
DCX Systems Ltd — FY 2023 Annual Report Analysis

Annual Report Analysis (Consolidated)

Investor Snapshot

# Analytical point Sentiment

1
DCX Systems operates as a high-barrier defense assembler with 99.45% export revenue, primarily

serving the IAI/Elta Group in Israel.
—

2
Revenue grew 13.7% to ₹1,254 Cr, representing a sharp deceleration from the 71% growth recorded in

the previous fiscal year.
—

3
Core manufacturing margins are currently masked by treasury income, which contributed a

significant 42% of PBT.
—

4
Reported PAT of ₹72 Cr is undermined by a massive foreign currency loss of ₹29.09 Cr, wiping out

nearly 40% of bottom-line gains.
—

5
Debt-to-Equity improved to 0.9x from 4.3x, though this deleveraging was driven by ₹376 Cr in IPO

proceeds rather than operational cash generation.
—

6
Operating cash flow (CFO) collapsed to -₹590 Cr due to a ₹642 Cr working capital drain, indicating a

"cashless" growth trajectory.
—

7
Inventory spiked 8.4x to ₹229 Cr, signaling potential overproduction, stalled shipments, or significant

liquidity and obsolescence risks.
—

8
Earnings quality is critically low as Trade Receivables surged 360% to ₹320 Cr, far outstripping the

13.7% revenue growth.
—

9
Governance is pressured by extreme related-party dependency, with 59.4% of all material

requirements (₹745 Cr) sourced from a single entity.
—

10
Finance costs surged 158% to fund the working capital gap, increasing exposure to volatile floating

LIBOR/SOFR rates.
—

11
Forward visibility is supported by a ₹1,699 Cr order book and a strategic pivot into higher-margin

EMS via a new 40,000 sq. ft facility.
—

12
Investment View: Watch; stance remains cautious until the CFO/PAT ratio exceeds 0.8x and

receivables normalize below ₹150 Cr.
—

1. Business overview

Business Model: DCX Systems operates as a critical intermediary in the defense and aerospace value

chain, primarily as an Indian Offset Partner (IOP) for global Original Equipment Manufacturers (OEMs) using

a "Build-to-Print" manufacturing model.

Revenue Segments: Core volume is driven by System Integration & Kitting (97.12% of revenue), followed

by Cable & Wire Harness (2.33%), and Other Services (0.55%) including MRO.

Revenue Drivers: Heavily concentrated in System Integration for the Israel Aerospace Industries (IAI) group;

growth is tied to "Positive Indigenisation Lists" and the mandate for 75% domestic defense procurement.

Cost Drivers: Dominated by raw material procurement (electronic assemblies, PCBAs, connectors). While

costs are largely "pass-through," the business is highly working-capital intensive due to long lead times.

• 

• 

• 

• 



Industry Position: Preferred IOP status with ELTA Systems (Israel); holds an Order Book of ₹1,699 Cr as of

March 31, 2023, with high visibility due to pending offset obligations.

Expansion Plans: Transitioning from a pure assembly unit to a vertically integrated manufacturer via a new 

40,000 sq. ft EMS facility (Raneal Advanced Systems) to manufacture PCBAs in-house.

Geographical Presence: Extreme concentration with 99.45% of revenue derived from Exports and Deemed

Exports, primarily to Israel.

2. Management commentary & outlook

Management is pivoting the company from an offset partner to a Tier II manufacturer capable of direct

supply to Indian Defense forces and DPSUs to reduce dependence on international offset cycles.

Strategy involves leveraging "Relationship Capital" with the IAI Group to expand into USA and European

markets.

The company is targeting "niche products" within the 108 systems identified by DRDO, including UAVs and

Microwave receivers.

Management intends to pursue Joint Ventures (JVs) with global OEMs to facilitate technology transfer and

move from "Build-to-Print" to "Build-to-Specification" partnerships.

Backward integration into EMS via the Raneal subsidiary is the primary strategic response to supply chain

vulnerabilities and a move to capture higher margins.

Management claims to have mitigated Russia-Ukraine conflict disruptions through meticulous resource

planning, though they acknowledge the "long lead time" nature of raw materials.

The establishment of the new EMS facility is expected to be operational in FY24, reducing dependency on

external PCBA suppliers.

Management Tone: Confident and Expansionary. The leadership uses the language of "nation-building" and

"strategic evolution" to frame their transition to a product-oriented EMS player. While highly promotional

regarding the "Atmanirbhar" opportunity, they remain disciplined on cost control. However, a gap exists

between the "high-tech" positioning and the current "Build-to-Print" operational reality, with the next phase of

growth heavily reliant on the successful integration of the Raneal subsidiary.
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3. Financial analysis

3.1 Financial statements

P&L statement (₹ Cr)

Line item Mar 2023 Mar 2022

Sales 1,254 1,102

Sales Growth % 13.73 71.92

Expenses 1,170 1,035

Material Cost % 89 91

Raw material cost 1,263 929

Change in inventory -144 71

Manufacturing Cost % 0 0

Employee Cost % 1 1

Other Cost % 3 2

Operating Profit 84 67

OPM % 7 6

Other Income 30 22

Exceptional items 0 0

Other income normal 29 22

Interest 26 11

Depreciation 2 2

Profit before tax 86 76

Tax % 16 13

Net Profit 72 66

Exceptional items AT 0.11 0

Profit excl Excep 71.57 65.61

Profit for PE 71.57 65.61

Profit for EPS 71.68 65.61

Profit Growth % 9.08 121.96

EPS (₹) 7.41 8.48

Dividend Payout % 0 0



Balance sheet (₹ Cr)



Line item Mar 2023 Mar 2022

Equity Capital 19 15

Reserves 547 102

Borrowings 509 503

Long term Borrowings 5.77 35.44

Short term Borrowings 503.71 467.18

Lease Liabilities 0 0

Other Borrowings 0 0

Other Liabilities 143 322

Trade Payables 136 97

Advance from Customers 3 215

Other liability items 4 11

Total Liabilities 1,219 943

Fixed Assets 15 15

Land 4 4

Building 9 9

Plant Machinery 4 4

Equipments 1 1

Computers 1 1

Furniture n fittings 1 1

Vehicles 3 2

Intangible Assets 0 0

Other fixed assets 1 1

Gross Block 25 23

Accumulated Depreciation 9 8

CWIP 5 0

Investments 0 0

Other Assets 1,199 928

Inventories 229 27

Trade receivables 320 69

Receivables over 6m 18 1

Receivables under 6m 302 69

Prov for Doubtful 0 0

Cash Equivalents 596 800

Loans n Advances 43 19

Other asset items 12 12

Total Assets 1,219 943



Cash flow statement (₹ Cr)

Line item Mar 2023 Mar 2022

Cash from Operating Activity -590 -134

Profit from operations 77 63

Receivables -250 -57

Inventory -202 174

Payables 40 -33

Other WC items -230 -268

Working capital changes -642 -184

Direct taxes -25 -13

Cash from Investing Activity 22 21

Fixed assets purchased -3 -2

Fixed assets sold 1 0

Capital WIP -5 0

Investments sold 0 0

Interest received 29 22

Other investing items 0 0

Cash from Financing Activity 364 364

Proceeds from shares 376 5

Proceeds from borrowings 7 366

Repayment of borrowings 0 0

Interest paid fin -19 -7

Other financing items 0 0

Net Cash Flow -204 251

Free Cash Flow -598 -135

CFO/OP -675 -181

Key ratios

Line item Mar 2023 Mar 2022

Debtor Days 93 23

Inventory Days 75 10

Days Payable 44 35

Cash Conversion Cycle 123 -2

Working Capital Days -15 -220

ROCE % 13 22



3.2 Financial analysis summary

Revenue grew by 13.73% to ₹1,254.00 Cr, a significant deceleration from the 71.92% growth in FY22, with

extreme geographical concentration as 99.45% of sales are derived from Exports and Deemed Exports.

The Balance Sheet shows Trade Receivables surged 360% to ₹320.00 Cr, indicating that Revenue is being

recognized far ahead of cash collection and suggesting aggressive year-end billing.

OPM % improved slightly to 7.00% from 6.00%, yet Raw material cost at ₹1,263.00 Cr actually exceeded total

Revenue, a discrepancy explained by a massive ₹144.00 Cr Change in inventory as the company built up

finished goods.

Inventory Days spiked from 10 to 75 days, with Inventories surging 8.4x to ₹229.00 Cr, signaling a shift from

a lean model to a high-inventory assembly model with potential obsolescence risks.

Finance Cost more than doubled to ₹26.00 Cr, driven by a 158% spike in interest on Borrowings to fund

ballooning Working Capital; Short term Borrowings of ₹503.71 Cr are linked to volatile LIBOR/SOFR rates.

Other Expenses were heavily impacted by a ₹29.09 Cr Net loss on foreign currency translation, representing

over 70% of the category and signaling inadequate hedging for a business that is 70%+ export-oriented.

Cash from Operating Activity (CFO) deteriorated sharply to -₹590.00 Cr, primarily due to a -₹642.00 Cr hit

from Working Capital changes and the collapse of Advance from Customers from ₹215.00 Cr to just ₹3.00 Cr.

Capital Allocation was dominated by the IPO, which boosted Reserves to ₹547.00 Cr and improved the

Debt / Equity ratio from 4.30 to 0.90, though Proceeds from shares of ₹376.00 Cr were largely absorbed by

negative CFO.

ROCE % nearly halved from 22.00% to 13.00% as the capital base expanded through equity issuance while

EBIT failed to keep pace, exacerbated by the Cash Conversion Cycle swinging from -2 days to 123 days.

Related Party Transactions pose a significant concentration risk, with 59.43% of total purchases (approx.

₹745.00 Cr) sourced from a single entity, RNSE-TRONICS Pvt Ltd, creating high dependency and potential

for value leakage.

Other Income of ₹30.00 Cr, largely consisting of interest on IPO-related fixed deposits, contributed nearly

42% of Profit before tax, masking underlying weakness in core manufacturing profitability.

Total Assets expanded to ₹1,219.00 Cr, but this is "bloated" by Inventories and Trade Receivables rather

than productive Fixed Assets, which remained stagnant at ₹15.00 Cr, indicating a deteriorating Asset

Turnover.

Other Assets were impacted by Advances to Suppliers rising to ₹380.44 Cr and MEIS Incentive Receivables

of ₹50.68 Cr, while Other Liabilities saw a massive collapse in Advance from Customers to ₹31.32 Cr, forcing

the shift to bank-funded working capital.

The dominant financial theme of the year is the company's transition from a customer-funded, high-return

model to a bank-debt-dependent, working-capital-heavy assembler, where a massive build-up in Inventory

and Trade Receivables has completely drained CFO.

3.3 Contingent liabilities & commitments

Bank Guarantees: ₹3,353.73 Cr (approx. 27% of revenue), representing significant off-balance sheet risk

related to defense contract performance.

Corporate Guarantee: ₹450.00 Cr provided to a subsidiary.

Capital Commitments: ₹69.86 Cr related to ongoing expansion.

Income Tax Disputes: ₹4.06 Cr (specifically ₹3.63 Cr for AY 2020-21) currently under appeal and not

provisioned.
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3.9 Earnings quality & forensic checks



# Check Impact Status Notes detail

1 PAT vs CFO trend

Profit ↓ — earnings overstate cash; ₹642 Cr

working capital surge absorbs all operating

cash flow.

—
Note 1(z): Finance costs spiked

158% to fund working capital.

2

Receivables &

channel-stuffing

signal

Revenue ↑↓ — channel stuffing risk;

receivables + inventory rising 470% vs sales

growth of 13.7%.

—

Note 38: 94% of receivables < 6

months suggests aggressive year-

end billing.

3 Revenue timing

Revenue ↓ — customer advances collapsed by

98%; future revenue visibility decreases as

cash buffer dries.

—
Note 1(s): 99.45% of revenue

recognized at a "point in time."

4
Revenue from related

parties %

Neutral — high supply chain concentration;

59% of material costs sourced from a single

related party.

—
Note 41(b): RPT purchases account

for nearly 60% of total material costs.

5
Inventory vs revenue

growth

Profit ↓ — inventory growth of 748% vs 14%

sales; signals potential obsolescence or

overproduction.

—
Note 1(y): Massive spike in finished

goods (₹144 Cr) vs raw materials.

6
Inventory valuation

method change

Neutral — consistent FIFO valuation; specific

identification used for project-specific stock

prevents profit manipulation.

—

Note 1(y): Accounting policy remains

consistent with previous financial

years.

7
Exceptional items in

operating profit

Neutral — no exceptional items reported;

operating profit reflects core business activities

without one-off gains.

—
P&L Statement: Operating profit of

₹84 Cr excludes non-recurring items.

8
Depreciation rate vs

useful life policy

Profit ↓ — WDV method front-loads expenses;

conservative accounting reduces current PAT

compared to SLM.

—

Note 1(k): Written Down Value

(WDV) method used for all fixed

assets.

9
Provision reversals

boosting PAT

Neutral — no provision reversals; PAT is not

inflated by releasing prior year bad debt

reserves.

—

Note 1(e): Management highlights

recovery estimates as a significant

risk area.

10
Tax rate consistency

+ cash tax vs P&L tax

Profit ↓ — cash tax paid exceeds P&L tax; ₹25

Cr outflow vs ₹14 Cr expense.
—

Cash Flow: Direct taxes paid ₹25 Cr

vs P&L tax ₹14 Cr.

11
CWIP age and

stalling projects

Neutral — new CWIP of ₹5 Cr; represents

active expansion rather than long-term stalled

capital projects.

—

Balance Sheet: Fixed assets

increased slightly; CWIP indicates

ongoing facility upgrades.

12
Deferred tax asset

recognition adequacy

Neutral — no significant DTA recognition;

earnings quality not reliant on future tax benefit

assumptions.

—

Note 44(B): Pending income tax

disputes of ₹3.63 Cr are not

provisioned.

13
RPT quantum and

trend

Profit ↑↓ — extreme RPT dependence; 60% of

material costs involve one entity, risking

transfer pricing.

—

Note 41(b): High concentration of

purchases from a single related party

entity.

14
Dividend paid vs FCF

adequacy

Neutral — zero dividends paid; prudent given

negative free cash flow of ₹598 Cr this year.
—

Cash Flow: Negative FCF driven by

₹642 Cr working capital absorption.

15

Auditor KAM: Trade

Receivables

Recovery

Revenue ↓ — Auditor highlighted significant

estimates regarding recovery of receivables

which surged 360%.

—

Independent Auditor's Report:

Significant risk area due to surge in

uncollected revenue.

16
Auditor KAM:

Inventory Valuation

Profit ↓ — Auditor noted risks in inventory

valuation following 8.4x spike in stock.
—

Independent Auditor's Report: Risk of

obsolescence given the massive

build-up.

17 —



# Check Impact Status Notes detail

Title Deed

Discrepancy

Neutral — Title deeds for immovable properties

still in the name of the erstwhile private entity.

Administrative delay in updating legal

titles post-conversion.

4. Management & governance

A. Auditor Report & Key Audit Matters * Audit opinion type: Unqualified (Unmodified). * Key Audit Matters

(KAMs): * Trade Receivables Recovery: Auditor highlighted significant estimates regarding the recovery of

trade receivables, which surged 360% YoY to ₹319.53 Cr. * Inventory Valuation: Auditor noted risks in inventory

valuation following an 8.4x spike in finished goods and raw materials to ₹229.16 Cr. * Auditor's comments on

going concern: Management validated the assumption based on "orders on hand and business forecast,"

supported by available credit lines. * Auditor change: M/s. NBS & Co. were appointed on July 28, 2022, for a 5-

year term. * Title Deeds: Auditor notes that title deeds for immovable properties are still in the name of the

erstwhile "DCX Cable Assemblies Private Limited."

B. Related Party Transactions | Party | Relationship | Nature | Amount (₹ Cr) | Concern | | ------- | -------------- |

-------- | ---------------- | --------- | | RNSE-TRONICS Pvt Ltd | Common Director | Purchases | 745.06 Cr | Extreme

supply chain dependency (59.4% of Revenue) | | Dr. H S Raghavendra Rao | CMD / Promoter | Remuneration

| 2.29 Cr | Pay decreased 21.6% YoY despite EBITDA growth | | RNSE-TRONICS Pvt Ltd | Common Director |

Outstanding Payable | 12.88 Cr | Potential liquidity lock-in with related party | | DCX Chol Enterprises Inc |

Common Management | Purchases | 0.38 Cr | Neutral |

C. Shareholding * Equity Capital: ₹19.00 Cr * Reserves: ₹547.00 Cr * Pledged shares: Not disclosed in AR.

D. Board Composition + KMP Compensation * Total Directors: 6 | Independent %: 50.00% | Women

Directors: 1 (Lathika Siddharth Pai). * KMP Compensation: * Dr. H S Raghavendra Rao (CMD): ₹2.29 Cr

(-21.58% YoY). Strong alignment as pay cut occurred despite 25% EBITDA growth. * Sankarakrishnan

Ramalingam (Non-Exec): ₹0.25 Cr (+92.31% YoY). Note: Transitioned from Whole-Time Director to Non-

Executive post-IPO. * Revenue Correlation: Total KMP compensation is growing slower than EBITDA (25.37%

growth). No KMPs sharing the same family name were identified in the top 10 list.

F. Capital Allocation & Capex | Action | FY current (₹ Cr) | FY prior (₹ Cr) | Signal | | -------- | ------------------- |

----------------- | -------- | | Working Capital Investment | 642.00 Cr | 184.00 Cr | — | | Equity Issuance (IPO) |

376.00 Cr | 5.00 Cr | Positive Liquidity | | Capex | 3.00 Cr | 2.00 Cr | Maintenance Level | | Interest Payments |

19.00 Cr | 7.00 Cr | — |

CAPEX Analytical Notes: * CFO Coverage: CFO/Capex ratio is -196.67. Operations are not self-funding; the

gap is bridged by IPO proceeds. * Nature of Capex: Primarily maintenance. The new 40,000 sq. ft EMS

facility via subsidiary Raneal Advanced Systems is the key growth driver for FY24. * Deployment

Efficiency: Capex is flat at ₹3 Cr while revenue grew 13.7%. The business is currently asset-light but will

become more asset-intensive with the EMS shift.

H. Risks * Customer Concentration: 59.4% of revenue from IAI/Elta Group. Loss of this client would be

catastrophic. (High Severity) * Working Capital Stress: Receivables grew 360% YoY vs 13.7% Sales growth.

Risk of severe cash crunch. (High Severity) * Forex Volatility: ₹29.09 Cr net loss on foreign currency

translation, wiping out ~40% of PAT. (Medium Severity) * RPT Dependency: 60% of COGS sourced from

RNSE-TRONICS. Risk of transfer pricing manipulation. (High Severity) * Inventory Obsolescence: 8.4x spike

in inventory to ₹229 Cr. Potential future write-downs. (Medium Severity)



5. Scorecard & verdict

Part a: scorecard

Dimension
Rating

(1–5)
Delta Key evidence One-line rationale

Business quality 3 →
99% Export; 59% Client

Conc.

Strong moat via IOP status but extreme

concentration and low IP ownership.

Financial health 2 ↓ D/E 0.9x; CFO -₹590 Cr
Balance Sheet looks clean due to IPO, but cash

burn is unsustainable.

Earnings quality 1 ↓
Receivables +360%; CFO

< PAT

Massive divergence between reported profits

and actual cash flow.

Management &

governance
3 →

60% RPT Purchases;

Clean Audit

Transparent disclosures but extreme related-

party supply chain risk.

Capital allocation &

earnings visibility
2 ↓

ROCE 13% (from 22%);

FCF Negative

IPO funds used for working capital rather than

growth-driving assets.

Business positives (for this company this year) * Revenue Growth: Achieved 13.73% growth to ₹1,254 Cr in

a high-barrier defense sector. * Order Book: Strong visibility with an order book of ₹1,699 Cr as of March 31,

2023. * De-leveraging: Improved Debt/Equity ratio from 4.30 to 0.90 following the IPO. * Strategic Pivot:

Backward integration into EMS via Raneal subsidiary (40,000 sq. ft facility) to capture higher margins. * 

Management Alignment: CMD took a 21.6% voluntary pay cut despite EBITDA growth of 25%.

Business negatives / concerns (for this company this year) * Cash Flow Collapse: CFO deteriorated to -

₹590 Cr, with a massive -₹642 Cr working capital hit. * Receivables Spike: Trade receivables grew 360% (to

₹320 Cr) vs. only 13.7% revenue growth. * Inventory Risk: Inventory surged 8.4x to ₹229 Cr, signaling potential

overproduction or stalled shipments. * RPT Dependency: 59.4% of material requirements (₹745 Cr) are sourced

from a single related party. * Customer Advances: Interest-free funding from customers collapsed from ₹215 Cr

to ₹3 Cr. * Forex Losses: Net foreign currency loss of ₹29.09 Cr wiped out nearly 40% of PAT.

Overall scorecard summary DCX Systems is currently in a precarious transition phase, moving from a capital-

efficient, customer-funded model to a bank-debt-dependent operation. While the IPO has temporarily shored up

the balance sheet (D/E 0.9x), the underlying earnings quality is poor, characterized by a massive divergence

between PAT (₹72 Cr) and CFO (-₹590 Cr). Governance is technically compliant, but the extreme 60%

dependency on a single related party for supplies and a single client for revenue creates significant structural

risk. The business is on a deteriorating trajectory in terms of capital efficiency (ROCE halved to 13%), and its

future stability depends entirely on converting the current inventory/receivable pile-up into cash.



Part b: governance check matrix

# Check Status

1 Audit opinion clean? —

2 Promoter pledge = 0? —

3 KMP pay < 5% of PAT? —

4 RPT quantum < 5% of revenue? —

5 Board > 50% independent? —

6 At least 1 woman director? —

7 No statutory dues outstanding? —

8 No fraud reported? —

9 Audit trail enabled? —

10 Frequent Auditor change —

Final line: "Total: 8/10 — Governance Rating: 3"

Part c: investor verdict

Thesis: DCX is a high-growth defense assembler transitioning to a vertically integrated EMS player, currently

masked by severe working capital stress and IPO-distorted financials. Overall stance: Watch Rationale: The

massive divergence between revenue and cash collection (360% receivables growth) must be resolved before

the stock is investable. Re-evaluate when: CFO/PAT ratio returns to >0.8x and Inventory Days normalize below

30 days. BULL CASE: Successful ramp-up of Raneal EMS facility leads to 300-400 bps margin expansion and

direct Tier-II contracts. BEAR CASE: A significant write-down of the ₹229 Cr inventory or default by the primary

Israeli client. Key monitorable: Trade Receivables: ₹320 Cr → Watch for reduction to <₹150 Cr.
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