’s 
domestic industry. With the recent change, HAL may lose the chance of benefitting from Defence offset clause in the above categories 
of defence purchases.  
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Company Profile: 
The Company which had its origin as Hindustan Aircraft Limited was incorporated on 23 Dec 1940 at Bangalore by Shri Walchand 

Hirachand, a farsighted visionary, in association with the then Government of Mysore, with the aim of manufacturing aircraft in India. 

Hindustan Aeronautics Ltd. (HAL) is the largest Defence Public Sector Unit (DPSU) and has been conferred with “Navratna” status by the 

Government of India (GOI) in June 2007. HAL is engaged in the design, development, manufacture, repair, overhaul, upgrade and servicing 

of a wide range of products including, aircraft, helicopters, aero-engines, avionics, accessories and aerospace structures. It also engages 

with the Indian Space Research Organization (ISRO) to contribute to the space programmes of the country. HAL’s primary consumers are 

the Indian Defence Forces comprising of the Indian Air Force, Indian Army, and Indian Navy along with the Indian Coast Guard. The 

company has four production complexes- Bangalore complex, MiG complex (located in Nasik and Koraput), Helicopter complex (located in 

Bangalore and Barrackpore) and Accessories Complex (located in Kanpur, Lucknow, Hyderabad, Kasargod and Korwa); along with a Design 

complex (R&D centres jointly located with the related manufacturing divisions. 

 
Peer Comparison: 
 
 

            
 

*
Price as on 30th October, 2020, Financial Nos. as on FY20 
(Source: Company, HDFC Sec) 

 
 

 

 

 

 

 

 

 

 

 

Companies Sales EPS OPM(%) PAT (%) *CMP (Rs.) P/E ROCE (%) 

HAL 21438 85.9 22.8 13.4 688 8.0 23.8 

BEL 12968 7.5 21.2 14.1 87 11.6 25.7 
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Financial Statements (Consolidated): 
Income Statement 

    
Balance Sheet 

   Particulars FY19 FY20 FY21E FY22E 
 

Particulars FY19 FY20 FY21E FY22E 

Income from operations 20008 21438 19723 22879 
 

EQUITY AND LIABILITIES         

Material Cost 8835 9387 8875 10273 
 

Share Capital 334.4 334.4 334.4 334.4 

Employee Cost 4311 4778 5029 5491 
 

Reserves and Surplus 11748 12904 13912 15397 

Other expenses 2319 2377 2268 2631 
 

Shareholders' Funds 12082 13239 14247 15731 

Total expenses 15465 16542 16173 18395 
 

Minority Interest 4 4 4 4 

EBITDA 4543 4896 3550 4484 
 

Long Term borrowings 100 0 0 0 

Depreciation 1025 999 1067 1141 
 

Deferred Tax Liabilities (Net) 926 75 75 75 

EBIT 3894 4192 2739 3641 
 

Other Long Term Liabilities 8803 7476 7298 7664 

Other Income 376 294 256 297 
 

Long Term Provisions 1531 1530 1423 1590 

Interest 170 348 370 324 
 

Non-current Liabilities 11360 9081 8796 9330 

Profit before tax 3724 3962 2369 3317 
 

Short Term Borrowings 4016 5775 5775 4775 

Tax Expenses 1396 1096 592 829 
 

Trade Payables 2629 4084 3674 4388 

Profit After Tax 2328 2866 1777 2488 
 

Other Current Liabilities 15868 15778 15130 16861 

Adj. PAT 2328 2873 1777 2488 
 

Short Term Provisions 4494 4801 4467 4991 

EPS 69.6 85.9 53.1 74.4 
 

Current. Liabilities 27007 30438 29046 31016 

      
TOTAL 50454 52762 52094 56082 

      
ASSETS         

      
Fixed Assets         

      
Gross Block 8861 9674 10360 11076 

      
Less: Acc. Depreciation 2573 3324 4391 5532 

      
Net Block 6288 6351 5969 5545 

      
Intangible Assets 1971 2190 2080 1976 

      
Capital work-in-progress 702 860 774 658 

      
Non-current Investments 910 991 991 991 

      
Long-Term Loans and Advances 48 48 39 46 

      
Other Non-current Assets 887 962 888 1030 

      
Non-current Assets 1845 2001 1918 2066 

      
Inventories 19664 19436 18102 20998 

      
Trade Receivables 12458 11583 10537 12223 

      
Cash and Bank Balances 124 317 2717 1960 

      
Short-Term Loans and Advances 27 19 0 0 

      
Other Current Assets 7375 10006 9997 10656 

      
Current Assets 39648 41362 41353 45837 

      
TOTAL 50454 52762 52094 56082 

(Source: Company, HDFC sec) 
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Cash Flow Statement 
   

Key Ratios  
   Particulars FY19 FY20 FY21E FY22E 

 
Particulars FY19 FY20 FY21E FY22E 

Profit Before Tax 2328.4 2873 2369.4 3316.8 
 

EPS (Rs) 69.6 85.9 53.1 74.4 

Depreciation  1274.4 1030.3 1067.1 1140.9 
 

Cash EPS (Rs) 100.3 115.8 85.1 108.5 

Others 2603.2 2824.8 274 542.5 
 

BVPS (Rs) 361.3 395.9 426.1 470.4 

Change in working capital -12814 -3287.1 911.4 -2105.2 
 

DPS  (Rs) 19.8 33.3 23 30 

Tax expenses -1092.2 -1819.9 -592.4 -829.2 
 

          

CF from Operating activities -7700.3 1621.1 4029.6 2065.8 
 

PE (x) 9.9 8 12.9 9.2 

Net Capex -1093.5 -890.3 -600 -600 
 

P/BV (x) 1.9 1.7 1.6 1.5 

Other investing activities 6687.5 51.3 0 0 
 

Mcap/Sales (x) 1.1 1.1 1.2 1 

CF from Investing activities 5294.1 -1328.9 -600 -600 
 

EV/EBITDA (x) 5.9 5.8 7.3 5.8 

Proceeds from Eq Cap  0 0 0 0 
 

          

Borrowings / (Repayments) 3288.9 1659 0 -1000 
 

EBITDAM (%) 22.7 22.8 18 19.6 

Dividends paid -798.2 -1340.4 -769.1 -1003.2 
 

EBITM (%) 19.5 19.6 13.9 15.9 

Interest paid -169.6 -348.3 -370 -324 
 

PATM (%) 11.6 13.4 9 10.9 

CF from Financing activities 2326.1 -39.8 -1029.1 -2223.2 
 

          

Net Cash Flow -80.1 252.5 2400.5 -757.4 
 

ROCE (%)  28.2 23.8 14 18 
 

     
RONW (%) 20.5 22.7 12.9 16.6 

      
          

      
Current Ratio (x) 1.5 1.4 1.4 1.5 

      
Quick Ratio (x) 0.7 0.7 0.8 0.8 

      
Debt-Equity (x) 0.3 0.4 0.4 0.3 

      
          

      
Debtor days 167 205 205 182 

      
Inventory days 361 333 347 312 

      
Creditor days 39 57 72 64 

 

(Source: Company, HDFC sec) 
 

One Year Price Chart 
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