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AZAD ENGINEERING LIMITED

AZAD

Industry Auto ancilliary
Offer for sale (Shares) 9,541,985
Fresh Issue (Shares) 4,580,153
Net Offer to the Public 14,122,138
Issue Size (Rs. Cr.) 704-740
Price Band (Rs.) 499-524
Offer Date 20-Dec-23
Close Date 22-Dec-23
Face Value 2
Lot Size 28

Total Issue for Sale 14,122,138
QlB 7,061,069
NIB 2,118,321
Retail 4,942,748

Particulars Pre-issue Post-issue
Promoters & promoters group 78.61% 65.90%
QlB 13.07% 14.48%
NIB 8.32% 11.26%
Retail 0.00% 8.36%
Total 100.00% 100.00%

*calculated on the upper price band

The objectives of the Offer are to
1. Funding capital expenditure of the Company;

2. Repayment/prepayment, in part or full, of certain
borrowings availed by theCompany; and

3. General corporate purposes.

Book Running Lead Manager
» Axis Capital Limited
« ICICI Securities Limited
SBI Capital Markets Limited
« Anand RathiAdvisors Limited

Name of the registrar
« KFin Technologies Limited

December 20, 2023

SMC Ranking
¥ ¥ Yok T (2/5)

About the company

Azad Engineering Limited is a manufacturer of aerospace components and turbines. The
company supplies its products to original equipment manufacturers (OEMs) in the
aerospace, defense, energy and oil and gas industries. Azad Engineering's products are
highly engineered, complex, mission critical and vital. As of September 30, 2023, the
company generated revenue of Rs. 114.29 crore from the sale of blades for the energy
industry. The company's customer base includes the USA, China, Europe, the Middle East
and Japan. The company has four manufacturing facilities in Hyderabad, Telangana, India.
These facilities are capable of producing high precision forged and machined components
and have a total production area of around 20,000 square meters. The company is also
planning to set up two more manufacturing units at Tuniki Bollaram village in Siddipet
district, Telangana and Mangampet village in Sangareddy district, Telangana. These plants
will have a total production area of 94,898.78 and 74,866.84 square meters respectively.
Azad Engineering is headquartered in Hyderabad, Telangana, India, and employs 201-500
people.

Strength

Engineered for success and a preferred name in the manufacturing of highly
engineered, complex and mission and life- critical high precision components for
global OEMs despite growing competition from China, Europe, USA and Japan: The
company is one of the key manufacturers of its 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 component. Despite competition from manufacturers in China, Europe,
USA and Japan, it believes that it has differentiated its offerings, distinguished itself and
been successful in being the preferred partner to its customers. It believes it has a
significant manufacturing cost advantage which results in superior margins while staying
competitive. Further, it has leveraged its experience, and its unwavering commitment to
quality and continuous pursuit of innovation, also distinguish it from competitors. The
company has developed manufacturing capability to deliver solutions which have helped
clients and has supplied to both Indian and global OEMs, many of which are leaders in their
respective industries.

Supplying to OEMs with high global market penetration: Based on its deep market
knowledge and continuing interactions with its long-standing customers, which gives it
expansive insight into multiple industries, it believes that it serves as a critical source
supplier for global OEMs. In Financial Year 2023, it has supplied to customers which control
approximately 70% of the gas turbine market (based on technology ownership and number
of units ordered in first half of Fiscal 2022) globally (Source: EY Report) and continue to
supply to customers in this industry. In defence segment as well, the world spent US$ 2,148
billion on military expenditure in Financial Year 2022 which is about 2.1% of the global GDP.
The ‘Make in India’, Defence Acquisition Procedure 2020 and Atma Nirbhar policies
together have promoted the participation of Indian conglomerates and private players in
partnerships with global manufactures in the Indian defence manufacturing space, which it
is primed to capitalise on. It supplies components to six of the key manufacturers in the
aerospace and defence industries

Long-standing and deep customer relationships: The company has existing
relationships with both Indian and global OEMs. Its 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 it has an
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average relationship of over 10 years. Further, its integrated manufacturing and supply chain
solutions together with its scale of operations, technical know-how, value added design and
engineering expertise, allows it to cater to several Indian and global OEMs. It has a well-diversified
customer base spread across various geographies. It has a broad customer base globally including in
the USA, Europe, Japan, Middle East, United Kingdom and China. For the six months period ended
September 30, 2023 and Fiscal 2023, Fiscal 2022 and Fiscal 2021, (a) contribution to revenue from
operations from its top five customers was Rs.96.34 crore, Rs.158.82 crore, Rs.106.61 crore and Rs.
73.51 crore, respectively and (b) constituted 60.69%, 63.11%, 54.82% and 59.90%, respectively, of
its total revenue from operations. In the six months ended September 30, 2023 and Fiscals 2023,
2022 and 2021 it has a diversified customer base with its top 10 customers accounting for 79.71%
and 79.76%, 73.64% and 81.47%, respectively of its revenue from operations.

Advanced manufacturing facilities with a diverse range of products and solutions with focus
on innovation and cost competitiveness: As of September 30, 2023, it has four manufacturing
facilities in Hyderabad, Telangana in India which are spread across approximately 20,000 square
metres and has 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. It proposes to
fund capital expenditure requirements of the Company through the Net Proceeds towards the
purchase of plantand machinery for its existing manufacturing facilities

Consistent track record of financial performance: The company has demonstrated consistent
growth in terms of revenues and profitability. Its total revenue from operations increased by 105.08%
from Rs. 122.72 crore in Fiscal 2021 to Rs. 251.68 crore in Fiscal 2023 and was Rs. 158.75 crore in
the six months ended September 30, 2023. It has had strong return ratios in the six months period
ended September 30, 2023 and the Financial Years ended March 31, 2023, March 31, 2022 and
March 31,2021 (a) with alow debt to equity ratio of 1.41,and 1.47, 1.64, 0.97, respectively and (b) Net
debt/Adjusted EBITDAratiowas 5.48 and 3.11,2.16 and 1.75, respectively.

Strategy

Leverage industry-leading capabilities: The company intends to continue to expand its customer
base by leveraging its relationship with its existing customers in India and globally, while
simultaneously pursuing opportunities to develop new relationships. It aims to continue to maintain its
strong track-record of repeat orders from its existing customers as well as expand and strengthen its
relationships as part of its organic growth efforts. It intends to focus on leveraging its relationships
with its customers to improve its existing products and also increase the number of products that it
currently manufactures for each customer.

Augment manufacturing capabilities: As of September 30, 2023, Azad Engineering has four
manufacturing facilities in Hyderabad, Telangana in India which are spread across approximately
20,000 square metres and has 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.
Azad Engineering proposes to fund capital expenditure requirements of the Company through the
Net Proceeds towards the purchase of plant and machinery for its existing manufacturing facilities.
Further, it has two manufacturing facilities in the pipeline at (a) Tuniki Bollaram village in Siddipet
district, Telangana and (b) Mangampet village, Sangareddy district, Telangana, which is near
Hyderabad, Telangana, with a total manufacturing area of 94,898.78 square metres and 74,866.84
square metres, respectively

Strengthening core capabilities across focus industries: Azad Engineering intends to continue
to strengthen its capabilities across the focus industries by continuing to strengthen and expand its
existing relationships with its current customers and by acquiring more strategic customers across its
focus industries. High domestic volumes and consumption, and higher outsourcing volumes will
influence domestic manufacturers for OEMs to bring in the component ecosystem locally and
enhance local capabilities of component sourcing, thus making the ecosystem stronger and closer.

Further reduce operating costs, improve operating efficiencies and deploy new technologies:
The company aims to offer quality products at optimal prices to its customers and believe this will
enable it to maintain long-term relationship with customers. It believes that its innovation, research
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and development capabilities and fast supply chain lead-time are key factors that distinguish it from
its competitors both in India and globally. It undertakes automation of its manufacturing processes by
implementing manufacturing execution systems to increase the overall production efficiency and
shorten the time to produce with enhanced quality along with reducing downtime and idle time. Azad
Engineering intends to continue enhancing operational efficiencies, and exploit economies of scale,
by better absorbing its fixed costs, while also reducing other operating costs to strengthen its
competitive position.

Risk factor
» Thebusinessis dependenton the sale of its products to key customers.

» The company is highly dependent on its Hyderabad, Telangana facilities for the entire portion of
its revenue from operations.

» It depends on third party suppliers for raw materials, plant, machinery and components, which
are on a purchase order basis.

» It has had negative cash flows in prior periods and may continue to have negative cash flows in
the future.

Peer comparison

Co_Name Total Income PAT EPS P/E P/BV BV FV Price Mcap

MTAR Technologies Limited 675.97 103.32  33.59 66.80 10.44 214.87 10 2243.70  6901.53
Paras Defence and Space Technologies Ltd 235.61 35.95 9.22 80.85 7.52 99.14 10 745.40 2907.06
Dynamatic Technologies Limited 1394.50 78.04 91.61 48.63 5.15  865.28 10 4454.95  3025.55
Triveni Turbine Limited 1459.73 233.06  7.33 56.66 14.88  27.91 1 415.30  13201.43
Azad Engineering Limited** 251.68 8.47 1.43 365.58  6.58 79.60 2 524.00 3097.52

*Peer comparisons are based on TTM
**Azad Engineering financials are based on FY23.

Valuation

Considering the P/E valuation, on the upper end of the price band of Rs.524, the stock is priced at pre
issue P/E of 337.25x on FY-2023 EPS of Rs.1.55. Post issue, the stock is priced at a P/E of 365.58x
on its EPS of Rs.1.43. Looking at the P/B ratio at Rs.524, pre issue, book value of Rs. 42.28 of P/Bvx
12.39x. Postissue, book value of Rs. 79.60 of P/Bvx 6.58x.

Considering the P/E valuation, on the lower end of the price band of Rs.499, the stock is priced at pre
issue P/E of 321.16x on FY-2023 EPS of Rs. 1.55. Post issue, the stock is priced at a P/E of 348.13x
onits EPS of Rs. 1.43. Looking at the P/B ratio at Rs.499, pre issue, book value of Rs. 42.28 of P/Bvx
11.80x. Postissue, book value of Rs. 79.60 of P/Bvx 6.27x.

Industry Outlook

India has the potential to become one of the largest manufacturing hubs in the world. It has a large
population base with growing income, considerably younger proportion of workforce and business
friendly sector policies which provide the opportunity to become a global manufacturer. The World
Economic Forum in 2021, identified that India’s manufacturing sector can contribute to over US$ 500
billion to the economy in 2030. Large corporations throughout the world are working on implementing
a "China plus one" strategy, in which they explore possibilities for suppliers outside of China to
diversify their supply chains and avoid disruptions caused by the COVID-19 outbreak or geopolitical
conflicts. As a result, India now has the opportunity to exploit its industrial strengths and become a
global manufacturing hub. India's recent success in the service sector, as well as repeating that
success in the manufacturing sector, is critical for the country to create more employment and
achieve balanced and sustainable growth.
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Outlook

The company is a niche player in its segment and enjoys virtual monopoly. Specializing in the

fabrication of intricate and precisely engineered forged and machined components, the company

focuses on items vital to missions and life, resulting in some products carrying a stringent “zero parts
per million” defects requirement. On the flip side, the company is highly dependent on its Hyderabad,
Telangana facilities for the entire portion of its revenue from operations. Along term investor may opt

theissue.

An Indicative timetable in respect of the Issue is set out below:

EVENT

INDICATIVE DATE

(On or about)

BID/ISSUE OPENS ON

20-December-23

BID/ISSUE CLOSES ON

22-December-23

Finalisation of Basis of Allotment with the Designated
Stock Exchange

26-December-23

Initiation of refunds (if any, for Anchor Investors)/unblocking of
funds from ASBA Account

27-December-23

Credit of Equity Shares to demat accounts of Allottees

27-December-23

Commencement of trading of the Equity Shares on the

Stock Exchanges

28-December-23

Annexure

Consolidated Financials

Profit & Loss

Rs. in Cr.

Particulars Period ended

Period ended
30-Sep-23 (6 Months)  31-Mar-23 (12 Months)

Period ended
31-Mar-22 (12 Months)

Revenue from operations 158.75 251.68 194.47
Total expenditure 106.22 179.40 132.20
Operating Profit 52.53 72.28 62.27
OPM% 3.31 2.87 3.20

Other Income 10.79 9.85 4.80

PBDIT 63.32 82.12 67.06
Depreciation 9.84 16.58 13.31

PBIT 53.47 65.54 53175
Interest 21.86 52.38 13.62
Profit before tax 31.61 13.16 40.13
Tax 4.73 4.69 10.68
PAT 26.89 8.47 29.46

Balance sheet is on next page
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Balance Sheet Rs. in Cr.
Particulars As on 30-Sep-23 As on 31-Mar-23 As on 31-Mar-22

Non-current assets

Property, plant and equipment 214.93 216.65 144.40
Right-of-use assets 2.88 - -
Capital work-in-progress 44.47 37.99 23.66

Intangible assets

Intangible assets under development

Investment in Joint Venture

Financial Assets

Other Financial Assets 2.07 3.37 3.12
Non current tax assets (net)

Other Non-Current Assets 54.52 47.57 65.48
Total non-current assets 318.87 305.58 236.65
Current assets

Inventories 105.66 86.06 57.38

Financial Assets

Invesments

Trade Receivables 133.36 118.66 74.63
Cash and Cash Equivalents 20.18 19.41 4.43
Bank Balances other than cash and 14.48 33.33 13.25
cash equivalents as above

Loans

Other financial assets 3.1 0.09 -

Current tax assets

Other Current Assets 40.98 26.08 17.99
Total current assets 317.76 283.63 167.67
Assets held for sale

Total Assets 636.63 589.21 404.32
Non-current liabilities

Financial liabilities

Borrowings 213.71 220.86 122.55
Lease liabilities 2.05 - -
Provisions 3.21 2.56 2.25
Deferred tax liabilities (net) 12.81 13.59 11.63
Total non-current liabilities 231.77 237.01 136.44

Current liabilities

Financial Liabilities

Borrowings 111.22 79.74 74.63
Lease liabilities 0.27 - -
Trades Payable - MSME 2.49 2.53 3.25
Trade Payables - other than MSME 39.45 45.00 39.30
Other financial liabilities 14.05 12.34 15.81
Other current liabilities 3.28 3.86 5.40
Provision 2.95 2.24 1.08
Current tax liabilities (net) 0.61 2.49 8.42
Total current liabilities 174.32 148.21 147.88
Total 406.09 385.22 284.31

Net worth represented by:

Equity Share Capital 9.91 1.65 1.51
Other equity 220.63 202.34 118.49
Net Worth 230.54 203.99 120.01
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RANKING METHODOLOGY
WEAK *

NEUTRAL * X

FAIR * % *
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EXCELLENT * % & &k

E-mail: researchfeedback@smcindiaonline.com

Corporate Office: Mumbai Office: Kolkata Office:
'ld\ 11/6B, Shanti Chamber, Lotus Corporate Park ,AWing 401/402, 18, Rabindra Sarani,
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moneywise. be wise. Tel: +91-11-30111000 Off Western Express Highway, Jay Coach Signal, Tel: 91-33-39847000, Fax: 91-33-39847004
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Tel: 91-22-67341600, Fax: 91-22-28805606

Gnvestments in securities market are subject to market risks, read all the related documents carefully before investing.\
Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or provide any
assurance of returns to investors. The securities quoted are for illustration only and are not recommendatory. SMC is a SEBI
Cegistered Research Analyst having registration number INH100001849. CIN : L74899DL1994PLC063609. )

e N
SMC Global Securities Ltd. (hereinafter referred to as “SMC”) is regulated by the Securities and Exchange Board of India (‘SEBI”) and is licensed to carry on the business of broking, depository services and related
activities. SMC is a registered member of National Stock Exchange of India Limited, Bombay Stock Exchange Limited, MSE| (Metropolitan Stock Exchange of India Ltd) and M/s SMC Comtrade Ltd is a registered
member of National Commodity and Derivative Exchange Limited and Multi Commodity Exchanges of India and other commodity exchanges in India. SMC is also registered as a Depository Participant with CDSL
and NSDL. SMC'’s other associates are registered as Merchant Bankers, Portfolio Managers, NBF C with SEBI and Reserve Bank of India. It also has registration with AMF| as a Mutual Fund Distributor.

SMC is a SEBI registered Research Analyst having registration number INH100001849. SMC or its associates has not been debarred/ suspended by SEBI or any other regulatory authority for accessing /dealing in
securities market. SMC or its associates or its Research Analyst or his relatives do not hold any financial interest in the subject company interest at the time of publication of this Report. SMC or its associates or its
Research Analyst or his relatives do not hold any actual/beneficial ownership of more than 1% (one percent) in the subject company, at the end of the month immediately preceding the date of publication of this
Report. SMC orits associates its Research Analyst or his relatives does not have any material conflict of interest at the time of publication of this Report.

SMC or its associates/analyst has not received any compensation from the subject company covered by the Research Analyst during the past twelve months. The subject company has not been a client of SMC
during the past twelve months. SMC or its associates has not received any compensation or other benefits from the subject company covered by analyst or third party in connection with the present Research Report.
The Research Analyst has not served as an officer, director or employee of the subject company covered by him/her and SMC has not been engaged in the market making activity for the subject company covered by
the Research Analystin this report.

The views expressed by the Research Analyst in this Report are based solely on information available publicly available/internal data/ other reliable sources believed to be true. SMC does not represent/ provide any
warranty expressly or impliedly to the accuracy, contents or views expressed herein and investors are advised to independently evaluate the market conditions/risks involved before making any investment decision.

The research analysts who have prepared this Report hereby certify that the views /opinions expressed in this Report are their personal independent views/opinions in respect of the subject company.
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Disclaimer: This Research Report is for the personal information of the authorized recipient and doesn't construe to be any investment, legal or taxation advice to the investor. Itis only for private circulation and use.
The Research Report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon as such. No action is solicited on the basis of the
contents of this Research Report. The Research Report should not be reproduced or redistributed to any other person(s)in any form without prior written permission of the SMC. The contents of this material are
general and are neither comprehensive nor inclusive. Neither SMC nor any of its affiliates, associates, representatives, directors or employees shall be responsible for any loss or damage that may arise to any
person due to any action taken on the basis of this Research Report. It does not constitute personal recommendations or take into account the particular investment objectives, financial situations or needs of an
individual client or a corporate/s or any entity/s. All investments involve risk and past performance doesn't guarantee future results. The value of, and income from investments may vary because of the changes in the
macro and micro factors given at a certain period of time. The person should use his/her own judgment while taking investment decisions. Please note that SMC its affiliates, Research Analyst, officers, directors, and
employees, including persons involved in the preparation or issuance if this Research Report: (a) from time to time, may have long or short positions in, and buy or sell the securities thereof, of the subject
company(ies) mentioned here in; 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(ies) discussed herein or may perform or seek to perform investment banking services for such company(ies) or act as advisor or lender/borrower to such subject company(ies); or (c) may have any other
potential conflict of interest with respect to any recommendation and related information and opinions. All disputes shall be subject to the exclusive jurisdiction of Delhi High court.
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