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Industry Recommendation Base Case Fair Value MM
Broking Rs 89 Buy in Rs 88-90 band and add on dips in Rs 79-81 band Rs 97 Rs 108 2-3 quarters
. Our Take:

:EEFEOS;ZF) Code IIFLSE;::Z%I;JE IIFL Securities Ltd (IIFLSEC) is one of the key capital market players in the Indian financial services space. The company provides a full suite of
NSE Code IELSEC products and services. It offers equities (both cash and derivatives), commodities, and currency broking for both retail and institutional
eeaE IIFLSEC IN clients. Its financial products distribution (FPD) division offers a wide range of products like mutual funds, insurance, IPOs, bonds, AIF, and
CMP Oct 6, 2023 387 others, targeting retail & HNI clients. It also has an investment banking (IB) division. The company is also constantly investing in technology
Equity Capital (Rs cr) 61.1 and launching new innovative products to remain competitive with discount brokerages. The buoyant equity markets have resulted in
Face Value (Rs) 2 strong growth in Investment Banking and financial products distribution revenue. Sale of its real estate assets could bring in further capital
Equity Share 0/S (cr) 306 to invest in the financial services business. We believe the equity markets are likely to remain strong in the near term driving higher
Market Cap (Rs cr) 2712 revenues and profitability for IIFLSEC.
Book Value (Rs) 46.6
Avg. 52 Wk Volumes 678,000 Valuation & Recommendation:
52 Week High (Rs) 92.0 We remain bullish about the near to mid-term prospects of the company owing to strong tailwinds across all capital market businesses. The
52 Week Low (Rs) 48.2 stock is trading at a lower valuation as compared to its peers which we expect to narrow. We have envisaged 13% CAGR in topline and 18%

Share holding Pattern % (Jun, 2023)
Promoters

Institutions

in bottomline over FY23-FY25E. We believe investors can buy the stock in the band of Rs 88-90 and add on dips in Rs 79-81 band (7x FY25E
EPS) for a base case fair value of Rs 97 (8.5x FY25E EPS) and bull case fair value of Rs 108 (9.5x FY25E EPS) over the next 2-3 quarters.

Financial Summary

Non Institutions

ST

HDFCsec Retail research
stock rating meter

for details about the ratings, refer at the end of the report

* Refer at the end for explanation on Risk Ratings

Fundamental Research Analyst

Particulars (Rs cr) Q1FY24 Q1FY23 YoY (%) | Q4FY23| QoQ (%) | FY22 FY23 | FY24E | FY25E
Revenues 409 292 40.3 402 1.8 1,232 1,352 1,549 1,714
EBITDA 138 93 47.8 152 9.2 483 465 527 590
APAT 75 44 71.3 86 -13.4 306 250 295 348
Diluted EPS (Rs) 2.4 1.4 70.4 2.8 -13.5 10.1 8.2 9.6 11.4
ROE (%) 28.5 19.8 20.4 21.0
P/E (x) 8.8 10.8 9.2 7.8
EV/EBITDA (x) 0.9 0.8 0.0 0.5

(Source: Company, HDFC sec)
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Q1FY24 Result Update

Consolidated revenue of the company increased 40% YoY and 2% QoQ to Rs 409cr driven by sharp jump in retail broking and financial
products distribution income. Retail broking revenue increased by 16% YoY to Rs 126c¢r on account of increased cash and F&O turnover.
Distribution income more than doubled to Rs 85cr resulting from increased sale of AIF, PMS and insurance products. Investment banking
division reported revenue of Rs 55cr, a growth of 84% YoY as it completed nine deals during the quarter across capital markets, debt and
private equity. Employee cost was virtually unchanged QoQ and has increased 4% on a YoY basis. Finance cost has gone up 8% QoQ and
12% YoY basically because of increase in the overall borrowing cost. Net profit for the quarter stood at Rs 75cr, up 71% YoY and down 13%
QoAQ.

AUM and custody assets increased to 1.47 lakh crore as compared to Rs 1.12 lakh crore in Q1FY23. Average daily turnover for the first
guarter was Rs 2.31 lakh crore, which consisted of Rs 1,655cr in cash and Rs 2.3 lakh crore in derivative segment. The company filed 2
DRHPs with SEBI over the quarter and has expanded the product offerings beyond capital markets.

Key Triggers
New demat openings indicate higher turnover

According to data from the two depositories, CDSL and NSDL, a record number of 3 million new demat accounts were opened in July
2023 and 3.1 million new accounts were opened in August 2023, indicating the growing retail participation in the stock market. The total
number of demat accounts now stands at a new high of 126.60 million. The overall sentiment in equity markets continues to remain
buoyant driven by economic growth, renewed infrastructure and real estate development, younger population, and more awareness
about benefits of investing for long-term growth. As new investors start investing in equities, cash and derivatives turnover is expected
to increase, resulting in higher revenue from brokerage and later higher income from financial products distribution.

Buoyant markets to drive higher IB revenue

We have seen in the past that in time of bullish markets, the number of IPOs and M&A deals increase. Indian markets witnessed a total
of 37 IPOs in FY23 raising around Rs 520 billion. In the first half of 2023-24, 31 Indian corporates raised Rs.263 billion through main
board IPOs. The Indian market had a record high Mergers & Acquisitions (M&A) deal value as nearly 20 deals totaling USD 152 billion
were completed in 2022. IIFL completed 29 transactions, comprising 12 Initial Public Offers, 3 Qualified Institutional Placements, 6 debt
transactions and number of advisory transactions, buybacks, offer for sale and open offers during FY23. The strong momentum in equity
markets is likely to result in surge of IPOs, buybacks and PE deals in the coming years driving higher investment banking revenue for the
company.
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Focus on affluent customers

IIFLSEC is diversifying revenues with a greater focus on the distribution business, building an AUM-led model and acquiring more clients
(particularly in the HNI/affluent segment). The Company has revised its strategy to concentrate on affluent customers in accordance
with the re-organisation plan approved by its Board of Directors. Under the reorganising scheme, the Board of Directors approved the
transfer of IIFL Securities’ Online Retail Trading Business to 5paisa Capital Limited. Going ahead, clients that need help of RMs or retail
clients operating through sub brokers will remain in [IFLSEC while the rest could go to 5Paisa.

The demerger is expected to be completed over the next 4-6 months. As per the Scheme of Arrangement, shareholders would receive 1
share of 5paisa Capital for every 50 shares held in IIFL Securities. The transfer would impact ~5% of revenue and ~15 lakh customers.
The company does not intend to get into market share race and would focus on optimizing revenue and profitability.

This arrangement could take another 4-6 months to fructify.

Real Estate sale could provide boost to profits

IIFLSEC is in the market to sell some of its large properties it owns in cities like Chennai, Hyderabad and Pune. Other properties in
Mumbai and Delhi could be sold later. The combined book value of the properties is ~“Rs 230cr while the estimated market value is ~Rs
650cr. Sale of these properties could provide a strong boost to profits of the company.

SEBI order stayed by SAT

In Jun’23, SEBI had prohibited the company from on-boarding new clients for two years as a stockbroker. This is pertaining to
inspections carried out for different periods from April 2011 to 2017. However, the company appealed against the ruling and Securities
Appellate Tribunal (SAT) has stayed this order. SEBI has not found anything wrong subsequent to the enhanced supervision circulation
becoming effective in 2017. The management believes that the order would be taken back and would not affect the working of the
company.

Indian Broking Industry

Low retail penetration

Indian stock exchange has witnessed exponential growth in the past decade. However, it is still underpenetrated compared to the rest
of the world. As of FY23, only 123mn (NSDL+ CDSL) Indians have demat accounts, which is around 4% of the country’s population. In
comparison, over 50% of Americans own stocks. Even in China, 7% of the population are equity investors (still higher than India’s 4%).
This indicates there is plenty of room for the stock market to penetrate further.
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ADTO has increased in recent times

According to the capital markets regulator SEBI, close to 25 mn new demat accounts were opened in FY23 compared to 35 mn in FY22.
The average daily turnover (ADTO) in the cash market in shot up to ~Rs 66,800cr in FY22 before moderating to ~Rs 53,500 in FY23. The
average daily turnover in the derivative market increased by 10% YoY to Rs 1.61 lakh crore. Robust client addition and market volatility
are key factors for surging volumes in the derivative segment.

With increase in financial literacy, mobile penetration, growing awareness and opening up of Jan Dhan bank accounts, demand for
financial products has increased in smaller cities. Financial services are available across India with technology upgradation, which not
only increases awareness for these products but also reduces the cost to companies for reaching out to smaller markets.

Risk & Concerns

Market volatility

Capital market has an inherent risk of volatility. Market volatility (especially downward) has high correlation with volume growth for the
broking business. Hence, any prolonged period of negative returns from equity market can hit the company’s revenues hard.

Competition

The broking industry is increasingly becoming competitive and technology-driven, with new format players giving rise to technology and
pricing-based disruptions. It is currently facing significant pressure on account of increased competition from discount brokers. While the
capital market cycle has been positive and volumes have compensated for declining yields, a reversal of investments in financial assets will
have a significantly negative impact on both asset prices and trading volumes, which in turn will significantly impair broking revenues and
earnings. IIFL SEC got limited benefits of client rise and volume rise in Covid times unlike its peers.

Adverse regulatory change
For the broking business, new regulatory changes could result in lower volumes in the short to medium term. Further, any adverse change
of regulation or non-compliance of rules might impact the company’s growth.

Market share loss

IIFLSEC has witnessed a decline in the overall market share from 2% in FY19 to 1.1% in FY23, due to high volatility, sharp rise in passive
flows, competition from discount brokers and underwritten blocks. If the trend continues, there could be a negative impact on the
company’s stock price. Hiving off of retail online clients could result in further loss of share (especially in active customers). However the
company has decided not to focus on market share but on enhancing revenues and profitability.
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Company Background:

IIFL Securities Ltd (IIFLSEC) is one of the key capital market players in the Indian financial services space. Along with its subsidiaries, IIFLSEC
offers advisory and broking services, financial products distribution, institutional research, and investment banking services. The company
caters to over 3 mn customers through a network that is present at 2,500 points, covering branches and business partners across 500+
locations through own and franchisee offices. On the institutional side, it has over 850 foreign and domestic customers as of 31 March
2023. It has ~0.5mn active retail clients and total 2.5mn clients. IIFLSEC has ~450 RMs.

IIFLSEC, the erstwhile flagship company of the India Infoline group, was set up as Probity Research and Services in October 1995; its name
was changed to India Infoline Ltd in March 2000. The company is a trading member of the BSE and NSE. IIFL Finance (erstwhile IIFL Holdings
Ltd) was the holding company for the entire IIFL group. As a part of corporate restructuring, the securities and wealth businesses of IIFL
Holdings Ltd were demerged into IIFL Securities Ltd and IIFL Wealth Management Ltd respectively. In September 2019, IIFL Securities was
listed on the stock exchanges.

IIFLSEC completed buyback of 1.7cr shares through open market at an average price of ~“Rs 51 per share in Feb’21. The company emerged a
successful bidder for demat accounts of Karvy Stock Broking with NSDL and CDSL in Feb’21 and nearly 1.1 mn demat accounts from Karvy
were acquired in a formal bidding process organised by stock exchanges and depositories. The company has an average SIP transactions of
~1.5 lakh transactions per month with total SIP AUM of ~Rs 2100cr. Promoters own 31.1% stake in the company, Fairfax has 27.7% stake
and other institutions hold 19.6%.

Peer Comparison:

ICICI Securities 20,303 3,416 1,118 32.7 42.3 34,5 38.2 43.9 18.2 16.4 14.3
IIFL Securities 89 2,711 1352 250 18.5 19.8 8.2 9.6 11.4 10.8 9.2 7.8
Angel Broking 1978 16,591 3,021 890 29.5 47.5 105.1 117.6 134.5 18.8 16.8 14.7
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Income Statement

IIFL Securities Ltd.

Balance Sheet
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(Rs cr) FY21 FY22 FY23 FY24E FY25E As at March (Rs cr) FY21 FY22 FY23 FY24E FY25E
Net Revenues 791 1232 1352 1549 1714 SOURCE OF FUNDS
Growth (%) 9.2 55.8 9.7 14.5 10.7 Share Capital 61 61 61 61 61
Operating Expenses 488 749 887 1022 1124 Reserves 907 1121 1289 1483 1715
EBITDA 303 483 465 527 590 Shareholders' Funds 968 1182 1350 1544 1776
Growth (%) 4.2 59.2 -3.7 13.2 12.0 Minority Interest 0 0 -1 -1 -1
EBITDA Margin (%) 38.4 39.2 34.4 34.0 34.4 Total Debt 292 607 486 476 456
Depreciation 46 63 67 64 62 Net Deferred Taxes -21 -24 -30 -30 -30
Other Income 77 84 18 19 22 Other Non-curr. Liab. 0 0 0 0 0
EBIT 334 503 416 481 550 Total Sources of Funds 1238 1765 1805 1989 2201
Interest expenses 50 102 76 82 79 APPLICATION OF FUNDS
PBT 285 402 341 399 471 Net Block & Goodwill 394 406 363 313 267
Tax 64 96 91 105 123 CWIP 47 3 1 1 0
PAT 220 306 250 294 348 Investments 168 304 167 267 367
Share of Asso./Minority Int. 0 0 0 0 0 Other Non-Curr. Assets 1085 1463 1719 1968 2178
Adj. PAT 220 306 250 295 348 Total Non Current Assets 1694 2175 2249 2550 2812
Growth (%) 66.5 38.9 -18.2 17.8 18.3 Inventories 0 0 0 0 0
EPS 7.3 10.1 8.2 9.6 114 Debtors 34 28 22 43 38
Cash & Equivalents 1678 3740 2837 3093 3237
Other Current Assets 117 74 99 145 130
Total Current Assets 1829 3842 2958 3281 3405
Creditors 4 2 3 4 3
Other Current Liab & Provisions 2281 4251 3399 3837 4013
Total Current Liabilities 2285 4252 3402 3842 4017
Net Current Assets -456 -410 -444 -561 -612
Total Application of Funds 1238 1765 1805 1989 2201
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(Rs cr) FY21 FY22 FY23 FY24E FY25E FY21 FY22 FY23 FY24E FY25E
Reported PBT 285 402 341 399 471 Profitability Ratios (%)
Non-operating & EO items 3 43 90 -250 -210 EBITDA Margin 384 39.2 344 34.0 344
Interest Expenses 33 85 73 82 79 EBIT Margin 42.3 40.9 30.8 31.1 32.1
Depreciation 46 63 67 64 62 APAT Margin 27.8 24.8 18.5 19.0 20.3
Working Capital Change -157 283 -1,266 373 195 RoE 23.8 28.5 19.8 20.4 21.0
Tax Paid -58 -82 -98 -105 -123 RoCE 25.7 33.0 23.0 24.9 25.9
OPERATING CASH FLOW (a) 152 795 -793 564 474 Solvency Ratio (x)
Capex -63 27 -5 -15 -15 Net Debt/EBITDA -4.6 -6.5 -5.1 -5.0 -4.7
Free Cash Flow 89 822 -798 549 459 Net D/E -1.4 -2.7 -1.7 -1.7 -1.6
Investments 190 -102 143 -100 -100 Per Share Data (Rs)
Non-operating income 21 -11 26 0 0 EPS 7.3 10.1 8.2 9.6 11.4
INVESTING CASH FLOW (b)) 148 -86 163 -115 -115 CEPS 8.8 12.2 104 11.7 134
Debt Issuance / (Repaid) -167 315 -121 -10 -20 BV 31.9 38.9 44.2 50.5 58.1
Interest Expenses -48 -98 -73 -82 -79 Dividend 1.0 3.0 3.0 33 3.8
FCFE 84 926 -824 357 260 Turnover Ratios (days)
Share Capital Issuance 1 4 6 0 0 Debtor days 15 9 7 8 9
Dividend -30 -91 -91 -101 -116 Creditors days 2 1 1 1 1
Others -117 -21 -16 0 0 Valuation (x)
FINANCING CASH FLOW (c) -244 129 -280 -193 -215 P/E 12.2 8.8 10.8 9.2 7.8
NET CASH FLOW (a+b+c) 55 838 -910 256 144 P/BV 2.8 2.3 2.0 1.8 1.5
EV/EBITDA 4.4 -0.9 0.8 0.0 -0.5
EV/Revenues 1.7 -0.3 0.3 0.0 -0.2
Dividend Yield (%) 1.1 3.4 34 3.7 4.3
Dividend Payout (%) 13.8 29.8 36.6 34.2 333
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HDFC Sec Retail Research Rating description

Green Rating stocks

This rating is given to stocks that represent large and established business having track record of decades and good reputation in the industry. They are industry leaders or have significant market share. They have multiple streams of cash flows and/or strong balance
sheet to withstand downturn in economic cycle. These stocks offer moderate returns and at the same time are unlikely to suffer severe drawdown in their stock prices. These stocks can be kept as a part of long term portfolio holding, if so desired. This stocks offer low
risk and lower reward and are suitable for beginners. They offer stability to the portfolio.

Yellow Rating stocks
This rating is given to stocks that have strong balance sheet and are from relatively stable industries which are likely to remain relevant for long time and unlikely to be affected much by economic or technological disruptions. These stocks have emerged stronger over

time but are yet to reach the level of green rating stocks. They offer medium risk, medium return opportunities. Some of these have the potential to attain green rating over time.

Red Rating stocks

This rating is given to emerging companies which are riskier than their established peers. Their share price tends to be volatile though they offer high growth potential. They are susceptible to severe downturn in their industry or in overall economy. Management of
these companies need to prove their mettle in handling cyclicality of their business. If they are successful in navigating challenges, the market rewards their shareholders with handsome gains; otherwise their stock prices can take a severe beating. Overall these stocks
offer high risk high return opportunities.

Digitally signed by

ATUL JAGDISH atut sacDisH kARWA
KARWA Date: 2023.10.09

08:54:17 +05'30'
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Disclosure:

I, Atul Karwa, Reesearch Analyst, MMS, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. SEBI conducted the inspection and based on their observations have issued
advise/warning. The said observations have been complied with. 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.

Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company. Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate may have beneficial ownership of 1% or more in the subject company at the end of the month
immediately preceding the date of publication of the Research Report. Further Research Analyst or his relative or HDFC Securities Ltd. or its associate does not have any material conflict of interest.

Any holding in stock — No

HDFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH0O00002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is solely for information of the recipient only. The report must not be used as a singular basis of any investment decision. The views herein are of a general nature and do not consider the risk appetite or the particular circumstances of an
individual investor; readers are requested to take professional advice before investing. Nothing in this document should be construed as investment advice. Each recipient of this document should make such investigations as they deem necessary to arrive at an independent evaluation of an
investment in securities of the companies referred to in this document (including merits and risks) and should consult their own advisors to determine merits and risks of such investment. The information and opinions contained herein have been compiled or arrived at, based upon information
obtained in good faith from sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without
notice. Descriptions of any company or companies or their securities mentioned herein are not intended to be complete. HSL is not obliged to update this report for such changes. HSL has the right to make changes and modifications at any time.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use
would be contrary to law or regulation or what would subject HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the same should be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or published in whole or in part, directly or indirectly, for any
purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign
currencies effectively assume currency risk. It should not be considered to be taken as an offer to sell or a solicitation to buy any security.

This document is not, and should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments. This report should not be construed as an invitation or solicitation to do business with HSL. HSL may from time to time solicit from, or perform broking, or
other services for, any company mentioned in this mail and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of the 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 company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and
opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in the
currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the
companies / organizations described in this report. As regards the associates of HSL please refer the website.

HSL or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from t date of this report for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant
banking, brokerage services or other advisory service in a merger or specific transaction in the normal course of business.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither HSL nor Research Analysts have any material conflict of interest at the time of publication of this
report. Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions. HSL may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the subject company. We have not received any compensation/benefits from the subject company or third party in connection with the
Research Report.

HDFC securities Limited, | Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066
Compliance Officer: Murli V Karkera Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

For grievance redressal contact Customer Care Team Email: customercare@hdfcsec.com Phone: (022) 3901 9400

HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg. No. POP: 11092018; IRDA Corporate Agent License No.: CA0062; SEBI Research Analyst Reg. No.: INHO00002475; SEBI Investment Adviser Reg. No.: INA000011538; CIN -
U67120MH2000PLC152193

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.

Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing.

Registration granted by SEBI, membership of BASL (in case of IAs) and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors.
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