DCX Systems Ltd — Nov 2024 Quarterly Analysis

1. VERDICT & BUSINESS QUALITY SNAPSHOT

Result: Weak Miss (Financials) / Massive Beat (Order Inflow) One-line: The reported revenue collapse is a
seasonal and component-lead-time mirage; the thesis is strengthened by a jump in the order book to 8,000 Cr
(2.1x FY24 sales) and prestigious direct wins from Lockheed Martin, though the "BOM Guarantee” remains an
opaque margin bridge.

Dimension Sentiment

Beat/Miss vs Guidance

Earnings Quality

This Quarter

Weak Miss

Low (Timing Lags)

Signal | Evidence
Revenue down 36% YoY; PAT down 74% YoY.

Margins suppressed by "BOM Guarantee" costs paid but not
yet recovered.

Management expects 50% of the [B,000 Cr order book to

Guidance Confidence Neutral )
execute in 12 months.
o Direct orders from Lockheed Martin ((B39 Cr total) validate
Management Credibility Strong )
global tier-1 status.
. o . Transition from "Build-to-Print" to "Product Company" via ToT
Business Quality Signal Improving

Key Q&A Exchange

The Street's Primary
Anxiety

Capital Cycle Stage

Margin Trajectory

Q10: Seasonality

Margin Opaqueity

Investment / Ramp-

up

Deteriorating

and NIART JV.

Mgmt explained why 70% of revenue hits in Q4 (lead times/
clearances).

Analysts struggling to value the "BOM Guarantee" recovery
amount.

Raneal (EMS) license secured; NIART product proven; waiting
for tenders.

EBIT margin compressed to 6.59% (Consol) from 9.76% YoY.

(Temp)
- Stable BOM Guarantee protects absolute profit but distorts interim
Pricing Power .
(Contractual) margins.
FCF Conversion & Weak CFO for H1 stood at only [D.75 Cr (Standalone) on PAT of [63.4
Quality Cr (implied).
Competitive Moat Wideni Only Indian company with end-to-end (EMS + S| + Harness +
idenin

Signals 2 MRO) capability.

Net Debt reduced significantly to [69.16 Cr; Cash/FDs at
Balance Sheet Strength Strong

[B77.24 Cr.
Working Capital Inventory spiked to [(264.75 Cr (from 125 Cr) to support H2

- e Deteriorating .ry P ( ) PP
Efficiency execution.
. . Historical H2-heavy execution validates the current lumpy

Mgmt Guidance Track Mixed

performance.

High reliance on Israeli OEMs (IAI/ELTA) during ongoin
Key Vulnerability Geopolitical . . ( ) 2t

conflict.

. Focused on the massive order backlog and technical

Management Tone Confident

Sentiment: CONeutral

milestones over P&L.



Key Takeaways: * Positives: The order book has fundamentally re-rated, jumping from ~[1,900 Cr in Q1 to
[B,000 Cr currently, providing visibility for >2 years of revenue. Securing direct orders from Lockheed Martin
(C460 Cr to DCX + [B79 Cr to Raneal) is a major credibility milestone that reduces dependence on Israeli offsets.
Backward integration is working: Raneal (EMS) contributed [74.3 Cr in H1, providing better supply chain control.
* Negatives: Financials are currently "broken" due to a mismatch in revenue recognition—H1 is historically weak
(23% of FY revenue), and reported margins are artificially depressed by raw material price hikes that
management claims are recoverable but hasn't booked yet. * The Street's Concern: Analysts are frustrated by
the lack of quantified "BOM Recovery" figures. Management's inability to fly to Israel to finalize these accounts
due to the war creates a lingering "trust me" bridge that prevents immediate valuation re-rating. * Watchpoint:
Implied H2 FY25 Revenue Run-rate. To meet management’s implicit target of executing 50% of the backlog,
DCX must deliver ~[1,160 Cr in H2, requiring a 250% jump from H1 levels.

2. BUSINESS PERFORMANCE

2A. KEY METRICS

DATA SOURCE: PPT figures are primary. Concall used for Mgmt Commentary.

Current Qtr

Metric Trend Mgmt Commentary

(Q2)

YoY decline due to component lead times;

Revenue (Cr) 195.62 1 36.7% 1 41.7% ! . .
execution is H2 weighted.
Margins hit by lower volume absorption and RM
EBIT (OCr) 12.90 1 57.2% 1 20.6% ! )
price lags.
. Product mix and lack of BOM recovery income
EBIT Margin % 6.59% 1 317 bps 1 116 bps ! .
suppressed margins.
PAT (OCr) 5.22 L 73.7% 1 77.5% ! Impacted by lower operating leverage.
*Vs ~[2,435 Cr last year. Massive jump from
Order Book (OCr) 3,000.00 1 23.2%* 1 54.9% 1 )
Lockheed win.
Includes Lockheed ([839 Cr) and ELTA ([154 Cr)
Order Inflow (OCr) 1,298.00 1 1 1
and others.
. Based on opening order book. Reflects slow
Execution Rate (%) 9.0% ! 1 ! .
start to fiscal year.
Book-to-bill (x) 2.10x 1 1 ) Based on trailing 12M revenue of ~[1,278 Cr.
Massive deleveraging from QIP funds and
Net Debt (OCr) 69.16 1 84.1% - 1 . .
collection of old receivables.
Working Capital Inventory build-up (from 125 Cr in Mar-24) to
264.75 1 111% 1 U
(Inventory) support H2.

2B. SEGMENT BREAKDOWN



Segment

Revenue (O
Cr)

Margin

Trend

Key Development

System
Integration

Raneal (EMS)

Cable &
Harness

NIART
(Railways)

~100 (Est)

74.30 (H1)

Not Discl.

0.00

P Lower
N/A Higher
1 High

- N/A

"turnkey" for better yield.

Majority of current orders; moving toward

Secured first direct export order from Lockheed
(CB79 Cr).

profile.

! Below
1 Above
i Above
= N/A

3. MANAGEMENT OUTLOOK & EXECUTION TRACKER

Dimension

Category

Management
Target / Claim

Required Run-Rate /
Mathematical Feasibility

Historical Delivery

Targeted for expansion due to 10-15% margin

Product approved by RDSO; waiting for bulk
tender from Indian Railways.

Risk Flag

Guidance

Guidance

Guidance

Strategy

Strategy

Strategy

Execution

Margins

NIART JV

Backward
Integration

MRO

Technology

50-60% of [B,000 Cr
order book in 12
months.

Targeting "Double
Digit" EBITDA.

To execute [250 Cr+
from Railway
tenders shortly.

Raneal to handle
major value addition
for DCX.

MOU with 1Al India
for module repairs.

Spend USD 30M on
new ToT / JVs.

Needs (1,500 Cr in 1 year,;
requires massive H2
(1,100 Cr+).

Requires successful "BOM
Guarantee" settlement and
NIART ramp.

Zero revenue currently;
depends entirely on Govt
tender timing.

Raneal doing [74 Crin H1,;
shows strong
operationalization.

Capex-light; expected to be
a high-margin revenue
stream.

Funds available ((B77 Cr);
mgmt says "good news" by
Dec-24.

Delivered (1,424 Cr
in FY24; feasible but
tight.

Currently at 7.07%
(EBITDA H1 Consol);

big gap.
Prototype testing

success (RDSO)
confirmed.

Facility
operationalized within
12 months.

First entry.

NIART ToT (ELTA)
already executed.

Component lead
times (22
weeks).

War delaying
Israel travel for
settlement.

Tender delay
risk.

High inter-
company trade.

Timing of first
revenue.

Tech absorption
speed.



4. ANALYST Q&A



Analyst /

Q# Relevance .
irm

Deepak
Saha (KR
Choksey)

Deepak
Saha (KR
Choksey)

Deepak
Saha (KR
Choksey)

Theme

Categor
Cluster gory

Raneal Win  Financials
SAM .
. Business
Opportunity
BOM . .
Financials
Guarantee

Underlying
Concern

"Does the
[B79 Cr
Lockheed
order in
Raneal mean
better margins
because it's
PCBA?"

"How are we
positioned for
QRSAM
(Quick
Reaction
Surface-to-Air
Missile)
opportunities?"

"Any major
development
on the
recovery of
raw material
cost hikes
from
customers?"”

Management
Response &
Investment
Implication

Management
confirmed that
while PCBAis
core, they
cannot
disclose
specific
margins per
product due to
NDA/Security,
but Raneal
supports
DCX’s overall
value chain.
This implies
higher
consolidated
margins as
backward
integration
reduces
external
subcontracting
costs.

DCXis a
preferred
vendor for
LRSAM and is
following up
with Bharat
Electronics
(BEL) for
QRSAM,
though
specific order
dates are
unknown. This
positions DCX
as a key sub-
vendor for
major missile
indigenization
programs.

Management
explained that
the Israeli war
prevents them
from flying to
finalize
calculations,
but the money
is

Evaded /

[\[o] Credibility Verdict

Addressed

Specific
margin % 35
for Raneal

Exact
participation 3.0
status

Exact
amount of 25
recovery

Directional

Anticipatory

Opaque
Bridge



Q# Relevance

5 315
8 4.0
9 4.5

Analyst /

irm

Saumil
Shah
(Paras
Inv.)

Mihir
Manohar
(Carnelian)

Mihir
Manohar
(Carnelian)

Theme

Categor
Cluster gory

Cash
o Capex
Utilization
Order
. Outlook
Execution
Share
Governance
Warrants

Underlying
Concern

"How will the
~[1,000 Cr
cash on books
be utilized?"

"When will
Lockheed and
L&T order
revenue
booking
actually start?"

"What is the
[20O0 Cr share
warrant entry

Management
Response &
Investment
Implication

"gentleman's
promise" and
contractually
protected.
This confirms
that H2
margins are
contingent on
the
geopolitical
situation
allowing for
reconciliation
travel.

Funds are
earmarked for
USD 10M JV
payments
(NIART), USD
30M for a new
tech Jv
(expected
Dec), and (25
Cr for MRO
acquisition.
This indicates
a pivot toward
high-margin
intellectual
property and
service
revenue over
pure
assembly.

Management
aims to
execute a
portion in the
current fiscal
year (FY25)
as initial
qualification
hazards are
cleared. This
is a critical
signal for a
massive Q4
revenue spike.

This relates to
share
warrants

Evaded /

[\[o] Credibility Verdict

Addressed

None 4.0
Specific

month/ 3.0
quarter

None 5.0

Clear and

Quantified

Optimistic

Specific/
Legal



Q# Relevance

10

12

5.0

4.5

Theme
Firm Cluster

Analyst /

(o:11:Ts[o]3

Mihir
Manohar Seasonality  Financials
(Carnelian)
Shikhar
NIART )

Mundra . Business

) Economics
(Vivog)

Underlying
Concern

in the
consolidated
cash flow?"

"Why does
70% of
revenue
happen in Q4?
Is it
manufacturing
or approval
timing?"

"How does the
NIART
obstacle
detection
system cost-fit
for Indian
Railways?"

Management
Response &
Investment
Implication

Evaded /
[\[o] Credibility
Addressed

issued by the
NIART
subsidiary to
ELTA Systems
(JV partner)
as part of the
50.1/49.9%
stake
agreement.
This clarifies
the JV
structure and
confirms
ELTA's long-
term
commitment
via equity.

Management
explained that
22-week
component
lead times and
OEM's Dec-
end budget
cycles
naturally push
production None 5.0
and billing into
DCX's Q4.
This validates
the thesis that
H1 numbers
are poor
predictors of
full-year
health.

Each unit
costs ~[15 Cr
per loco, but
management
argues the
costis
"peanut”
compared to
the liability of
elephant hits
or fuel
efficiency
gains (40%
better). This
frames the
product as an

Precise
price list

Verdict

Logical
explanation

Value-
driven pitch



Management

Evaded /
Analyst / Theme Underlying Response & o .
Q# Relevance . Category [\[o] Credibility Verdict
Firm Cluster Concern Investment
L. Addressed
Implication
"essential
safety" buy

rather than a
discretionary
upgrade.

PATTERN FLAGS & SENTIMENT * Theme: The "Israel Friction" - Multiple analysts (Saha, Mundra) pushed
on the BOM recovery and the inability to finalize accounts. Management's posture was firm that the money is
safe but stuck behind a "travel barrier" due to the war. This remains a live overhang—until management flies to
Israel, the P&L will understate true profitability. * Theme: Component Lead Times - The 22-week lead time was
the recurring defense for the H1 revenue miss. Management appeared confident that procurement for the 8,000
Cr backlog is now "under control,"” signaling a backend-heavy FY25. * Analyst Sentiment: Cautiously optimistic.
Analysts were impressed by the Lockheed wins but remained skeptical of the margin trajectory given the
repeated "wait for the year-end" refrain. Management credibility was bolstered by the net debt reduction and the
RDSO approval for NIART.

GUIDANCE GAPS REVEALED IN Q&A | Topic | What Mgmt Claimed (PPT / Opening) | What Q&A Revealed |
Gap / Walk-back | Risk to Thesis | | :--- | :--- | :--- | :--- | :--- | | Revenue Growth | "Consistent growth driven by
execution." | Execution of new orders is just starting; lead times are 22 weeks. | H1 is significantly down (30%);
full-year growth depends entirely on a record Q4. | High; any supply chain glitch in Q4 kills FY25. | | NIART
Tender | "Targeting domestic railway market.” | "We don't have an exact date when this requirement [tender] will
come." | Product is ready, but the customer (Railways) hasn't opened the shop yet. | Timing risk on [250 Cr+
revenue. |

5. WHAT CHANGED vs PRIOR QUARTER

What Changed Prior Quarter This Quarter Direction

Order Book 1,937 Cr 8,000 Cr 1 Massive Expansion

Customer Mix Heavy Israel dependence Added Lockheed Martin ((B39 Cr) 1 De-risking
Net Debt reduction in )

Balance Sheet Net Debt down to [69 Cr (vs [(#34 Cr YoY) 1 Strengthening
progress

Subsidiary . Raneal secured direct export license/ . )
Raneal ramping up 1 Vertical Integration

Status orders

. . . RDSO approval received; product .
Railway Vertical Prototype testing . . 1 De-risked Tech
proven
L. . - "BOM recovery still pending" (Delayed by
Margin Signal BOM recovery pending e - Stagnant Overhang

1 WC Pressure (Positive for

Inventory Normal levels Spiked 111% YoY to [264 Cr H2)

INVESTOR NOTES: * The Thesis remains intact but requires patience. The stock will likely trade on "Order
Inflow" momentum while the P&L catches up in Q4. * Watch the Inventory-to-Revenue conversion. The 111%
spike in inventory is the clearest leading indicator that management is prepping for a massive execution burst in
H2. * BOM Recovery is the key "hidden asset." Once reconciled, it will likely flow as a one-time high-margin



gain or an upward revision in gross margins. * CFO Quality: CFO-to-PAT is currently very poor (near zero)
because cash is locked in Inventory/Receivables. This is typical for defense OEMs in a ramp-up phase but must
be monitored for collection speed in March '25.
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