Aeroflex Industries Ltd.

IPO Note

Company Overview

Aeroflex Industries Ltd. (AIL), a subsidiary of SAT Industries Ltd., is engaged in the business of man-
ufacturing and supplying metallic flexible flow solution products which include braided hoses, un-
braided hoses, solar hoses, gas hoses, vacuum hoses, braiding, interlock hoses, hose assemblies,
lancing hose assemblies, jacketed hose assemblies, exhaust connectors, exhaust gas recirculation
(EGR) tubes, expansion bellows, compensators, and related end fittings. The company’s flexible flow
solutions are made with stainless steel corrugation conforming to BS 6501 Part 1, ISO 10380, and
PED CE with diameter sizes ranging from 0.25 inch to 14 inches and designed to handle tempera-
tures levels from negative 196 degrees celsius to 982 degrees celsius and pressure handling capaci-
ty of up to 300 bars. The business product offerings (1,700+ SKUs) enable the flow of all forms of
substances - air, liquids and solids and cater to a wide range of end-user industries like steel, oil and
gas, refineries, fire sprinklers & fire fighting, chemicals & petrochemicals, metals & mining, solar and
other industries. The company has a manufacturing facility located at Taloja, Maharashtra. As of
March 31% 2023, the export side of the business contributed to 80.6% of the revenue from opera-
tions, by serving 217 customers across 51 countries. The remaining business was domestically driv-
en which catered to 506 customers in FY23.

Objects of the issue
The net proceeds from the fresh issue will be used towards the following purposes:

= Full or part repayment and/or prepayment of certain outstanding secured borrowings (including
foreclosure charges, if any) availed by the company.

= Funding working capital requirements of the company.

= General corporate purposes and unidentified inorganic acquisitions.

Investment Rationale

High entry and exit barriers with no listed peers

AlL’s customer base includes distributors, fabricators, maintenance repair and operations companies
(MROs), and original equipment manufacturers (OEMs). OEMs are subject to tighter regulatory and
industry standards with any change in the vendor of the product requiring significant time and ex-
pense on their part. This places companies like AlL in a favorable spot and creating an effective exit
barrier for the industry. The company provides customized solutions to its customers as per the de-
sign and specifications provided by them through its manufacturing facility located in Taloja, Maha-
rashtra which has an installed capacity of 11 million meters per annum. As on 31" March 2023, the
company’s design and R&D team had a pipeline of 57 products under various phases. Going for-
ward, the business aims to develop its design capabilities to offer upfront design services to custom-
ers as well which will further enhance its customer service and allow it to tap into a larger value chain
of the flow solutions. Thus, the company’s continuous focus on R&D and sound manufacturing infra-
structure has enabled it to meet the high volume demands of its customers, leading to high entry
barriers for smaller firms.

Diversifying customer offerings, with an increasing focus on international expansion

The company is involved in developing and manufacturing flexible flow solutions made with stainless
steel of various grades. Moving ahead, the business aims to further strengthen its domestic and glob-
al market positioning by foraying into flexible flow solutions made with other high-end materials which
include bronze, polytetrafluoroethylene, haste alloy, inconel, and monel. This will not only aid in in-
creasing its customer base but also in optimizing its operating margins on the way ahead. On the
international front, the business aims to expand its presence into geographies such as the USA, Eu-
rope, Far East Region, and the Middle East and North Africa (MENA) region by opening up ware-
houses, distribution centers, and business development offices. The company incorporated “Aeroflex
Industries Limited” in 2019 as a wholly-owned subsidiary in the United Kingdom (UK) to create a bet-
ter presence in its export business.
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Valuation & Outlook

The global SS flexible hose industry is estimated to be worth USD 25 billion in 2020 with the size of SS corrugated hose estimated at USD
12.5 billion. This is expected to expand to USD 38 billion and USD 18 billion, respectively by 2027. The short-term growth is expected to
be driven by the traditional industry segments like manufacturing, automotive, oil & gas (Exploring & Refineries), and HVAC system. Mean-
while, the increasing focus on industries with government support like electric vehicles and renewables (increase in solar power generation
capacity) and high precision products like semiconductor and robotic applications are poised to drive the long-term growth of the business.
A key monitorable for the business remains the low cost of rubber/ polymer hose which is expected to narrow with increasing awareness of
stainless steel corrugation. On the financial front, the business has effectively scaled its operational margins to 20.05% in FY23 compared
to 15.43% in FY21 and its debt/equity ratio has declined to 0.39x in FY23 as against 0.9x in FY22. On the upper end of the price band,
the issue is valued at a P/E of 41x based on FY23 earnings which we feel is fairly valued given the large headroom for growth.
We, therefore, recommend a “Subscribe” rating for the issue.

Key Risks
= The company does not enter into long term contracts with its suppliers and is highly dependent on China for its raw materials.

= The company’s operations are highly dependent on its top five customers.

= The company may be subject to significant import duties or restrictions of the relevant jurisdictions as a significant portion of its reve-
nue is dependent on its export business.
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Income Statement (Rs. in millions)

Particulars

Revenue 1,448 2,408 2,695
Revenue from Operations 1,448 2,408 2,695
Total Revenue 1,448 2,408 2,695
Expenses

Cost of material consumed 945 1,563 1,878
Changes in inventory (9) (3) (178)
Employee benefit expenses 131 175 232
Other expenses 157 205 222
Total Operating Expenses 1,224 1,941 2,154
EBITDA 223 467 540
Depreciation and Amortization expenses 38 42 52
Other income 1 2 0
EBIT 186 427 488
Finance costs 89 63 46
Exceptional Item 16 (4) 31
PBT 80 369 412
Current tax - 83 102
Short/ (Excess) Provision for Earlier Years - (0) 6
Deferred Tax charge/ (credit) 20 10 2
Total tax 20 94 111
PAT 60 275 302
Diluted EPS 0.5 24 2.6

Source: RHP, BP Equities Research

Cash Flow Statement (Rs. in millions)

Particulars FY21 FY22 FY23

Cash Flow from operating activities 121 321 38
Cash flow from investing activities (29) (134) (95)
Cash flow from financing activities (104) (139) 36
Net increase/(decrease) in cash and cash equivalents (12) 47 (21)
Cash and cash equivalents at the beginning of the period 48 36 83
Cash and cash equivalents at the end of the period 36 83 63

Source: RHP, BP Equities Research
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Balance Sheet (Rs. in millions)

Particulars

Equity and Liabilities

Equity Share Capital 229 229 229
Other equity 359 634 912
Total Equity 587 862 1,141

Non-Current Liabilities
Financial Liabilities

(i)Borrowings 353 210 197
(ii)Other financial liabilities - - -
Provisions - - -
Deferred Tax Liabilities (net) - 1 3
Other non-current liabilities 9 9 10
Total Non-Current Liabilities 362 220 210

Current Liabilities
(a) Financial Liabilities

(i) Borrowings 178 181 253
(i) Trade Payables

(A) total outstanding dues of micro enterprises and small enterprises 6 1 88
B) total outstanding dues of creditors other than micro enterprises and small

e(nt)erprises ? P 398 341 278
(b) Other current liabilities 86 154 109
(c) Current tax liabilities (Net) - 75 61
Total Current Liabilities 667 752 789
Total liabilities 1,029 972 999
Total Equity and Liabilities 1,616 1,834 2,140
Assets

Non-Current Assets

Property, plant and equipment 430 458 555
Capital work in Progress - 64 6
Other intangible assets 2 3 8
Intangible assets under development 3 3 -

Financial Assets
(i) Investments and Loans - - -
(ii) Trade Receivables - - -

(iii) Others 3 0 -
Deferred Tax Assets (Net) 10 - -
Other non-current assets 14 17 26
Total Non-Current Assets 462 545 595
Current Assets

Inventories 343 358 560
Financial assets

(i) Trade receivables 338 526 670
(ii) Cash and cash equivalents 35 82 61
(iii) Bank balances other than cash and cash equivalents 1 1 1
(iv) Others 4 5 6
Current Tax Assets 0 - -
Other current assets 433 317 246
Total Current Assets 1,154 1,290 1,544
Total Assets 1,616 1,834 2,140

Source: RHP, BP Equities Research
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Analyst (s) Certification:

We analysts and the authors of this report, hereby certify that all of the views expressed in this research report accurately reflect our
personal views about any and all of 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. Analysts aren't registered as research ana-
lysts by FINRA and might not be an associated person of the BP Equities Pvt. Ltd. (Institutional Equities).

General Disclaimer

This report has been prepared by the research department of BP EQUITIES Pvt. Ltd, is for information purposes only. This report is not
construed as an offer to sell or the solicitation of an offer to buy or sell any security in any jurisdiction where such an offer or solicitation
would be illegal.

BP EQUITIES Pvt. Ltd have exercised due diligence in checking the correctness and authenticity of the information contained herein, so
far as it relates to current and historical information, but do not guarantee its accuracy or completeness. The opinions expressed are our
current opinions as of the date appearing in the material and may be subject to change from time to time. Prospective investors are cau-
tioned that any forward looking statement are not predictions and are subject to change without prior notice.

Recipients of this material should rely on their own investigations and take their own professional advice. BP EQUITIES Pvt. Ltd or any
of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvert-
ent error in the information contained in this report. BP EQUITIES Pvt. Ltd. or any of its affiliates or employees do not provide, at any
time, any express or implied warranty of any kind, regarding any matter pertaining to this report, including without limitation the implied
warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report should rely on their own
investigations.

BP EQUITIES Pvt. Ltd and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities men-
tioned in this report. Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to
update on a reasonable basis the information discussed in this material, there may be regulatory, compliance, or other reasons that pre-
vent us from doing so.

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by any person in any
locality, state and country or other jurisdiction where such distribution, publication or use would be contrary to the law or regulation or
would subject to BP EQUITIES Pvt. Ltd or any of its affiliates to any registration or licensing requirement within such jurisdiction.
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