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The Issue

Type of Issue Rs. Mn
Fresh Issue 2,400
Offer for Sale 5,000
Total 7,400
Post issue mkt cap * 30,975
Lot size 28 shares

*At Upper Price Band

Issue Break-Up

Reservation for % of Issue
QlB 50%
NIl 35%
Retail 15%
Total 100%

Indicative Offer Timeline Indicative Date

Bid/Offer Opening Date 20 Dec, 2023
Bid/Offer Closing Date 22 Dec, 2023
Finalization of the Basis of Allotment 26 Dec, 2023
Credit of shares 27 Dec, 2023
Listing Date 28 Dec, 2023
Repayment/Pre-payment of borrowings 1,382
Funding Capex 604
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Azad Engineering Limited

IPO Meet Note Rs. 499-524 Subscribe

High entry barrier products with global scale...

Company Overview:

=

Azad Engineering Ltd is one of the key manufacturers of our qualified product lines in the aerospace and de-
fence, energy and oil and gas industries, manufacturing highly engineered, complex and mission and life-
critical components.

Their products include 3D rotating airfoil portions of turbine engines and other critical products for defence
and civil aircrafts, spaceships, defence missiles, nuclear power, hydrogen, gas power, oil and thermal power.

They operate in the energy, aerospace and defence, and oil and gas industries and work with global original
equipment manufacturers (“OEMs”) operating in such industries. They have sales in more than 16 countries.

The company has over 15 years of experience as a tier | supplier of high-precision precision forged and ma-
chined components in the industry in which they operate.

The demand for these products is driven by the requirement of these components pertaining to military air-
crafts, commercial aircrafts, spaceships, gas, hydrogen, nuclear and thermal turbine engines and oil and gas
components.

Company derived 87% of its FY23 revenue from Energy vertical followed by 9% from Aerospace & defence.
Exports contributed ~80% of FY23 revenue.

As of September 30, 2023, the company has 4 manufacturing facilities in Hyderabad, with an installed capaci-
ty of 642,310 hours p.a. These facilities are operating at capacity utilization of 90%.

Valuation and Outlook: At the upper price band, the IPO is reasonably priced at an annualized P/E of 57.6x on
FY24E EPS (post-issue), which is at par with peers valuation on FY24E EPS basis. Over FY21-23, Azad Engineering’s
Revenue/EBITDA has grown at a CAGR of 43.2% and 60.2% respectively. However, PAT registered a de-growth of
14% CAGR due to high interest cost (21% of FY23 revenue). Of the fresh issue proceeds, Rs 1,382mn would be
utilized for debt repayment which amounts to Rs 1540mn as on H1FY24. This will ultimately ease pressure on PAT
margins. Further, we believe the company’s future growth depends on its ability to (1) Expand customer base as
well increase wallet share (currently, <1%) from existing customers (2) operationalization of two upcoming
manufacturing facilities (3) optimization of operational expense to improve margins and (4) timely execution of Or-
der backlog (¥Rs 20bn). We assign a “Subscribe” rating to the stock.

DECEMBER 21, 2023

Indsec Research is also available on www.indsec.com and Bloomberg RESP_ISFL <GO>, Thomson Reuters, Factset and Bluematrix
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Pre-issue and post-issue holding structure

Financial summary (Rs. Mn) FY21 FY22 FY23 | H1FY24
Revenue 1,227 1,945 2,517 1,587
EBITDA 282 623 723 525
EBITDA margin (%) 22.9% | 32.0% | 28.7% | 33.1%
Adj. PAT 115 295 85 269
Adj. PAT margin (%) 9.4% 15.1% 3.4% 16.9%
Annualized PE (Post issue) - FY24 57.6x

Shareholding pattern

Pre-issue

Post-issue*®

Holding (%)

Holding (%)

Promoter &

78.6% 56.4%
Promoter Group
Public 21.4% 43.6%
Total 100.0% 100.0%

Key Risks:

Client Concentration risk: As on September 30, 2023, Top 5 and 10 custom-
ers contribute 61% and 80% respectively to the revenue. Any adverse impact
on business of any one of these clients could materially impact the results of
operations, profitability and cash flows.

Business Risk: The market in which the company operates is characterized by
rapidly changing technology, evolving industry standards and demands for
features and continual product innovation. A negative impact on industries in
which they or their customers operate can impact their business.

Counterparty Credit Risk: The company’s trade receivables accounts for 40-
42% of revenue. Any delay or inability from the company’s customer could
have an adverse effect on company’s business, result of operations, financial
conditions, cash flows and future growth.

Selling Shareholders

Selling Shareholders

‘ No of shares

* At upper price band

‘ % of Total size

Promoters & Promoter Group
Rakesh Chopdar 39,11,546 6.62%
::;éeTiluit(;uctured Credit Opportu- 49,78,073 8.42%
DMI Finance Pvt Ltd 6,52,366 1.10%
Total 95,41,985 16.14%

Customer Revenue Contribution

Top 5 Customers Top 10 Customers

FY21 60% 81%
FY22 55% 74%
FY23 63% 80%
H1FY24 61% 80%

Source: RHP
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Azad Engineering Limited

Competitive Strengths:

Preferred Strategic Partner of global OEMs: The company is a tier 1 supplier of highly complex forged and machined projects and life critical components in the
energy, aerospace and defence industries. They ensure strict adherence to the specifications provided by their customers, industry standards and utilizes ad-
vanced technology in order manufacturing process to provide quality and reliable products. Further, supplier switch in the industry by customers is often associat-
ed with extensive time and capital consuming. Through adherence to stringent product quality which are competitively priced and maintaining long-term relation-
ships with customers, the company has earned the right of being preferred strategic and growth partners for major global OEMs.

Supplying to Major global OEMs: In FY23, they have supplied to customers who controls approximately 70% of the gas turbine market globally. They also supply
to 5 key turbine manufacturers in the industry. Further, they also supply to 6 key manufacturers in the aerospace and defence industries.

Long-Standing and deep customer relationships: The company has maintained long-standing relationships both with Indian and global OEMs. They have a broad
customer base globally including in the USA, Europe, Japan, Middle East, United Kingdom and China. in FY23, exports contributed ~80% of overall revenue. do-
main expertise in various aspects such as precision engineering, research and development, as well as adoption of technologically advanced and cost-competitive
manufacturing processes has aided in repeat orders from customers as well as maintain long-term relationship with them.

Advanced manufacturing facilities with focus on innovation and cost competitiveness: The company’s manufacturing processes are subject to regular inspec-
tions conducted by their customers. Further, its manufacturing facilities are equipped with sophisticated equipment and machinery including robotics equipment
to produce high quality products, minimize the number of employees required to operate them and thereby reduce costs. The also undertake automation to in-
crease the overall production efficiency and shorten the time to produce with enhanced quality along with reducing downtime and idle time.

Business Strategies:

Diversify customer base and increase revenue from existing customer base: The company is in the process for qualifying for parts and components for the com-
bustor section of a land-based turbine. Additionally, they are also exploring opportunities to manufacture other parts and components for aircraft engines.
Through these efforts they intend to widen customer base. Also, they are looking to capitalize on supplier consolidation program by existing customer as part of
their cost optimization program.

Augment manufacturing capabilities: As of September 30, 2023, the company is operating with 4 manufacturing facilities with an installed capacity of 6,42,310
hours p.a. These facilities are running at a 90% capacity utilization. Further, they have 2 additional capacity lined up to be commissioned which would undertake
production of critical and complex components such as airfoils/ blades and other special machined parts for gas and thermal turbines for one of its customer. Go-
ing ahead they intend to set up more dedicated and exclusive manufacturing units. Also, they are exploring in-organic acquisitions to enhance production units
and provide value-added services to their clients.

Further reduce operating cost, improve efficiency and deploy new technologies: The company aims to offer quality products at a competitive prices. To do so
they are adopting automation in manufacturing process, augmenting R&D capabilities and improving efficiency in supply chain. This will enable the company to
scale its production and better absorb fixed cost which would lead to reduced operating cost and enhanced competitive position.

Source: RHP Page 3
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Revenue from operations (Rs. Mn)

Gross Profit (Rs. Mn) and GM (%)
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Azad Engineering Limited
Revenue mix (Domestic vs Exports) Return Ratios
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Peer Comparison

FY21-23 FY23 H1FY24 Annualized

Revenue

CAGR EBITDA CAGR | PAT CAGR EV/EBITDA |EV/Sales
Azad Engineering* ‘ 43.2% 60.2% -14.2% 4.2% 12.6% 1.4% 31.1 10.3 57.6
Listed Peers
Dynamatic Technologies 8.5% 20.4% NA 9.2% 10.0% 2.8% 13.3 2.5 48.4
Triveni Turbine 33.2% 25.6% 37.6% 21.5% | 28.7% | 12.9% 38.1 8.3 51.5

Source: RHP Page §
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Revenue Mix by Industry and Product

FY21 FY22 FY23 H1FY24

Industry and Product

Particulars % of Revenue ﬂ % of Revenue Qi
Revenue
Energy 1,105 90.1% 1,651 84.9% 2,190 87.0% 1,409 88.8%
Airfoil/ blade 962 78.4% 1,458 75.0% 1,980 78.7% 1,143 72.0%
Non-airfoil 143 11.7% 192 9.9% 210 8.4% 266 16.8%
Aerospace and defence 76 6.2% 203 10.4% 225 9.0% 137 8.6%
Air generation system 17 1.4% 88 4.5% 34 1.4% 51 3.2%
Hydraulic system 3 0.2% 22 1.1% 75 3.0% 35 2.2%
APU/ engine 19 1.5% 12 0.6% 19 0.8% 7 0.5%
Airfoil/ blade 14 1.1% 18 0.9% 13 0.5% 8 0.5%
Engine 3 0.3% 14 0.7% 20 0.8% 10 0.7%
Generator 2 0.2% 5 0.2% 19 0.7% 15 0.9%
Engineering charges 0 0.0% 30 1.6% 0 0.0% 0 0.0%
Propulsion system 0 0.0% 0 0.0% 19 0.8% 4 0.3%
Structural joints 7 0.6% 2 0.1% 3 0.1% 0 0.0%
Missile 3 0.2% 3 0.2% 4 0.2% 1 0.0%
Others 7 0.6% 9 0.5% 19 0.7% 6 0.4%
Oil and gas 0 0.0% 0 0.0% 0 0.0% 0 0.0%
Drilling services 0 0.0% 0 0.0% 0 0.0% 0 0.0%
Scrap 26 2.2% 78 4.0% 97 3.9% 35 2.2%
Others 19 1.6% 13 0.7% 4 0.2% 7 0.4%

Source: RHP
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Global power generation capacity outlook scenarios - split by fuels (GW)
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Global Gas power generation capacity GW Nuclear Capacity (GW) additions under development
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Industry Outlook
Global Revenue Passenger Kilometer (Bn) Global Air Freight traffic (Bn-ton)
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INDSEC Rating Distribution

BUY : Expected total return of over 15% within the next 12-18 months.

HOLD : Expected total return between 0% to 15% within the next 12-18 months.
SELL : Expected total return is negative within the next 12-18 months.
NEUTRAL: No investment opinion, stock under review.

Note: Considering the current pandemic situation, the duration for the price target may vary depending on how the macro scenario plays out. Therefore, the duration which has been mentioned as a period of 12-18
months for upside/downside target may be higher for certain companies.

DISCLOSURE

DISCLOSURE
BUSINESS ACTIVITIES:

Indsec Securities and Finance Limited (ISFL) is a corporate member of BSE (Equity, WDM segment), of NSEIL (Equity, WDM, Futures & Options and Currency Derivative segments) and has also secured membership of the MSEI Exchange (Currency
Derivative Segment) vide registration No. INZ000236731. ISFL is an AMFI Registered Mutual Fund Advisor (MRMFA) vide Registration Number 9194. ISFL is also a Depository Participant of the National Securities Depository Limited (NSDL) and a
SEBI registered Portfolio Manager. With this setup ISFL is in a position to offer all types of services in the securities industry.

Since inception company’s focus has been on research. In view of its research capabilities ISFL focused mainly on institutional business and is today empaneled with most of the local financial institutions, insurance companies, banks and mutual
funds. ISFL has grown from being a medium size broking outfit to become one of the largest capitalized Indian broking company offering the complete range of broking services.

ISFL was incorporated on 28th July 1993 and doesn’t have any associates/ subsidiaries. ISFL is a registered Portfolio Manager under SEBI (Portfolio Managers) Regulations, 1993 vide registration No. INPO00001892.
DISCIPLINARY HISTORY:

(] No material penalties / directions have been issued by the SEBI under the securities laws, SEBI Act or Rules or Regulations made there under
®  No penalties have been imposed for any economic offence by any authority.
(] No material deficiencies in the systems and operations of the Company have been observed by any regulatory agency.

®  There are no pending material litigations or legal proceedings, findings of inspections or investigations for which action has been taken or initiated by any regulatory authority against the Company or its Directors, principal officers or em-
ployees or any person directly or indirectly connected with the Company.

DECLARATION:

(] ISFL/Research Analysts or their associates or their relatives do not have any financial interest in the subject company (ies);

. ISFL/Research Analysts or their associates or their relatives do not have actual or beneficial ownership of 1 % or more in the subject company (ies);

(] Directors may have actual or beneficial ownership of 1 % or more in the subject company (ies);

(] ISFL/Research Analysts or their associates or their relatives do not have any material conflict of interest in the subject company(ies) at the time of publication of this document;

(] ISFL has not received any compensation from the subject company (ies) in the past twelve months;

(] ISFL has not managed or co-managed public offering of securities for the subject company (ies) in the past twelve months;

(] ISFL has not received any compensation for investment banking or merchant banking or brokerage services or any other service from the subject company (ies) in the past twelve months;
(] ISFL has not received any compensation or other benefits from the subject company (ies) or third party in connection with this document;

(] None of the research analysts have served as an officer, director or employee of the subject company (ies);

(] ISFL has not been engaged in the market making activity for the subject company (ies);
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DISCLOSURE

GENERAL TERMS AND CONDITION/ DISCLAIMERS:

This document has been issued by ISFL and is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of security.

This document has been prepared and issued on the basis of publicly available information, internally developed data and other sources believed to be reliable. However, we do not guarantee its accuracy and the information may be incomplete
and condensed. Note however that, we have taken meticulous care to ensure that the facts stated are accurate and opinions given are fair and reasonable, neither the analyst nor any other employee of our company is in any way responsible for
its contents. The Company’s research department has received assistance from the subject company (ies) referred to in this document including, but not limited to, discussions with management of the subject company (ies). All opinions, projec-
tions and estimates constitute the judgment of the author as of the date of this document and these, including any other information contained in this document, are subject to change without notice. Prices and availability of financial instru-
ments also are subject to change without notice. While we would endeavor to update the information herein on reasonable basis, we are under no obligation to update or keep the information current. Also, there may be regulatory, compli-
ance, or other reasons that may prevent us from doing so.

Securities recommended in this document are subject to investment risks, including the possible loss of the principal amount invested. Any decision to purchase/sale securities mentioned in this document must take into account existing public
information on such security or any registered prospectus. The appropriateness of a particular investment, decision or strategy will depend on an investor's individual circumstances and objectives. The securities, instruments, or strategies dis-
cussed in this document may not be suitable for all investors, and certain investors may not be eligible to purchase or participate in some or all of them. Each recipient of this document should make such investigations 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).

This document 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 the company to any registration or licensing requirement within such jurisdiction. Further, this document is not directed or intended for distribution to the US taxpayers covered under
US Foreign Account Tax Compliance Act (FATCA) provisions. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction

This is just a suggestion and the company will not be responsible for any profit or loss arising out of the decision taken by the reader of this document. Any comments or statements made herein are those of the analyst and do not necessarily
reflect those of the company. No matter contained in this document may be reproduced or copied without the consent of the company. Any unauthorized use, duplication, redistribution or disclosure is prohibited by law and will result in prose-

cution. The information contained in this document is intended solely for the recipient and may not be further distributed by the recipient. The Company accepts no liability whatsoever for the actions of third parties.

The research analyst(s) of this document certifies that all of the views expressed in this document accurately reflect their personal views about those issuer(s) or securities. Analyst’s holding in the stocks mentioned in the Report:-NIL

Page 11



