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Target price: Rs100

Earnings revision

(%) FY23E FY24E -Y25E
Revenue | 1.0 | 1.0 | 1.0
EBITDA | 19 |53 | 22
EPS 130 | 11 -

Shareholding pattern

Jun Sep Dec

‘22 ‘22 ‘22
Promoters 63.2 63.2 632
Institutional
investors 16.8 193 23.2
MFs and others 1.5 3.0 3.2
Fls/Banks 03 03 0.3
Insurance 108 11.2 11.0
Flls 42 48 8.7
Others 20.0 175 136
Source: NSE

ESG disclosure score
Year 2020 2021 Chg
ESG score 443 5141 6.7
Environment 263 465 20.2
Social 242 242 0.0
Governance 824 824 0.0

Note - Score ranges from 0 - 100 with a higher score

indicating higher ESG disclosures.

Source: Bloomberg, |-sec research
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BUY

Maintained
Business revival and diversification on cards Rs75

Bharat Heavy Electricals’ (BHEL) Q3FY23 revenue grew 2.5% YoY to Rs52.6bn, led
by 7% YoY growth in power segment, which was offset by 21% YoY decline in
industrial segment revenue. Gross margin contracted 400bps YoY to 30%, but
expanded 100bps QoQ. Other expenses declined 97% YoY, which we believe was
due to provision reversal. This led to EBITDA growth of 62% YoY to Rs1.4bn.
Industrial order intake was impressive at Rs16bn (+142%), which ranged across
supply of transformers, propulsion equipment, substations, gas compressors,
among others. Power order intake was Rs16.5bn, down 37%. Total order intake
was flat at Rs120bn. Orderbook now stands at ~Rs1.03trn (4.5x TTM sales). We
await revival in execution in industrial segment. Factoring in lower execution in
industrial segment and lower than expected other expense, we adjust our
estimates accordingly. Nevertheless, we keep our FY25E EPS unchanged as
execution of the recently-won orders will by then gather pace and boost
profitability as well. We, therefore, maintain our BUY rating on the stock with target
price of Rs100.

Bharat Heavy Electricals

» Muted execution; await pick up in industrial segment execution: Q3FY23
revenue grew 2.5% to Rs52.6bn. Power segment grew 7% YoY / 4% QoQ to Rs4bn
while industrial segment declined 21% YoY / 15% QoQ to Rs9.5bn. 9MFY23 revenue
growth is 15% YoY, led by improved execution in power segment. However,
industrial execution has remained muted.

> Lower other expenses lead to profitability improvement: Gross margin
contracted 400bps YoY, but expanded 100bps QoQ to 30%. However, other
expenses declined 97% both YoY and QoQ to Rs93mn, which we believe was
towards provision reversal. We await further details. This led PAT to grow 117% YoY
to Rs310mn supported by lower YoY ETR of 25%.

» Healthy order intake: Order inflow in Q3FY23 was flat at Rs32bn, led by 142% YoY
growth in industrial order, offset by 37% YoY decline in power segment. Key order
wins included supply of rotor and E&M spares for hydro power plants and
upgradation of HMI for thermal power plant for power segment. Supply of
transformers for locomotives to the Indian Railways, supply of propulsion equipment,
substations, gas compressors, among others.

» Maintain BUY: For industrial segment, 9MFY23 order intake grew 80% YoY. We
await execution pick up in these orders, which along with the recently won power
orders are likely to be margin accretive. This, coupled with BHEL'’s efforts to improve
cashflow and reduce receivables, should help build sustainable profitable growth.
Risks to our argument include: Delay in ordering activity, and any further increase in
raw material prices.

Market Cap Rs263bn/US$3.2bn Year to Mar (Std) FY22 FY23E FY24E FY25E
Reuters/Bloomberg ~ BHEL.BO/BHEL IN Revenue (Rs bn) 212 241 273 317
Shares Outstanding (mn) 3,482.1 Net Income (Rs bn) 4 6 13 19
52-week Range (Rs) 76/42 DEPS (Rs) 1.2 1.6 3.6 5.5
Free Float (%) 36.8 % Chg YoY (115.1) 37.1 122.9 53.8
FIl (%) 8.7 P/E (x) 63.7 46.4 20.8 13.5
Daily Volume (US$/'000) 27,715 CEPS (Rs) 2.1 24 44 6.3
Absolute Return 3m (%) (0.2) EVI/E (x) 32.2 221 10.8 6.2
Absolute Return 12m (%) 33.0 Dividend Yield (%) 0.5 0.9 1.9 3.0
Sensex Return 3m (%) 0.2 RoCE (%) 2.4 2.9 5.0 6.8
Sensex Return 12m (%) 4.3 RoE (%) 1.5 2.1 4.5 6.8

Please refer to important disclosures at the end of this report
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Outlook and valuation

We expect awarding of coal-based projects to pick up momentum in next 12-24 months.
NTPC has announced the expansion of 6GW in thermal capacity across Talcher, Lara,
Singrauli and Darlipalli. In addition, DVC and NLC have announced 3.7GW and 3.4 GW
of thermal capacity expansions, respectively.

Besides, non-coal based business is likely to witness strong ordering momentum. We
expect ramp-up in Indian Railway’s procurement of semi-high speed trainsets for Vande
Bharat trains and high-HP locomotives for the dedicated freight corridors.

Company’s efforts towards diversifying its industrial segment offerings in railway, defence
and nuclear segments are reassuring of increasing order intake. We expect industry
segment to witness a higher pace in execution due to increasing backlog and short-cycle
nature of orders.

We believe with domestic thrust towards manufacturing and company’s efforts towards
improving its balance sheet, BHEL’s business can stage a strong turnaround given its
strong technical track record. It is taking cost-control measures and working on reducing
receivables, with an increased focus on cashflow.

However, given Q3FY23 margin was below our estimates, we trim our earnings forecast
for FY23E and FY24E earnings by 3% and 1%, though our FY25E earnings remain
intact. We maintain our BUY rating on the stock with target price of Rs100 (18x FY25E
earnings).

Table 1: Earnings revision

(Rs mn)
FY23E FY24E FY25E
Change Change Change
Earlier Revised (%) Earlier Revised (%) Earlier Revised (%)
Revenue |2,42,998 2,40,602 (1.0)] 2,75,439 2,72,804 (1.0)| 3,20,212  3,17,129 (1.0)
EBIDTA 10,315 10,116 (1.9) 19,549 18,508 (5.3) 27,371 26,766 (2.2)
PAT 5,796 5,623 (3.0) 12,680 12,535 (1.1) 19,275 19,276 0.0
Source: |-Sec research
Table 2: Orderbook break up (by segment)
Rs bn Q3FY23
Power 861
as % of total 83
Industrial 130
as % of total 13
Exports 46
as % of total 4
Total 1,037

Source: Company data, I-Sec research
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Table 3: Quarterly financial highlights

(Rs mn) Q3FY23 Q3FY22 YoY(%) Q2FY23 QoQ(%) FY22 FY21 YoY(%)
Net Sales 52,634 51,359 2.5 52,026 1.2 2,12,111 1,73,084 225
EBITDA 1,443 892 61.7 (2,439) (159.1) 7,379 (31,352) -
Margin 2.7 1.7 100bps (4.7) 743bps 35 (18.1) -
Depreciation 625 741 (15.7) 586 6.6 3,141 4,731 (33.6)
Finance Cost 1,393 860 62.0 1,232 13.0 3,547 3,731 (4.9)
Other Income 989 911 8.5 2,245 (56.0) 3,678 3,698 (0.5)
PBT 414 202 104.7 (2,013) (120.6) 4,369 (36,115) -
Tax 104 60 74.4 (2,116) (104.9) 267 (8,945) -
tax rate 25.2 29.5 105.1 6.1 24.8 744bps
Reported PAT 310 143 117.4 103 201.3 4,102 (27,171) -
Adjusted PAT 310 143 117.4 103 201.3 4,102 (27,171) -
Margin(%) 0.6 0.3 31bps 0.2 39bps 1.9 (15.7) -
EPS 0.1 0.0 0.0 (7.8) (4.1) -
Order intake 32,540 32,700 (0.5) 1,20,040 (72.9) 2,36,930 1,34,724 75.9
Order book 10,36,940 10,70,580 (3.1) 10,63,760 (2.5) 10,25,420 10,20,900 0.4
Source: Company data, I-Sec research
Table 4: Quarterly segmental highlights
(Rs mn) Q3FY23 Q3FY22 YoY(%) Q2FY23 QoQ(%) FY22 FY21 YoY (%)
Revenue
Power 39,921 37,235 7.2 38,144 4.7 1,53,613 1,13,861 34.9
Industrial 9,474 11,955 (20.8) 11,136 (14.9) 47,921 49,095 (2.4)
Total 49,395 49,190 0.4 49,280 0.2 2,93,547 2,81,026 45
EBIT
Power 4,438 3,088 44 (608) (830.0) 19,492 (12,462) -
Industrial (728) (501) 45.4 514 (241.6) (390) (8,505) -
Total 3,710 2,588 (43.4) (94) (4,059.9) 32,370 29,717 8.9
EBIT Margin
Power 111 8.3 282bps (1.6) - 12.7 (10.9) -
Industrial (7.7) (4.2) - 4.6 - (0.8) (17.3) -
Source: Company data, I-Sec research
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Financial summary (standalone)

Table 5: Profit and loss statement
(Rs mn, year ending March 31)

FY22 FY23E FY24E FY25E
Total Income 212,111 2,40,602 2,72,804 3,17,129
Operating Expenses 2,04,732 2,30,486 2,54,295 2,90,363
EBITDA 7,379 10,116 18,508 26,766
% margins 3.5 4.2 6.8 8.4
Depreciation & Amortisation 3,141 2,603 2,642 2,700
EBIT 4,239 7,514 15,867 24,065
Gross Interest 3,547 4,867 4,659 4,066
Other Income 3,678 4,851 5,506 5,703
PBT before exceptionals 4,370 7,497 16,714 25,702
Add: Extraordinaries/ - - - -
Exceptionals
Add: Share in associates
PBT 4,370 7,497 16,714 25,702
Less: Taxes 267 1,874 4,178 6,425
Less: Minority Interests
Net Income (Reported) 4,102 5,623 12,535 19,276
Adjusted Net Income 4,102 5,623 12,535 19,276
Source: Company data, I-Sec research
Table 6: Balance sheet
(Rs mn, year ending March 31)
FY22 FY23E FY24E FY25E
Assets
Total Current Assets 3,11,526  3,43,057 3,83,378 4,39,048
of which cash & 71,537 82,904 1,05,290 1,36,005
cash eqv.
Total Current 2,49,570 2,78,890 3,13,569 3,60,044
Liabilities &
Provisions
Net Current Assets 61,955 64,167 69,809 79,005
Investments 6,697 6,697 6,697 6,697
Other Non-Current
Assets
Net Fixed Assets 28,294 26,999 25,857 24,657
Goodwill
Total Assets 96,947 97,862 1,02,363 1,10,359
Liabilities
Borrowings 47,801 45,801 43,801 41,801
Deferred Tax Liability (2,20,566) (2,20,566) (2,20,566) (2,20,566)
Minority Interest
Equity Share Capital 6,964 6,964 6,964 6,964
Face Value per 2.0 2.0 2.0 2.00
share (Rs)
Reserves & Surplus 2,62,748 2,65,663 2,72,164 2,82,160
Net Worth 2,69,712 2,72,627 2,79,128 2,89,124
Total Liabilities 96,947 97,862 1,02,363 1,10,359

Source: Company data, I-Sec research

Table 7: Cashflow statement

(Rs mn, year ending March 31)

FY22 FY23E FY24E FY25E

Operating Cashflow 7,191 8,754 14,877 20,918
Working Capital Changes 417 9,940 15,362 20,170

Capital Commitments (2,356) (1,307) (1,500) (1,500)

Free Cashflow 5,251 17,387 28,739 39,589

Cashflow from Investing 3 - - -
Activities

Issue of Share Capital

Buyback of shares

Inc /(Dec) in Borrowings (1,553) (2,000) (2,000) (2,000)

Interest paid 52 (529) 300 1,058

Dividend paid 1,676 3,492 4,652 7,932

Extraordinary ltems/Others (908) (6,983) (9,305)(15,864)

Chg. in Cash & Bank balance 4,523 11,367 22,386 30,715
Source: Company data, I-Sec research
Table 8: Key ratios
(Year ending March 31)

FY22 FY23E FY24E FY25E

Per Share Data (in Rs)

Diluted adjusted EPS 1.2 1.6 3.6 5.5
Recurring Cash EPS 2.1 2.4 4.4 6.3
Dividend per share (DPS) 0.4 0.6 1.4 2.2
Book Value per share (BV) 77.5 78.3 80.2 83.0
Growth Ratios (%)

Operating Income 22.5 13.4 13.4 16.2
EBITDA (123.5) 371 83.0 44.6
Recurring Net Income (115.1) 37.1 122.9 53.8
Diluted adjusted EPS (115.1) 371 122.9 53.8
Diluted Recurring CEPS (132.3) 13.6 84.5 44.8
Valuation Ratios

P/E 63.7 46.4 20.8 135
P/CEPS 36.1 31.8 17.2 11.9
P/BV 1.0 1.0 0.9 0.9
EV / EBITDA 32.2 221 10.8 6.2
EV / Operating Income 1.1 0.9 0.7 0.5
EV / Op. FCF (pre -Capex) 31.2 12.0 6.6 4.1
Operating Ratios

Raw Material/Sales (%) 69.7 69.2 68.7 69.2
SG&A/Sales (%) 10.8 10.9 10.4 9.8
Other Income / PBT (%) 84.2 64.7 32.9 222
Effective Tax Rate (%) 6.1 25.0 250 25.0
NWC / Total Assets (%) (9.9) (19.1) (34.7) (51.6)
Inventory Turnover (days) 1188 1188 1188 118.8
Receivables (days) 54.8 54.8 54.8 54.8
Payables (days) 1404 1371 136.6 139.3
Net D/E Ratio (x) 0.1) (0.1) 0.2) (0.3)
Return/Profitability Ratios (%)

Recurring Net Income Margins 1.9 2.3 4.6 6.1
RoCE 2.4 2.9 5.0 6.8
RoNW 1.5 2.1 45 6.8
Dividend Payout Ratio 34.0 40.0 40.0 40.0
Dividend Yield (%) 0.5 0.9 1.9 3.0
EBITDA Margins 35 4.2 6.8 8.4

Source: Company data, I-Sec research
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