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Inflection point in sight

Azad Engineering’s (Azad) Q4FY24 performance was robust. Key points: 1) Gross margin was slightly down at 83%
due to higher material consumption on account of product/revenue mix changes. 2) EBITDA margin was robust at
33.8% (within guidance). 3) Working capital days increased slightly YoY due to higher revenue and increased traction
in the Aerospace & Defence (A&D) segment. 4) Order book at Mar'24-end is more than INR 30bn. 5) Non-recurring
finance cost, pertaining to high cost CCDs, likely to normalise from Q1FY25. We believe that Azad’s earnings growth
will likely be higher FY26 onwards when its new facility is commissioned. Taking cognizance of lower interest cost, we
raise our FY25E/26E EPS by 8.5%/10%, resulting in revised TP of INR 1,750 (earlier INR 1,600). Maintain BUY on Azad.

Good performance, in line with guidance

Azad’s Q4FY24 performance was in-line with management’s guidance. Key
points: 1) Segmental revenue mix: A&D — 16.7% (Q4FY23: 9.3%); and Energy
& Others — 79.8% (Q4FY23: 81.1%). A&D revenue is up 88% YoY vs. Power,
where revenue grew a mere 3% YoY. 2) Geographical revenue mix: Exports —
83.1%; domestic — 16.9%. 3) Material consumption (% of revenue) increased in
Q4FY24 owing to the change in product/revenue mix. 4) EBITDA margin at
33.8% was well within the 33-35% guidance. 5) Share of Oil & Gas in revenue
was 5% of overall in Q4FY24. 6) Recurring finance cost reduced significantly
and will further normalise in Q1FY25. Management expects revenue to grow
25-30% YoY and EBITDA margin to remain within 33-35% for FY25.

Recent high profile order wins likely to maintain growth

Azad’s order book increased to INR 30bn at end-Mar'24 compared to INR
20bn six months ago. The company has secured the following orders since
Jan’24: 1) A seven-year contract with Rolls Royce to supply critical engine
parts for their defence division. 2) A five-year agreement with Baker Hughes
for the supply of high-complex and critical components for the Qil & Gas sector;
3) A five-year supply agreement with Baker Hughes to supply medium-high
complex machined components for oil field services. 4) A seven-year contract
worth USD 35mn with GE Vernova's steam power business for the supply of
high-complex rotating aerofoils for nuclear, industrial and thermal power
industry.

Financial Summary

Y/E March (INR mn) FY23A FY24A FY25E FY26E
Net Revenue 2,517 3,408 4,658 6,011
EBITDA 723 1,166 1,635 2,121
EBITDA Margin (%) 28.7 342 35.1 353
Net Profit 85 586 992 1,299
EPS (INR) 1.4 9.9 16.8 22.0
EPS % Chg YoY (71.2) 591.4 69.4 30.9
P/E (x) 1,023.2 148.0 87.4 66.7
EV/EBITDA (x) 109.6 65.6 473 36.4
RoCE (%) 10.8 13.9 14.3 14.8
RoE (%) 6.1 18.1 18.9 17.3
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Market Data

Market Cap (INR) 87bn
Market Cap (USD) 1,041mn
Bloomberg Code AZAD IN Equity
Reuters Code AZAD.BO
52-week Range (INR) 1,544 /642
Free Float (%) 24.0
ADTV-3M (mn) (USD) 4.0
Price Performance (%) 3m 6m 12m
Absolute 20.6 - -
Relative to Sensex 19.2 - -
Earnings Revisions (%) FY25E FY26E
Revenue - -
EBITDA - 0.2
EPS 8.5 10.0
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Outlook: Growth levers intact; maintain BUY

In our view, Azad’s journey has just commenced with its hard work with part-by-part
qualifications now fructifying into orders. Management has maintained its revenue
guidance of 25-30% and EBITDA margin guidance of 33-35% for FY25. In our view,
the incremental revenue from newly commissioned 95,000m? facility is likely to result
in even higher revenue growth from FY26.

With favourable sectoral tailwinds and a large addressable market, we believe that
strong growth is likely to continue for several years. Taking cognizance of lower
sustainable interest costs, we raise our FY25E/26E EPS by 8.5%/10%. Our revised TP
works out to INR 1,750 (earlier INR 1,600) on an unchanged 80x FY26E EPS. Maintain
BUY.

Earnings Revision

m
New Old % Chg New Old % Chg
Sales 4,658 4,658 0.0 6,011 6,011 .
EBITDA 1,635 1,635 0.0 2,121 2,118 0.2
PAT 992 915 8.5 1,299 1,181 10.0

Source: I-Sec research

Key Risks

e Delay in approvals from OEMs
e Product concentration around air foils
o Slowdown in aerospace sector might result in lower revenue growth

Q4FY24 Conference call: Takeaways

e TheFY24 guidance for 25-20% growth trajectory has been achieved. Management
has guided for an identical growth rate of 25-30% in FY25 as well.

e Management guided YoY segment-wise revenue growth in FY25 -

o Energy: 20-25%; Aerospace: 35-40%; Oil & Gas: 2-3x (oil & gas constituted 5%
of the top line in Q4FY24).

o Revenue/EBITDA growth YoY seems optically lower at 9.3%/2.9% mainly due to
higher base. In Q4FY23, certain deliveries of earlier quarters spilled over. On
normalised Q4FY23 revenue of INR 710mn, revenue growth in Q4FY24 would have
been 31% YoY.

¢ Management expects the next level of growth to commence from FY26 with
incremental revenue coming from its new facility.

e The prestigious contract from Rolls Royce for defence and aircraft engines gets the
company a foot in the door, which also has the potential to be scalable. The initial
contract is for two engines and there is a lot of space to grow further.

e Order book is at more than INR 30bn (spread over 3, 5 and 7 years), as on end-
Mar'24, compared to INR 18-20bn six months ago.

¢ Marginimprovement ahead is likely to come from acquisition of stake in companies
with special processes. For instance, the recently incorporated Azad-VTC is into
integrated coating and special process.

¢ Management guided EBITDA margin in FY25 is expected at 33-35% in FY25.
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Azad’s Q4FY24 performance review

Finance cost is expected to reduce significantly in Q1FY25; margins is expected to

improve from Q2FY25, according to management guidance

FY25 capex is expected at INR 1.25bn as equipment are specialised.

Current capacity utilisation is at 80-85%.

The company is working to indigenise sourcing raw material.

Management guidance for sustained long term WC days is reduction to 140-150.

(INR mn) Q4FY24 Q4FY23 % Chg YoY Q3FY24 % Chg QoQ FY24 FY23 % Chg YoY
Net sales 928 849 9.3 892 4.0 3,408 2,517 35.4
Gross Margin 770 743 3.6 789 (2.4) 2,947 2,215 33.1
Gross Margin (%) 83.0% 87.5% 88.4% 86.5% 88.0%
Employee cost 197 173 135 208 (5.7) 742.7 592.7 25.3
Other expenditure 260 265 (1.9) 253 2.7 1,039.0 899.8 15.5
EBITDA 314 305 2.9 327 (4.2) 1,166 723 61.3
Margin (%) 33.8% 35.9% 36.7% 34.2% 28.7%
Other Income 28 50 (44.6) 184 (85.0) 320 98 224.9
Depreciation 55 41 31.8 52 4.5 205 166 23.8
EBIT 287 313 (8.5) 460 (37.6) 1,281 655 95.4
Interest 60 112 (45.9) 194 (68.9) 473 524 (9.8)
PBT 226 202 266 808 132
Tax expense: 77 53 45.1 98 (21.3) 222 47 3739
PAT 149 149 0.4 168 (11.2) 586 85 591.4
Source: Company data, I-Sec research
Shareholding pattern Price chart
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Source: Bloomberg

Source: Bloomberg

India | Equity Research



Azad Engineering | Q4FY24 results review | 23 May 2024

Financial Summary
Profit & Loss

Cashflow statement

(INR mn, year ending March)

(INR mn, year ending March)

FY23A FY24A FY25E FY26E
Net Sales 2,517 3,408 4,658 6,011
Operating Expenses 1,492 1,782 2,223 2,808
EBITDA 723 1,166 1,635 2,121
EBITDA Margin (%) 28.7 34.2 35.1 353
Depreciation & Amortization 166 205 258 316
EBIT 557 961 1,377 1,806
Interest expenditure - - - -
Other Non-operating 08 320 99 133
Income
Recurring PBT 132 808 1,369 1,792
Profit / (Loss) from
Associates ) ) . .
Less: Taxes 47 222 376 493
PAT 85 586 992 1,299
Less: Minority Interest - - - -
Extraordinaries (Net) - - - -
Net Income (Reported) 85 586 992 1,299
Net Income (Adjusted) 85 586 992 1,299

Source Company data, I-Sec research
Balance sheet
(INR mn, year ending March)

FY23A FY24A FY25E FY26E
Total Current Assets 2,836 4,217 5,792 6,703
of which cash & cash eqv. 527 589 1,100 1,478
Toto! (;urrent Liabilities & 660 854 1,039 1237
Provisions
Net Current Assets 2,177 3,363 4,753 5,466
Investments - - - -
Net Fixed Assets 2,167 2,545 3,801 4,854
ROU Assets - 27 27 27
Capital Work-in-Progress 380 454 - -
Total Intangible Assets - - - -
Other assets 509 727 727 727
Deferred Tax Assets - - - -
Total Assets 5,232 7,117 9,308 11,074
Liabilities
Borrowings 3,006 372 1,710 2,057
Deferred Tax Liability 161 239 239 239
provisions 26 36 36 36
other Liabilities - - - -
Equity Share Capital 17 118 118 118
Reserves & Surplus 2,023 6,332 7,185 8,604
Total Net Worth 2,040 6,451 7,303 8,722
Minority Interest - - - -
Total Liabilities 5,232 7,117 9,308 11,074

Source Company data, I-Sec research

FY23A FY24A FY25E FY26E
Operating Cashflow (102) (70) 380 1,294
Working Capital Changes (810) (1,488) (879) (335)
Capital Commitments (856) (753) (1,200) (1,249)
Free Cashflow (958) (823) (820) 45
Other investing cashflow (155) 201 99 133
Cashflow from Investing
Activities (1,012) (553) (1,101) (1,116)
Issue of Share Capital 573 2,400 - -
Interest Cost (524) (473) (107) (147)
Inc (Dec) in Borrowings 1,214 (1,215) 1,339 347
Dividend paid - - - -
Others - - - -
Cas.h_f.low from Financing 1.263 710 1232 200
Activities
Chg. in Cash & Bank 150 as 511 378
balance
Closing cash & balance 194 282 793 1,170

Source Company data, I-Sec research
Key ratios
(Year ending March)

FY23A FY24A FY25E FY26E
Per Share Data (INR)
Reported EPS 1.4 9.9 16.8 22.0
Adjusted EPS (Diluted) 14 9.9 16.8 22.0
Cash EPS 4.2 13.4 21.2 27.3
Dividend per share (DPS) - - - -
Book Value per share (BV) 345 109.1 123.6 147.6
Dividend Payout (%) - - - -
Growth (%)
Net Sales 29.4 35.4 36.7 29.0
EBITDA 16.1 61.3 40.3 29.7
EPS (INR) (71.2) 5914 69.4 309
Valuation Ratios (x)
P/E 1,023.2 148.0 87.4 66.7
P/CEPS 346.0 109.6 69.3 53.7
P/BV 42.5 134 119 99
EV /EBITDA 109.6 65.6 47.3 36.4
Dividend Yield (%) - - - -
Operating Ratios
Gross Profit Margins (%) 88.0 86.5 82.8 82.0
EBITDA Margins (%) 28.7 34.2 35.1 353
Effective Tax Rate (%) 35.6 27.5 275 275
Net Profit Margins (%) 34 17.2 21.3 216
Net Debt / Equity (x) 1.2 0.0 0.1 0.1
Net Debt / EBITDA (x) 3.4 (0.2) 0.4 0.3
Fixed Asset Turnover (x) - - - -
Inventory Turnover Days 166 185 175 155
Receivables Days 228 236 249 205
Payables Days 91 70 71 69
Profitability Ratios
RoCE (%) 10.8 13.9 143 14.8
RoE (%) 6.1 18.1 189 17.3
RolC (%) 11.8 15.2 16.0 16.8

Source Company data, I-Sec research
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Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
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