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Azad Engineering Ltd is one of the key manufacturers of
company’s qualified product lines supplying to global original
equipment manufacturers (“OEMs”) in the energy, aerospace and
defence, and oil and gas industries, manufacturing highly
engineered, complex and mission and life-critical components.
Company manufacture complex and highly engineered precision
forged and machined components that are mission and life-
critical and hence, some of company’s products have a “zero
parts per million” defects requirement . As of September 30,
2023, company generated a revenue of X1,142.92 million from
sale of airfoils/ blades for the energy industry, which comprised
of 72.00% of company’s revenue from operations. Company
compete with manufacturers from China, Europe, USA and
Japan.

VALUATION

Company is bringing the issue at price band of Rs 499-524 per
share at p/e multiple of 58x on post issue annualized H1FY?24
PAT basis.

Company is preferred name in the manufacturing of highly
engineered, complex, and mission and life- critical high precision
components for global OEMs growing competition from China
and Eastern Europe. Company’s supplying to OEMs with high
global market penetration has long-standing and deep customer
relationships with advanced manufacturing facilities with a
diverse range of products and solutions with focus on innovation
and cost competitiveness and consistent track record of financial
performance.. Hence ,looking after all above we recommend
“Subscribe” on issue.

SUBSCRIBE

Price Band (Rs./Share)

499-524

Opening date of the issue

20* Dec ‘2023

Closing Date of the issue

22" Dec 2023

No of shares pre issue

54,532,842 Eq Shares

Issue Size Rs 740 Cr
Fresh issue Rs 500 Cr
Offer For Sale Rs 240 Cr
Face Value (Rs/ share) Rs 2/share
Bid Lot 28
Employee Reservation Rs 4 Cr

BIDDING DETAILS

QIBs (Including Anchor)

50% of the offer (Approx
7022886 Eq Shares)

Non-Institutional

15% of the offer (Approx
2106866 Eq Shares)

Retail

35 % of the offer ( Approx
4916021 Eq Shares)

Employee

Rs 4 Cr

Lead managers

Axis Capital, ICICI Securities,
SBI Capital Markets, Anand
Rathi Advisor

Registrar to the issue

KFin Technologies Ltd

WHAT WE LIKE

Engineered for success and a preferred name in the manufacturing of highly engineered, complex and
mission and lifecritical high precision components for global OEMs despite growing competition from
China, Europe, USA and Japan

Company is one of the key manufacturers of qualified product lines supplying to global OEMs primarily engaged in highly regulated
industries, including energy, aerospace and defence and oil and gas industries, manufacturing highly engineered, complex and mission
and life-critical components . Company’s customers include global OEMs across energy, aerospace and defence, and oil and gas
industries such as General Electric, Honeywell International Inc., Mitsubishi Heavy Industries, Ltd., Siemens Energy, Eaton
Aerospace and MAN Energy Solutions SE.

Consistent track record of financial performance

Company have demonstrated consistent growth in terms of revenues and profitability. Company’s total revenue from operations
increased by 105.08% from % 1,227.21 million in Fiscal 2021 to X 2,516.75 million in Fiscal 2023 and was % 1,587.47 million in the
six months ended September 30, 2023.

Experienced Promoter and management team backed by marquee investors

Company is led by its Promoter Rakesh Chopdar who has helped expand company’s operations within India and globally and has
been associated with company as a director since 2003. Rakesh Chopdar has more than two decades of experience in engineering and
manufacturing activities. Company is also backed by Piramal Structured Credit Opportunities Fund, DMI Finance Private Limited
and other investors.
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COMPANY BACKGROUND

Company’s components have been supplied to countries such as USA, China, Europe, Middle East, and Japan since its inception.
Accordingly, company is a key link in the global supply chain for OEMs . Company increased revenue from 1,240.00 million in
Financial Year 2020 to %2,516.75 million in Financial Year 2023 (CAGR of 27% between Financial Years 2020 and 2023) with an
adjusted EBITDA margin of 31.61% in Financial Year 2023. Company is one of the fastest growing manufacturers (in terms of revenue
growth for the period between Financial Years 2020 — 2023) with one of the highest EBITDA margins among the key players for
machined components for the key industries serviced by it. Company’s vision is to revolutionize the global precision manufacturing
industry and disrupt the industries in which company operate in with cutting-edge technology while contributing towards India’s
evolving manufacturing ecosystem. Company’s products include 3D rotating airfoil/ blade portions of turbine engines and other critical
components for (a) gas, nuclear and thermal turbines used in industrial applications or energy generation, and (b) defence and civil
aircrafts and spaceships. The demand for such precision, forged and machined components is driven by requirements relating to energy
turbines (industrial, gas, nuclear and coal), aircrafts (commercial and military), amongst others .

Airfoils/ blades are one of the most critical 3D rotating and stationary parts of a turbine in the compression section. To sustain the high
pressure, airfoils/ blades are made up of exotic/ super alloys and manufactured with a unique process designed by company. In the
energy industry, company produces high-precision rotating and stationary 3D airfoils/ blades, special machined parts and combustion
component assemblies for land-based turbines with applications in industrial and energy plants using different fuel types such as nuclear,
hydrogen, natural gas and thermal. Company’s aerospace and defence products include airfoils/ blades and components for engines,
auxiliary power units (“APUs”), hydraulics, actuating systems, flight controls, fuel and inerting sections of commercial and defence
aircrafts and spacecrafts, among other defence systems and various critical components for missiles. Company have supplied critical
components to major commercial aircraft manufacturers such as B737, B737 Max, B747, B777, B777X, A320, A350, A355, A350
XWB, Gulfstream G550 and are currently in discussions for supply of components for new engine platforms to various kinds of aircraft
manufacturers . For the oil and gas industry, company manufacture components of drilling rigs such as drill bits and other critical
components that are used in drilling equipment and are part of exploration and production phase.

Company has been in operations for 15 years and have substantial experience as a tier 1 supplier of high precision forged and machined
components in the energy and aerospace and defence industries with sales in 15 countries in the period between March 31, 2021 and
September 30, 2023 in the industries in which company operate. The demand for these products is driven by the orders for these
components in either new energy turbines (industrial and gas, nuclear and coal energy plants), or the service market . The demand for
both in turn is driven by energy consumption and growth in energy demand.

Among the addressable markets for company, the overall global energy turbine components market for application in industrial and
energy generation in Financial Year 2022 was Rs 283.25 billion and is expected to be Rs 282.70 billion by Financial Year . There is a
high variation in expected CAGR between gas, nuclear and coal turbines with highest CAGR expected for components of nuclear
turbines (+8% CAGR by Financial Year 2027) followed by gas turbine (+1% CAGR by Financial Year 2027) . In Financial Year 2023,
company have supplied to customers which control approximately 70% of the gas turbine market (based technology ownership and
number of units ordered in first half of Fiscal 2022) globally . Company supply components to five of the key manufacturers in the
turbine manufacturing industry . Further, the market for aerospace and defence components was the largest at Rs 990 billion in Financial
Year 2022 and is expected to go up to Rs 1,530 billion by Financial Year 2027 with the highest CAGR of +9% by 2027 .Company
supply components to six of the key manufacturers in the aerospace and defence industries . The overall addressable market across
energy and aerospace and defence components for company is expected to grow at +7% CAGR from Rs 1,280 billion in Financial Year
2022 to Rs 1,810 billion in Financial Year 2027 2027 . Additionally, the addressable market for oilfield drilling components is expected
to grow at +4% CAGR by Financial Year 2027 .

Company have four advanced manufacturing facilities in Hyderabad, Telangana, India, capable of producing high precision forged and
machined components with a total manufacturing area of approximately 20,000 square metres. Further, company have two
manufacturing facilities in the pipeline at (a) Tuniki Bollaram village in Siddipet district, Telangana and (b) Mangampet village,
Sangareddy district, Telangana, with a total manufacturing area of 94,898.78 square metres and 74,866.84 square metres, respectively.
The construction and development of these proposed manufacturing facilities are intended to be funded from company’s internal
accruals. Company’s upcoming manufacturing facility at Tuniki Bollaram village in Siddipet district, Telangana is proposed to have
dedicated and exclusive manufacturing setups for its customers. Company plan to initially introduce this exclusive manufacturing setup
for production of critical and complex components such as airfoils/ blades and other special machined parts for gas and thermal turbines
for Mitsubishi Heavy Industries, Ltd., one of company’s long-standing customers.
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INVESTMENT RATIONALE

Supplying to OEMs with high global market | Based on company’s deep market knowledge and continuing interactions
penetration with its long-standing customers, which gives company expansive insight
into multiple industries, company serve as a critical source supplier for
global OEMs. The global energy consumption has increased from 406
exajoules (“EJ”) in 2017 to 449 EJ in Financial Year 2022 with annualized
growth rate of 2% from Financial Years 2017-2022. Industrial energy
consumption has increased from 143 gigawatt (“GW”) in 2010 to 167 GW
in Financial Year 2021. Out of this industrial energy consumption, more
than three-fourths of the market is consumed for non-power end use
applications. Global electricity consumption increased from 77 EJ in
Financial Year 2017 to 92 EJ in Financial Year 2022. Global capacity for
energy generation stood at 8,185 GW in Financial Year 2021. Out of this,
the global capacity for gas energy generation was 1,850 GW, 390 GW
capacity for nuclear energy generation and 2,184 GW capacity for coal
energy generation in Financial Year 2021 . The overall global energy turbine
components market for application in industrial and energy generation in
Financial Year 2022 was Rs 283.25 billion and is expected to be Rs 282.70
billion by Financial Year 2027 . There is a high variation in expected CAGR
between gas, nuclear and coal turbines with highest CAGR expected for
components of nuclear turbines (+8% CAGR by Financial Year 2027)
followed by gas turbine (+1% CAGR by Financial Year 2027) . The steam
turbine manufacturing market is concentrated with top five players
contributing to more than 60% of the market based on orders as of
September 30, 2023, and the gas turbine manufacturing market is highly
concentrated with top five players contributing to more than 80% of the
market.

Long-standing and deep customer relationships | Company has existing relationships with both Indian and global OEMs.
Company’s long-standing customer base comprises leading product OEM
companies, key strategic and globally preferred partners such as General
Electric and Mitsubishi Heavy Industries, Ltd., with whom company have
an average relationship of over 10 years. Further, company’s integrated
manufacturing and supply chain solutions together with its scale of
operations, technical know-how, value added design and engineering
expertise, allows company to cater to several Indian and global OEMs.

Advanced manufacturing facilities with a diverse | As of September 30, 2023, company have four manufacturing facilities in
range of products and solutions with focus on | Hyderabad, Telangana in India which are spread across approximately
innovation and cost competitiveness 20,000 square metres and have a combined annual installed capacity of
642,310 hours per annum, annual actual production of 578,316 hours per
annum and capacity utilization of 90 % per annum. Company propose to
fund capital expenditure requirements of Company through the Net
Proceeds towards the purchase of plant and machinery for its existing
manufacturing facilities.
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OBJECTS OF OFFER

Source:RHP

INDUSTRY OVERVIEW
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AZAD ENGINEERING LIMITED

Consolidated Financials (Rs in Mn)
Financials FY21 FY22 FY23 H1FY24
Total Revenue (A)
1227.21 1944.67 2516.75 1587.47
Total Expenditure (B)
945.67 1321.99 1793.97 1062.18
EBIDTA
281.54 622.68 722.78 525.29
EBIDTA Margin
22.94 32.02 28.72 33.09
Other Income
23.09 47.96 98.46 107.88
Depreciation
88.73 133.14 165.83 98.43
EBIT
215.90 537.50 655.41 534.74
Interest
53.54 136.16 523.82 218.60
PBT
162.36 401.34 131.59 316.14
Extraordinary Items
0.00 0.00 0.00 0.00
PBT
162.36 401.34 131.59 316.14
Share of profit in associate
0.00 0.00 0.00 0.00
PBT
162.36 401.34 131.59 316.14
Tax
47.36 106.77 46.86 47.25
PAT
115.00 294.57 84.73 268.89
NPM
9.37 15.15 3.37 16.94
ROE % 12.65 25.37 4.23 11.86
EPS 2.53 6.49 1.79 5.43
Eq Cap
15.13 15.13 16.52 99.11
Net Worth 908.92 1,200.07 2,039.88 2,305.39
(Source: RHP)
Peer Comparison
Company Name Face value P/E Revenue EPS NAV ROE %
from
operations
(Rs in Mn)
Azad Engineering Limited
g 9 2 N.A 2615.21 179 42.30 4.23
Peers
MTAR Technologies Limited 33.62
10 67.85 5932.28 201.13 16.72
Paras Defence and Space 9.25
Technologies Limited 10 77.50 2306.50 10.60 8.69
Dynamatic Technologies 67.32
Limited 10 88.73 13255.30 79.47 7.93
Triveni Turbine Limited 5.97
1 75.64 12901.73 23.83 25.47
(Source: RHP)
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DISCLAIMER

HEM Securities Limited (“Research Entity or HSL”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is licensed
to carry on the business of broking, depository services, merchant banking services, Portfolio Management Services and other
related activities. Broking services offered by HEM Securities Limited are under SEBI Registration No.: INZ000168034.

This Report has been prepared by HEM Securities Limited in the capacity of a Research Analyst having SEBI Registration No.
INH100002250 and distributed as per SEBI (Research Analysts) Regulations 2014. This report does not constitute an offer or
solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. The information
contained herein is from publicly available data or other sources believed to be reliable. This report is provided for assistance only
and is not intended to be and must not alone be taken as the basis for an investment decision. The user assumes the entire risk of
any use made of this information. Each recipient of this report should make such investigation as it deems necessary to arrive at an
independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks
involved), and should consult his own advisors to determine the merits and risks of such investment. This should not be construed
as invitation or solicitation to do business with HSL. The investment discussed or views expressed may not be suitable for all
investors.

This information is strictly confidential and is being furnished to you solely for your information. This information should not be
reproduced or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in
part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or
resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use
would be contrary to law, regulation or which would subject HSL and associates / group companies to any registration or licensing
requirements within such jurisdiction. The distribution of this report in certain jurisdictions may be restricted by law, and persons
in whose possession this report comes, should observe, any such restrictions. The information given in this report is as of the date
of this report and there can be no assurance that future results or events will be consistent with this information. This information
is subject to change without any prior notice. HSL reserves the right to make modifications and alterations to this statement as may
be required from time to time. HSL or any of its associates / group companies shall not be in any way responsible for any loss or
damage that may arise to any person from any inadvertent error in the information contained in this report. HSL is committed to
providing independent and transparent recommendation to its clients. Neither HSL nor any of its associates, group companies,
directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential
including loss of revenue or lost profits that may arise from or in connection with the use of the information. Our proprietary trading
and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein. Past
performance is not necessarily a guide to future performance .The disclosures of interest statements incorporated in this report
are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report.

We offer our research services to clients as well as our prospects. Though this report is disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. We will not treat recipients as customers by virtue of
their receiving this report.

HSL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time to
time, have long or short positions in, and buy or sell the securities thereof, of company(ies), mentioned herein or (b) be engaged in
any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial
instruments of the subject company/company(ies) discussed herein or act as advisor or lender/borrower to such company (ies) or
have other potential/material conflict of interest with respect to any recommendation and related information and opinions at the
time of publication of research report or at the time of public appearance.

Investments in securities market are subject to market risks, read all the related documents carefully before investing.
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