DCX Systems Ltd — Aug 2024 Quarterly Analysis

1. VERDICT & BUSINESS QUALITY SNAPSHOT

Result: Weak Miss (Financials) / Strong Beat (Order Inflow) One-line: While Q1 financials were weak due to
historical seasonality and temporary margin suppression from "reimbursable" raw material price hikes, the
massive 1,250 Cr L&T order win fundamentally de-risks the multi-year growth thesis.

Dimension This Quarter Signal | Evidence Sentiment
Beat/Miss vs ) )
) Weak Miss Revenue down 18.8% YoY; PAT down 69% YoY (Consolidated). O
Guidance
Low (Timin Margins suppressed by RM price hikes that are contractuall
Earnings Quality ) ( 4 . < oL J p o Y o
Mismatch) reimbursable but not yet recognized in P&L.
Management dodged specific FY25 numbers but highlighted a
Guidance Confidence  Neutral g ) g. P gnig ad
"very healthy" pipeline.
Management i Massive order win (L&T) validates technical capability and 0
Credibility g "preferred partner" status.
Business Quality | ) Backward integration via Raneal (EMS) is now contributing ~30% 0
mprovin
Signal P g of consolidated revenue.
Q2 + BoM Mgmt explained RM price hikes are recoverable at project end; this
Key Q&A Exchange . . ) O
Guarantees is a key margin timing bridge.
The Street's Primary . . Analysts pressed on why gross margins fell despite Raneal
. Margin Contraction . . |
Anxiety integration; mgmt cited BoM guarantee lags.
. Investment / Consolidating EMS capabilities and entering new verticals
Capital Cycle Stage . O
Ramp-up (Railways/MRO).
. . Deteriorating . .
Margin Trajectory (Temp) EBIT margin fell from 10.88% to 7.75% YoY (Consolidated). O
. Stable BoM guarantee clauses protect absolute profit but distort periodic
Pricing Power . O
(Contractual) margins.
FCF Conversion & Distorted High receivables from Q4 were collected, but new project ramp-ups 0
Quality consume cash.
Competitive Moat Only Indian company with full-range capability (EMS + S| +
omp - y pany ge capability ( 0
Signals Harness + MRO).
Balance Sheet
Strong High bank balances ([819 Cr as of March '24) supported by QIP. O
Strength
Working Capital Inventory and receivables typically swell in H1 due to long-cycle
. g %ap Deteriorating v ypicaly gcy O
Efficiency defense procurement.
Mgmt Guidance Mixed History of back-ended execution makes H1 analysis difficult to 0
ix
Track extrapolate.
. . . High dependence on Israeli OEMs (IAI/ELTA) and long-lead
Key Vulnerability Concentration Risk o O
component availability.
Confident / Focused on project execution timelines and technical qualifications
Management Tone ) 0
Operational over quarterly P&L.

Sentiment: ONeutral



Key Takeaways: * Positives: The order book jumped to [1,937 Cr, bolstered by a landmark [1,250 Cr L&T
contract, providing ~1.4x revenue visibility. The EMS subsidiary (Raneal) is now fully operational, processing [42
Cr of internal orders, which will eventually bolster supply chain control and margins. * Negatives: Q1
performance was seasonally weak, with a significant drop in YoY profitability. Gross margins are currently
suffering from a "timing mismatch"—the company is paying higher spot prices for electronic components
(reimbursable by customers later) but cannot recognize that recovery income until project milestones or
completion. * Street Concern: Analysts are skeptical of the "Double Digit Margin" promise. Management's
response relies on the shift toward non-offset projects (now ~40% of pipeline) and higher-margin Cable/MRO
business, but evidence is back-ended. * Watchpoint: Execution timeline of the L&T order. Management aims to
start delivery this fiscal year, but component lead times remain the primary bottleneck.

2. BUSINESS PERFORMANCE

2A. KEY METRICS Note: PPT provided Consolidated and Standalone. Consolidated is used for Current Qtr.

. Current Qtr YoY QoQ
Metric Trend Mgmt Commentary
(Consol) Change Change
Revenue (O Growth is back-ended (H2 weighted); Q1 execution is
138.08 1 18.82% 1 81.50% ! o I .
Cr) limited by qualification/testing cycles.
Gross Margin *Derived: (Rev - RM Exp)/Rev. Suppressed by BoM
2.67%* 1 71% | 45% ! . . .
(%) guarantee price hikes not yet billed.
Calculated as EBIT + Depreciation. Impacted by lower
EBITDA (OCr) 13.51 1 28.7% 169.4% ! . i
absorption of fixed costs on lower revenue.
EBITDA Improved QoQ vs a very high-volume but lower-margin
. 9.78% 1 136 bps 1 400 bps 1 . QoQ S S
Margin % Q4.
Dragged down by higher interest costs and lower
PAT (OCr) 2.94 1 69.3% | 88.6% ! .
operating leverage.
Order Book (O 1 12% Massive jump due to L&T order; includes 2-3 year
1,937.00 1 112% 1 . R
Cr) (est) execution visibility.
Execution . Calculated as Q1 Rev / Opening Order Book. Reflects
7.1% First entry ! !
Rate (%) slow H1 start.
Book-to-Bill . Indicates strong future revenue growth based on
1.36x Firstentry 1t 1 -
x) trailing 12-month sales.
Interest Standalone basis; impacted by lower EBIT and QIP-
1.97x 1 25% 1 63% ! ! . .
Coverage related financial shifts.
Working Hiah Receivables from Q4 collected; focus now on RM
Capital g - - - procurement for new orders.

2B. SEGMENT BREAKDOWN



Segment

Revenue (O

Cr)

vs Company

Key Development

System
Integration

Raneal (EMS)

Cable &
Harness

NIART
(Railways)

~83.00
(Est)

42.00

~13.00
(Est)

0.00

Avg
Lower l Below
21.4%
New Above
(EBITDA)
High 1 Above
N/A N/A = N/A

Historically ~98%; mgmt is actively
diluting this via other segments.

100% internal consumption this Q; first
direct export order received.

Won [B2.21 Cr new order; focus on non-
offset higher yield business.

Obstacle detection system in final
tuning; 5 proto units tested successfully.

3. MANAGEMENT OUTLOOK & EXECUTION TRACKER

Dimension

Category

Management
Target / Claim

Mathematical Feasibility

Historical Delivery

Risk Flag

Guidance

Guidance

Guidance

Strategy

Strategy

Balance

Revenue
Growth

Margins

Execution

Backward
Integration

New
Verticals

Debt
Reduction

No specific % given,
but "Confident to
grow."

Targeting "Double
Digit" EBITDA.

L&T order ([1,250
Cr) in 2-3 years.

Raneal to reduce
costs/improve WC.

NIART (Railways) &
MRO.

Use QIP funds for
WC/Debt.

Needs ~[500 Cr/qgtr avg to
beat FY24. Achievable given
1,937 Cr order book.

Requires higher mix of
Cable/MRO and successful
BoM reimbursement.

Implies [L00-150 Cr
incremental revenue per
quarter starting H2 FY25.

Already handling PCBA for
DCX; should improve
consolidated margins in
FY25.

MRO MOU signed with 1Al
India; NIART tenders
expected "shortly."

Standalone borrowings
reduced from [503 Cr to [265
Cr (Mar-24).

Delivered 13.5%
growth in FY24.

Mixed; Q1 Consol
EBITDA at 9.78% is
close.

New scale of project;
untested at this
volume.

Facility operational
within 1 year of QIP.

MRO is capex-light;
NIART has 251 Cr

intangible assets (ToT).

Successfully de-
leveraging.

Component
lead times.

Lag in price
hike recovery.

Supply chain
bottleneck.

Inter-company
pricing.

Tender delay
risk.

None.



4. ANALYST Q&A



Q# Relevance

1b

4.5

4.0

5.0

Analyst /

Theme Categor
irm gory

Deepak

Saha/ NIART Capex &

DR Assets Allocation

Choksey

Deepak

Saha/ NIART Business

DR Tenders Overview

Choksey

Deepak

Saha/ Margin . .
Financials

DR Pressure

Choksey

Underlying
Concern

Breakdown of
the (475 Cr
assets in the
NIART
subsidiary.

Status of
commercial
tenders for the
Railway
obstacle
detection
system.

Why gross
margins fell
despite
Raneal's
internal
integration.

Management
Response &

Evaded /

Not Credibility Verdict

Investment
Implication

Addressed

Mgmt clarified
that (251 Cris
Intangible
Assets (ToT)
and (214 Cris
current assets
including bank
balances. This
confirms the None 5.0
heavy
investment in
technology for
the Railway
segment
without
immediate
revenue.

5 prototypes
are being
tested globally
and in India;
mgmt expects
bulk tenders
"very shortly"
but lacks exact
dates. High
potential for a
new revenue
stream, but
timing remains
the primary
overhang for
valuation.

Exact
tender 3.0
dates

Mgmt
explained a
"BoM
Guarantee"
mismatch
where RM
price hikes are
paid now but
reimbursed by
OEMs only at
project
completion.
This implies
current
reported
margins are
"artificially”
suppressed
and should

Actual amt
of recovery

Specific
breakdown

Directional

Logical
bridge



Q# Relevance

3 35
4 40
5 5.0

Analyst /

irm

Deepak
Saha/
DR
Choksey

Mihir
Manohar /
Carnelian

Akshada /
Vivog

Theme (oF:1(=Ts [] 3,

Manpower . .
Financials
Costs
Claim . .
. Financials
Timing
Management
L&T Order
Outlook

Underlying
Concern

Reason for the
spike in
employee
expenses
(%.99 Crvs
~[B.5 Cr).

Frequency of
BoM price hike
reconciliations.

Delivery
timeline for the
1,250 Cr L&T
order.

Management
Response &
Investment
Implication

Evaded /

Addressed

see a lumpy
recovery in H2
or FY26.

Increase
driven by
annual hikes
in March and
aggressive
hiring for
Raneal and
NIART
subsidiaries. None 4.0
Reflects a

ramp-up in

operational

capacity for

the new

1,250 Cr

order

execution.

Reconciliation
usually
happens at
the end of
long-term (2-3
year)
programs,
though large
variations can
be supported
by interim
"cash flow
advances."
This confirms
that DCX's
P&L will
remain volatile
and difficult to
track on a
quarterly
basis.

None 35

Mgmt aims to

finish the 3-

year contract

in 2 years,

féﬁ?viﬁ?f specific 45
start date

starting this

fiscal year

(FY25). This is

the single

Not Credibility Verdict

Validated

Vague
process

Optimistic



Q# Relevance

6 4.0
7 4.5
8 4.0

Analyst /

irm

Vidhit
Shah /
Spark PW

Rajesh
Jain / RK
Capital

Deepak
Saha/
DR
Choksey

Theme

MRO

Category

Business

Opportunity ~ Overview

Q1

Weakness

QIP

Utilization

Business
Overview

Capex &
Allocation

Underlying
Concern

Scale and
partnership
nature of the
IAI MRO
agreement.

Why Q1 is
historically and
currently so
weak.

Status of the
remaining
200 Cr QIP
funds.

Management
Response &
Investment
Implication

biggest growth
driver;
execution here
is the primary
re-rating
trigger.

DCX is the
"only partner"
for electronic
module repair
and spares for
IAl's Indian
service arm.
Thisis a
capex-light,
high-margin
revenue
stream that
diversifies
away from
pure
manufacturing.

Execution
requires
material
arrival, internal
testing, and
security
clearances
which typically
cluster in H1,
leading to H2-
heavy billing.
The market
should judge
DCX on an
annual basis
rather than
quarterly
performance.

Funds are
earmarked for
technology
transfers and
a potential
new defense
JV, with "good
news"
expected
shortly.
Suggests

Evaded /

Not Credibility Verdict

Addressed

Expected

4.0
revenue
None 4.5
Specific JV

3.0
partner

Exclusive
tie-up

Historically
consistent

Anticipatory



Management

Evaded /
Analyst / Underlying Response & s .
Q# Relevance . Theme (oF:1(=Ts [] 3, Not Credibility Verdict
Firm Concern Investment
L. Addressed
Implication
further
inorganic

growth or new
product lines
are imminent.

PATTERN FLAGS & SENTIMENT * The "BoM Guarantee" Anxiety: Analysts were visibly concerned by the
margin dip despite backward integration. Management's defense—that higher costs are contractually
recoverable but not yet in the P&L—creates a "trust me" bridge. While logically sound in aerospace contracting,
it makes quarterly earnings less predictive. * The "Wait for the Tender" Narrative: For NIART (Railways),
management has moved from "development" to "ready for bulk," but the lack of a firm tender date from Indian
Railways remains a point of friction. * Analyst Sentiment Verdict: Analysts appeared cautiously optimistic.
While the Q1 numbers were poor, the [1,250 Cr order win is too large to ignore. The friction lies in when this
translates to cash and whether the "reimbursements” will actually restore double-digit margins. Management
credibility improved due to the L&T win but remains on "watch" regarding the BoM recovery.

GUIDANCE GAPS REVEALED IN Q&A * L&T Delivery: Opening remarks suggested a 3-year timeline; Q&A
revealed an aggressive internal target of 2 years to satisfy customer "yesterday" demand. * Margin
Recognition: The "BoM Guarantee" indicates that FY25 margins might not show the full benefit of Raneal
integration until the older programs (where RM prices spiked) are fully closed out.

5. WHAT CHANGED vs PRIOR QUARTER

First entry — no prior quarter to compare.

What Changed Prior Quarter This Quarter Direction

Order Book 900 Cr (Est) 1,937 Cr t Strong Increase
New Major Client N/A L&T (1,250 Cr Order) t Positive
Subsidiary Status Raneal ramping up Raneal Fully Operational ((#2 Cr Rev) t Improving
MRO Strategy Intent MOU signed with IAl India Services 1 Positive

NIART Progress Prototype stage 5 Proto units tested; tuning final version t Improving
Margin Structure Normal SI Suppressed by BoM Recovery Lag | Deteriorating

Revenue Mix ~98% SI Sl decreasing; Cable/EMS increasing t Improving
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