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Azad Engineering

Defense

A giant leap

Azad Engineering (Azad) has received a contract for end-to-end production of Advanced Turbo Gas Generator (ATGG)
engines from GTRE. Key points: 1) Marks Azad’s entry into propulsion systems besides enhancing its presence in the
Indian defence ecosystem. 2) Showcases Azad’s capability enhancement from components/sub-system supplier to
solution provider. 3) Azad has been selected as a single-source Industry Partner (IP) to GTRE for ATGG engines. 4) The
delivery of the first batch of fully-integrated ATGG engines will commence in early CY26. In our view, the foray into
complete manufacturing of ATGG engines and being GTRE's single-source industry partner for the same marks a
significant milestone in Azad'’s journey. Maintain BUY on Azad; TP unchanged at INR 1,750 based on 80x FY26E EPS.

Order for ATGG engine - a significant step forward

Azad has received a contract from GTRE for the end-to-end manufacturing,
assembly, and integration of a complete assembled ATGG engine. Azad will
be the single-source IP to GTRE for this engine and the first batch of fully-
integrated ATGG engines are to be delivered by early-CY26. In our view, this
development showcases Azad’s evolution from component/sub-systems
supplier to becoming a solutions provider, which will also likely deepen its
presence in the domestic defence ecosystem. Currently, we have not
considered the impact of this additional revenue stream in our FY26E numbers
given the absence of details.
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Market Data

Collaboration with GTRE likely to have spillover effect

ATGG is a single-spool turbojet engine designed with advanced features. It
incorporates a four-stage axial flow compressor, an annular combustor, a
single-stage axial flow uncooled turbine, and a fixed exit area nozzle. Our
channel checks indicate that the initial contract is likely to entail the delivery of
20 units of assembled ATGG engines along with necessary spares. In our view,
Azad’s presence in ATGG engines is significant, as these are likely to be used
in propulsion system of UAVs, target drones and other aircraft. Hence, the
enhancement in capability for a complete propulsion system now paves the
way for Azad to play a more integral role in the Indian defence space. In our
view, this milestone gives Azad a foot in the door in GTRE and potentially allow
Azad to collaborate on more platforms now and in the future.

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) 972.1 140.6 83.0 63.4
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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Outlook: Another feather in the cap; maintain BUY

In our view, the contract for end-to-end manufacturing, assembly and supply of ATGG
engines not only adds one more revenue vertical for the company, but also can
potentially enhance its presence in the domestic defence space. Furthermore, it
showcases Azad’s rapid evolution from being a component manufacturer to solution
provider. In the longer term, the collaboration with GTRE could yield rich dividend for
Azad owing to the government’s focus on UAVs and drones where ATGGs are likely
to be used. We maintain BUY on Azad with an unchanged TP of INR 1,750 based on

80x FY26E EPS.
Key Risks

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

Exhibit 3: Profit & Loss

(INR mn, year ending March)

Exhibit 5: Cashflow statement

(INR mn, year ending March)

FY23A FY24A FY25E FY26E FY23A FY24A FY25E FY26E
Net Sales 2,517 3,408 4,658 6,011 Operating Cashflow (102) (70) 380 1,294
Operating Expenses 1,492 1,782 2,223 2,808 Working Capital Changes (810) (1,488) (879) (335)
EBITDA 723 1,166 1,635 2,121 Capital Commitments (856) (753) (1,200) (1,249)
EBITDA Margin (%) 28.7 34.2 35.1 35.3 Free Cashflow (958) (823) (820) 45
Depreciation & Amortization 166 205 258 316 Other investing cashflow (155) 201 929 133
EBIT 557 961 1,377 1,806 Cashflow from Investing
Interest expenditure - - - - Activities (1.012) (653) (£.101) (1.116)
Other Non-operating Issue of Share Capital 573 2,400 - -
Income 98 320 99 133 Interest Cost (524) (473) (107) (147)
Recurring PBT 132 808 1,369 1,792 Inc (Dec) in Borrowings 1,214 (1,215) 1,339 347
Profit / (Loss) from Dividend paid - - - -
Associates ) ) . . Others - - - -
Less: Taxes 47 222 376 493 Cash flow from Financing
PAT 85 586 992 1299  Activities 1.263 710 1232 200
Less: erTorlt'y Interest - - - - Chg. in Cash & Bank 150 as 511 378
Extraordinaries (Net) - - - - balance
Net Income (Reported) 85 586 992 1,299 Closing cash & balance 194 282 793 1,170
Net Income (Adjusted) 85 586 992 1,299 Source Company data, I-Sec research
Source Company data, I-Sec research Exhibit 6: Key ratios
Exhibit 4: Balance sheet (Year ending March)
(INR mn, year ending March)
FY23A FY24A FY25E FY26E
FY23A  FY24A FY25E FY26E Per Share Data (INR)
Total Current Assets 2,836 4,217 5,792 6,703 Reported EPS 14 9.9 16.8 22.0
of which cash & cash eqv. 527 589 1,100 1,478 Adjusted EPS (Diluted) 14 9.9 16.8 22.0
Total Current Liabilities & Cash EPS 4.2 13.4 212 27.3
Provisions 660 854 1,039 1.237 Dividend per share (DPS) - - - -
Net Current Assets 2,177 3,363 4,753 5,466 Book Value per share (BV) 345 109.1 123.6 147.6
Investments - - - - Dividend Payout (%) - - - -
Net Fixed Assets 2,167 2,545 3,801 4,854
ROU Assets - 27 27 27 Growth (%)
Capital Work-in-Progress 380 454 - - Net Sales 29.4 354 36.7 29.0
Total Intangible Assets - - - - EBITDA 16.1 61.3 40.3 29.7
Other assets 509 727 727 727 EPS (INR) (71.2) 5914 69.4 309
Deferred Tax Assets - - - -
Total Assets 5,232 7,117 9,308 11,074 Valuation Ratios (x)
Liabilities P/E 972.1 140.6 83.0 63.4
Borrowings 3,006 372 1,710 2,057 P/CEPS 328.7 104.1 65.9 51.0
Deferred Tax Liability 161 239 239 239 P/BV 40.4 12.8 11.3 9.4
provisions 26 36 36 36 EV /EBITDA 109.6 65.6 47.3 36.4
other Liabilities - - - - Dividend Yield (%) - - - -
Equity Share Capital 17 118 118 118
Reserves & Surplus 2,023 6,332 7,185 8,604 Operating Ratios
Total Net Worth 2,040 6,451 7,303 8,722 Gross Profit Margins (%) 88.0 86.5 82.8 82.0
Minority Interest - - - - EBITDA Margins (%) 28.7 34.2 35.1 353
Total Liabilities 5,232 7,117 9,308 11,074 Effective Tax Rate (%) 35.6 275 275 275
Source Company data, I-Sec research 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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This report may be distributed in Singapore by ICICI Securities, Inc. (Singapore branch). Any recipients of this report in Singapore should contact ICICI Securities, Inc.
(Singapore branch) in respect of any matters arising from, or in connection with, this report. The contact details of ICICI Securities, Inc. (Singapore branch) are as follows:
Address: 10 Collyer Quay, #40-92 Ocean Financial Tower, Singapore - 049315, Tel: +65 6232 2451 and email: navneet_babbar@icicisecuritiesinc.com,
Rishi_agrawal@icicisecuritiesinc.com.

"In case of eligible investors based in Japan, charges for brokerage services on execution of transactions do not in substance constitute charge for research reports and
no charges are levied for providing research reports to such investors."

New I-Sec investment ratings (all ratings based on absolute return; All ratings and target price refers to 12-month performance horizon, unless mentioned otherwise)
BUY: >15% return; ADD: 5% to 15% return; HOLD: Negative 5% to Positive 5% return; REDUCE: Negative 5% to Negative 15% return; SELL: < negative 15% return
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expressed in this research report accurately reflect our views about 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 are not registered as research analysts by FINRA and are not associated
persons of the ICICI Securities Inc. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in the
report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial
products. Registered Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi, Mumbai - 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807
7100. ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager, Research Analyst and Alternative Investment Fund. ICICI
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ICICI Securities Limited Research Analyst SEBI Registration Number — INHO00000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. ICICI
Securities AIF Trust's SEBI Registration number is IN/AIF3/23-24/1292 ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its
various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”),
the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates
might have investment banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities
and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial interest in the securities or derivatives of any companies
that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as
opposed to focusing on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view
the Fundamental and Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Institutional Research.
The views and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the Retail Research.

The information and opinions in this report have been prepared by ICIC| Securities and are subject to change without any notice. The report and information contained herein
is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other
person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable
basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable
regulations and/or ICICI Securities policies, in circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.
This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or
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Investment 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. None of the
research recommendations promise or guarantee any assured, minimum or risk free return to the investors.

Name of the Compliance officer (Research Analyst): Mr. Atul Agrawal, Contact number: 022-40701000, E-mail Address : complianceofficer@icicisecurities.com
For any queries or grievances: Mr. Prabodh Avadhoot Email address: headservicequality@icicidirect.com Contact Number: 18601231122
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