Paras Defence and Space Technologies Ltd

@:anara Bank Securities Ltd

IPO Note
A WHOLLY OWNED SUBSIDIARY OF CANARA BANK
Date: 20.09.2021
The company trades at P/E of 31.53x for FY2021. There are Issue details
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no listed peers to compare valuation of the company. The
company has niche products with high entry barriers in the
market, which makes the issue attractive. However, the
company’s debt, high proportion of receivables, stretched
working capital cycle and dependencies on government

Price Band (Rs in per share)

165-175

Issue size (Rs in Crore)

169.05-170.78

organizations are matter of concerns for the long-term in- Issue open date 21-09-2021
\{es.tors. Thus, we recommend to subscribe the issue for Issue close date 23-09-2021
listing gains.
Tentative date of Allotment 28-09-2021
Tentative date of Listing 01-10-2021
Offer for Sale (Shares in lakhs) 17.24
Total number of shares (lakhs) 102.46-97.59
No. of shares for QIBs (50%)
51.23-48.79
About the Company: (lakhs)
The company was incorporated as “Paras Flow Form Engi-
neering Limited” on June 16, 2009. In December 2, 2015, |No. of shares for NIl (15%) (lakhs) 15.37-14.64
name of the company was changed to “Paras Defence and
Space Technologies Limited”. They are an Indian private sec- |No. of shares for retail investors 35.86-34.16
; " ; %) (lakhs) ) )
tor company engaged in designing, developing, manufactur- (35%
ing a.nd testing of a wide range of defence and space qui- Minimum order quantity 85
neering products and solutions. They are one of the leading
Manufac- |Face value (in Rs) 10

‘Indigenously  Designed  Developed and
tured’ (“IDDM”) category private sector companies in India,
which caters to four major segments of Indian defence sec-
tor i.e. defence and space optics, defence electronics, elec-

Amount for retail investors (1 lot)

14025-14875

Maximum number of shares for

tro-magnetic pulse (“EMP”) protection solution and heavy o 1190(14 Lots)
. . . Retail investors at lower Band

engineering. (Source F&S Report) They are also the sole Indi-

an supplier of critical imaging components such as large size |Maximum number of shares for 1105(13 Lots)

optics and diffractive gratings for space applications in India
(Source F&S Report). The goal is to become one of the lead-
ing global companies for optics for defence and space sec-
tor.

Promoters

e Sharad Virji Shah
e  Munjal Sharad Shah

Retail investors at upper band

Maximum amount for retail in-
vestors at lower Band- upper
band (in Rs)

196350-193375

Exchanges to be listed on

BSE, NSE

Objective of the Offer

Fresh Issue

Particulars Amounts ( Rs In Crores)
Purchase of machinery and equipment 34.66

Funding incremental working capital requirements of Company 60.00
Repayment of borrowings 120.00

General Corporate Purposes [*]

Total Net proceeds [*]




=
—
(%)
R
£
S
S
(9]
@
»
~
=
S
o0
©
S
©
c
S
O

A Canara Bank Securities Ltd

Sharad Virji Shah Promoter Up to 1,250,000
Munjal Sharad Shah Promoter Up to 50,000
Ami Munjal Shah Individual Up to 300,000
Shilpa Amit Mahajan Individual Up to 62,245
Amit Navin Mahajan Individual Up to 62,245

Share Capital 29.85 28.41 5.68
Net Worth 172.44 138.74 119.08
Revenue from Operation 143.33 147.04 154.40
PAT 15.79 19.66 18.97
Basic EPS(Rs) 5.55 6.92 6.75
Net Asset Value (Rs) 55.23 46.03 38.90
Total Borrowings 106.10 103.39 84.95
P/E # 31.53 NA NA
P/B # 3.17 NA NA

Source: RHP # Calculated at the upper price band

Defense Industry:

According to Frost & Sullivan, as modernization of the Indian Defence sector becomes more technology oriented, four major seg-
ments will become key contributors to most emerging programs, namely, Defence Electronics, Defence Optics, EMP Protection and
Heavy Engineering. Frost & Sullivan defines the four segments as follows:

Defence The segment includes all electronics that are used in air, naval and land platforms as well as in other C6ISR equipment
Flectronics like radios, displays etc.
Optics The segment is made up of all types of Imaging Systems for Defence & Space such as Sights, Cameras, Devices,

Telescopes etc. for Day/Night Vision, Thermal Imaging, EO applications.
EMP Protection This segment consists of EMP protection equipment such as Faraday cages as well EMP hardened blast doors, wave
guides for EM energy directionality etc.

Heavy Engineering | This segment consists of heavy engineering at a Tier 2 and Tier 3 equipment level. Note that this segment does not
consider Tier | Heavy Engineering such as ship building, submarine building etc.

Source: CBSL, RHP

The Company has a presence in each of these segments. The Indian defence establishment will increasingly look at sourcing these
segments from local suppliers because of the Atmanirbhar Bharat initiative, and increasing levels of well-established R&D, quality
standards and manufacturing capabilities in these segments. Whilst currently, the outlays to these segments made to Indian compa-
nies are in the order of approximately $ 3.21 billion, by 2031 the spending will increase to over approximately $ 14.5 billion because
of extensive fleet recapitalisation, C4ISR orientation and greater indigenous supply preferences. The cumulative market in the time
frame 2022-2031 is expected to be approximately $ 99.4 billion, as set out below.
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@ Canara Bank Securities Ltd
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2022 2023 | 2024 2025 2026 | 2027 2028 2029 2030 2031

Heavy Engineering k672.00 907.20 ?1?64.49 1698.23|1795.83|1730.29 1642.59|1581.11 2148.15‘2191.29.
m EMP Protection 513.06 | 947.45 2492.16 2361.41|2862.32 3587.33|3322.49|3232.52 4204.45|4280.51
m Defence Optics 255.27 441.80 | 585.18 562.41 |1400.22 1338.36|1415.14 1397.25 1988.59 2112.00
m Defence Electronics 1880.51 2577.19 3443.15 3460.15|4333.64 5233.47 |4525.81|4705.35 6829.99 6993.90

Source: CBSL, RHP

The Defence Electronics segment will see extensive indigenization over the next decade. From both manufacturing and quality stand
points, Indian Defence Electronics are becoming increasingly embedded into global defence supply chains. Currently, electronic
components made in India are used in Israeli UAS and European combat aircraft. Defence Electronics make up 25 - 35% the cost of
most platforms used by the Indian Armed Forces. Accordingly, platform recapitalisation programmes across all three forces such as
new combat aircraft acquisition, submarine building and T-72 replacement will be key contributors to future market valuation of
this product segment. Currently, over 60% of the electronic components used in Indian defence equipment are supplied by foreign
OEM. However, with the recent increased impetus on indigenization, future contracts will see a greater proportion of Defence Elec-
tronics being sourced locally. The market for Defence Electronics will grow from approximately $ 1.88 billion in FY 2022 to approxi-
mately $ 6.99 billion in FY 2031. The cumulative market opportunity for this segment will be in the order of approximately $ 43.98
billion, making this segment the largest amongst the four.

Space Industry:
ISRO’s spending pattern is evolving, with recent developments involving external agencies to conduct multiple programs and mis-

sions simultaneously. The recently announced Atmanirbhar Bharat initiative will have a distinct focus on domestic participants. As
per Frost & Sullivan, the Geo Imaging Satellite (“GISAT”) program had requested a total of X 942.70 million in capital expenditure for
2018-2021. This is in addition to X 24.53 million for machinery and equipment and X 33.36 million for contractual services for the
same time period. The GISAT mission is focused on multi-spectral and hyper-spectral imaging capabilities comprising 2 satellites (as
of 2021). Ongoing efforts will result in spending on space imaging capabilities, which will create opportunities for domestic partici-
pants specializing in space imaging systems and components. The ‘Atmanirbhar Bharat’ Agenda will drive procurement efforts to
prioritize Indian participants over international ones. The latter will remain eligible for opportunities if they have partnership deals
with the former.

ISRO’s efforts to enable domestic private participants to outsource space systems manufacturing, a strong focus on EO missions, and
the Atmanirbhar Bharat initiative collectively contribute to a strong environment of growth opportunities for Indian participants,
especially those in partnerships with international participants. With private operators entering the market, the demand for manu-
facturing across the satellite, subsystem, and component levels will grow, as the customer base will have participants other than
ISRO investing in such capabilities. This will further drive the growth of the Indian space ecosystem, creating opportunities for inter-
national space market participants and investment groups, as technological and financial support from the global space value chain
participants will be in demand.
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Competitive Strengths

Wide range of products and solutions for both defence and space applications

They provide wide range of products and solutions catering to specific customer needs enable them to successfully
service core strategic sectors in India such as defence and space in India. This allows customers to source most of their
requirements from a single vendor and enables them to expand business from existing customer’s base, as well as ad-
dress a larger base of potential customers. The ability to provide end-to-end solutions to customers ranging from de-
signing, developing, manufacturing and testing increases capability to meet specific and exclusive requirements of cus-
tomers. Apart from the above, Company’s horizontal integration makes them well positioned to undertake turnkey pro-
jects in the defence sector while also being capable of supporting major tier 1 Indian defence suppliers. As one of the
few companies with specialized technology capabilities such as EMP protection solutions, They are likely to be an inte-
gral stakeholder in a majority of future programmes involving local sourcing of defense and space optics and EMP pro-
tection solutions (Source: F&S Report). They believe that capability in four major segments of the Indian defence sector,
makes them desirable partners for foreign original equipment manufacturers which are looking for collaboration in In-
dia.

One of the few players in high precision optics manufacturing for space and defence application in India

They are one of the few manufacturers in India with a comprehensive in-house capabilities of designing, developing and
manufacturing optics for space and defence application in India. The manufacturing facility in Nerul, Navi Mumbai has
uniquely positioned them to cater to the demand for optics for space and defence application. It houses equipment and
machinery, inter alia, for nano technology, machining, grinding, polishing and turning coupled with a robust testing set
up for measuring the performance parameters of the optical components.

Strong R&D capabilities with a focus on innovation

They place strong emphasis on R&D which has helped them develop a wide range of products and solutions in the de-
fense and space sector. They have invested in precision manufacturing infrastructure and human resource in dedicated
R&D centres located at Nerul in Navi Mumbai, Maharashtra, and Bengaluru, Karna taka. R&D centre at Nerul is recog-
nised by and registered with DSIR. As of June 30, 2021, they have employed 31 engineers and officers at R&D centres.
Partnership with some of the leading and proven overseas technology companies around the world, also provides an
added impetus to R&D
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It has also facilitated in developing technology for future requirements and building a product pipeline such as hyper-
spectral space cameras, multi-spectral aerospace cameras, arinc-818 based display etc. It further helps them in expand-
ing role in core sectors of defense and space. As an example, they are in process of expanding role in space sector from
being a component manufacturer to complete subsystem manufacturer for a satellite

Positioned to benefit from the Government’s “Atmanirbhar Bharat” and “Make in India” initiatives

India is witnessing path-breaking reforms in the defence sector. Recently, the MoD has announced the Defence Acquisi-
tion Procedure which has come into effect from October 1, 2020. This procedure focuses on significantly boosting indig-
enous production and turning India into a global manufacturing hub of weapons and military platforms. This procedure
has been aligned with the vision of the Government’s Aatmanirbhar Bharat (self-reliant India) initiative and to empower
Indian defence industry through ‘Make in India’ projects. They believe that this policy will provide a significant boost to
indigenous manufacturing companies like them and that with domain expertise, R&D and manufacturing capabilities,
They are poised to take full benefit of the same.
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@ Canara Bank Securities Ltd

Risk Factors

The loss, shutdown or slowdown of business operations may have a material adverse effect on business, results of operations
and financial condition.

They have two manufacturing facilities in Maharashtra, located at Ambernath in Thane, Maharashtra and Nerul in Navi Mumbai,
Maharashtra and R&D activities are mainly undertaken at centres at Nerul in Navi Mumbai, Maharashtra and Bengaluru, Karnataka.
While Ambernath facility is engaged in manufacturing of heavy engineering products, Nerul facility is engaged in manufacturing of
optics, manufacturing and integration of electronics and EMP protection products and solutions. They rely exclusively on each of
two manufacturing facilities to earn revenues, pay operating expenses and service debt. Any significant interruption to, or loss or
shutdown of, operations at any of manufacturing facilities or R&D centres would adversely affect business.

Business is largely dependent on contracts from the Government of India (“Gol”) and associated entities

For the Fiscals ended 2021, 2020 and 2019, They derived revenue of X728.64 million, X422.73 million, and X 549.91 million, respec-
tively, from sales made to the Gol Entities, which is equivalent to 50.84%, 28.75% and 35.62% of total consolidated sales for the
respective. Fiscals. Further, as at June 30, 2021, order book from the Gol Entities, was X1,305.96 million. They expect to derive most
of revenues under contracts with the Gol Entities. Further, contracts depend upon the continuing availability of budgets extended to
the MoD and the DoS. A decline or reprioritisation of the Indian defence or space budget, changes in Gol Entities defence or space
requirements and geo-political circumstances, reduction in orders, termination of existing contracts,delay of existing contracts or
programmes will have a material adverse impact on business.

Executed various agreements with third parties, including in relation to securing contracts and manufacturing of products

From time to time, Company enters into contracts with third parties in India and outside India for partnering in relation to develop-
ment of certain products or sourcing components. For instance, Company has entered into teaming agreements with companies
such as HPS Gmbh, Invent Gmbh, and Kley France for securing contracts and manufacturing of products in accordance with the
terms of such agreements. These agreements are typically short term and are entered for a period of one or two years. Further,
Company has also entered into a partnership agreement with S-TEC Corporation on May 5, 2020 (“S-TEC Agreement”) for collabora-
tion in relation to offering products and solutions for aircraft component manufacturing. As part of such partnerships or collabora-
tions, Company may take certain steps such as making investment in R&D for the products which are the subject matter of such
partnerships or may commit to orders based on arrangements agreed to in such contracts. They cannot assure that these agree-
ments will be renewed or extended at the end of their respective terms. A delay in or failure to do so may have an impact on busi-
ness, financial condition and results of operations.

Peer Comparison

There are no listed entities in India whose business portfolio is comparable with that of business. Below are the competitors in the
unlisted space:

Defence Electronics Capabilities

Company Name Specialized

Computers

Control Systems Displays MIL Spec Racks Software Integration sensors

Paras Defence
Data Patterns
Mistral Solutions

CoreEl Technologies

Ophir Optronics
Solutions Ltd. {Israel)
QiOptig
ISP Optics (USA)
Veero Metals

HYT Engineering
ETS — Lindgren (USA)
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EMP Hardening
Company Name Customised EMP EMP Shielded Control
Protection Projects Centers

EMP Filters/ Arrestors

Paras Defence

Dala Faller s

Mistral Solutions

CoreEL Technologies

Ophir Optronics
Solutions Ltd. (Israel)

QIO ptiq
ISP Optics (USA)
Veero Metals

HYT Engineering
ETS — Lindgren (USA)

Defence Optics

C N P issi
gl ot e Specialized Lenses | Optical Elements alh i ittt

Engineerin

Paras Defence

Data Patterns
Mistral Solutions
CoreEL Technologies

Ophir Optronics
Solutions Ltd. (Israel)

QiCptig

ISP Optics (USA)
Veero Metals

HYT Engineering

ETS — Lindgren (USA)

Heavy Engineering Capabilities

Titanium and Special
C N Fl F d Cooli
ompany Name Metal Manufacture ow Forme ooling

and Engineering

Special Purpose

Heavy Structures

Tubes Assemblies Macines

Paras Defence

Data Patterns
Mistral Solutions
CoreEL Technologies

Ophir Optronics Solutions
Ltd. (Israel)

QlOptiq

ISP Optics (USA)

Veero Metals

HYT Engineering
ETS — Lindgren (USA)

Legend
High Level Capability
Mid Level Capability
Mo Capability

Our Views

The company has diversified product profiling with complete range of optics, electronics like hardware, monitor etc,
electro-magnetic pulse and other heavy engineering products for defense and space. Moreover there are high entry
barriers for new entrants as the projects related to strategic sectors such as defense and space.

The company has the plans to diversify their verticals to automotive, agriculture, monitoring, surveillance areas and oth-
er commercial areas etc. The company’s order book stood at INR 300 crores for FY2021 majorly contributed by margin
accretive products like Optics and heavy engineering. It has its own in-house team with huge expertise in mechanical,
electronics and optics along with foreign partnership, which enables them to provide quality product at reasonable pric-
es. They also benefit from Make in India and Aatmanirbhar Bharat initiative, since domestic participation is encouraged.

The company trades at P/E of 31.53x for FY2021. There are no listed peers to compare valuation of the company. The
company has niche products with high entry barriers in the market, which makes the issue attractive. However, the
company’s debt, high proportion of receivables, stretched working capital cycle and dependencies on government or-
ganizations are matter of concerns for the long-term investors. Thus, we recommend to subscribe the issue for listing
gains.

Sources: Company Website and Red Herring Prospectus
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Analyst Certification
Well, Sankita V, MBA , Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report
accurately reflect our views about the subject issuer (s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related
to the specific recommendation (s) or view (s) in this report. It is also confirmed that above mentioned Analysts of this report have not received any compensation
from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the
report.

Disclosures and Disclaimers

CANARA BANK SECURITIES LTD (CBSL), a wholly owned subsidiary of CANARA BANK; is a SEBI registered intermediary offering broking services to its institu-
tional and retail clients; we also run a proprietary trading desk. CBSL is member of BSE & NSE. We are registered as RESEARCH ANALYST under SEBI
(INH000001253). CBSL or its associates do not have an investment banking business. Hence, they do not manage or co mange any public issue. Neither CBSL nor
its associates, neither the research analysts nor their associates nor their relatives (i) have any financial interest in the company which is the subject matter of this
research report (i) holds ownership of one percent or more in the securities of subject company (iii) have any material conflict of interest at the end of the month
immediately preceding the date of publication of the research report OR date of the public appearance (iv) have received any compensation from the subject compa-
ny in the past twelve months (v) have received any compensation for investment banking merchant banking or brokerage services from the subject company in the
past twelve months (vi) have received any compensation for any other product or services from the subject company in the past twelve months (vii) have received
any compensation or other benefits from the subject company or third party in connection with the research report. (viii) Research Analyst involved in the preparation
of Research report discloses that he /she has not served as an officer, director, or employee of subject company (ix) is involved in market making activity of the
company.

We shall adhere to SEBI guidelines from time to time.

We may have earlier issued or may issue in future reports on the companies covered herein with recommendations/ information inconsistent or different those made
in this report. We may rely on information barriers, such as "Chinese Walls" to control the flow of information contained in one or more areas within us, or other are-
as, units, groups or affiliates of CBSL. The Research Desk does not solicit any action based on the material contained herein. It is for the general information of the
clients / prospective clients of CBSL. CBSL will not treat recipients as clients by virtue of their receiving the research report. It does not constitute a personal recom-
mendation or take into account the particular investment objectives, financial situations, or needs of clients / prospective clients. Similarly, the Research Desk does
not have regard to the specific investment objectives, financial situation/circumstances and the particular needs of any specific person who may receive it. The secu-
rities discussed in the report may not be suitable for all investors. The appropriateness of a particular investment or strategy will depend on an investor's individual
circumstances and objectives. Persons who may receive the research report should consider and independently evaluate whether it is suitable for his/ her/their par-
ticular circumstances and, if necessary, seek professional/financial advice. And such person shall be responsible for conducting his/her/their own investigation and
analysis of the information contained or referred to in the research report and of evaluating the merits and risks involved in the securities forming the subject matter
of the reports. All projections and forecasts in research reports have been prepared by our research team.

The client should not regard the inclusion of the projections and forecasts described herein as a representation or warranty by CBSL For these reasons; The client
should only consider the projections and forecasts described in the research reports after carefully evaluating all of the information in the report, including the as-
sumptions underlying such projections and forecasts. Past performance is not a guide for future performance. Future returns are not guaranteed and a loss of origi-
nal capital may occur. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to
change without notice. We do not provide tax advice to our clients, and all investors are strongly advised to consult regarding any potential investment. CBSL or its
research team involved in the preparation of the research reports, accept no liabilities for any loss or damage of any kind arising out of the use of these reports. The
technical levels and trend etc mentioned in our reports are purely based on some technical charts/levels plotted by software used by us and these charts/levels are
believed to be reliable. No representation or warranty, express or implied is made that it is accurate or complete. The recommendation expressed in the reports may
be subject to change. The recommendations or information contained herein do/does not constitute or purport to constitute investment advice in publicly accessible
media and should not be reproduced, transmitted or published by the recipient. This research reports are for the use and consumption of the recipient only. This
publication may not be distributed to the public used by the public media without the express written consent of CBSL. The Research reports or any portion hereof
may not be printed, sold or distributed without the written consent of CBSL. The research report is strictly confidential and is being furnished to client solely for cli-
ent’s information, may not be distributed to the press or other media and may not be reproduced or redistributed to any other person. The opinions and projections
expressed herein are entirely based on certain assumptions & calculations and are given as part of the normal research activity of CBSL and are given as of this
date and may be subject to change. Any opinion estimate or projection herein constitutes a view as of the date of this report and there can be no assurance that
future results or events will be consistent with any such opinions, estimate or projection. The report has not been prepared by or in conjunction with or on behalf of or
at the instigation of, or by arrangement with the company or any of its directors or any other person. Any opinions and projections contained herein are entirely
based on certain assumptions and calculations. None of the directors of the company or any other persons in the research team accepts any liability whatsoever for
any loss arising from any use of the research report or its contents or otherwise arising in connection therewith. The information contained herein is not intended for
publication or distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination, distribution or copying of this communication is
prohibited unless otherwise expressly authorized. Please ensure that the client has read “Risk Disclosure Document for Capital Market and Derivatives Segments”
as prescribed by Securities and Exchange Board of India (SEBI) before investing in Securities Market. Please remember that investment in stock market is subject to
market risk and investors/traders need to do study before taking any position in the market.
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