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Continuous divestment in key subsidiaries continues

Edelweiss Financials reported a weak set of Q1FY21 numbers wherein the
company reported a consolidated loss of ¥ 264 crore mainly due to
impairment of ¥ 145 crore and muted performance in credit and insurance
business. In credit business, the wholesale lending book de-grew 18% QoQ
to T 10953 crore. Advances de-growth led to dip in net revenue by 92% QoQ
to ¥ 95 crore. Muted topline and higher provisions led to a loss worth T 156
crore. In retail credit (~55% of overall loan book), EHFL growth was stable
with loan book at ¥ 4490 crore, up 3.8% QoQ. ERFL loan growth came at
% 1312 crore, down 5% QoQ.

Amid Covid-19 ARC business reported healthy AUM growth of 563.5% QoQ
at ¥ 66300 crore and recoveries at ¥ 470 crore. For AMC business, AUM was
at T 29400 crore with gross revenue at T 25 crore (yield at 0.08%). Higher
operating costs marred EAML’s PAT growth and led it to come in at% 2 crore.
The company plans to grow its equity AUM to ~% 10000 crore within the
next 12-18 months.

Wealth Management's AUM growth was healthy at ¥ 127300 crore, up 12%
QoQ with PAT down 63% QoQ to X 59 crore. Insurance business growth was
subdued due to muted growth in premium income at ¥ 154 crore. A
substantial portion of product mix consisted of traditional par and non-par
policies while Ulip formed 25% of the overall product mix. Post the below
deal, Edelweiss will hold only 41% of the wealth business.

PAGAC Ecstasy Pte Ltd and its Affiliates has agreed to buy a 51% stake in
the wealth management and capital market business from the company's
subsidiary Edelweiss Global Wealth Management for a total consideration
of ~¥ 2204 crore with post money value of ~¥ 4400 crore. Considering
capital markets business valued at ¥ 600-700 crore, at wealth AUM of
127000 crore, the deal valuation is <4% of AUM, which appears lower than
listed peers. This transaction is expected to be completed within four to six
months subject to regulatory approvals. Edelweiss intends to demerge the
wealth management business within the next 12-18 months and list it in due
course as a separate entity. This is short-term positive but as the core profit
making low risk businesses of wealth and capital markets is out, it is
valuation dilutive at the holding company level.

Valuation & Outlook

Adequate capital adequacy and retail moratorium at 25% provide cushion
to credit portfolio. Stake sale of wealth, capital markets, alternate assets have
unlocked value and provided capital. This will also help in debt repayment
and infusion in insurance subsidiaries. As a holding company structure is
gradually changing with each stake sale, we expect earnings to remain
volatile on consolidated basis in near future. Existing shareholders will
receive shares of step-down companies under the current rejig of stakes but
we believe this may take two to three years. We maintain HOLD rating with
a target price of 3 77.

Key Financial Summary

FY16 FY17 FY18
Revenue from operation (Icrore) 2348 3383 4443
Net Profit (Zcrore) 414 609 838
EPS (3 5.0 1.3 10.1
P/E (x) 23.0 15.8 11.4
Book Value 44.4 51.5 72.9
P/B (x) 2.6 2.2 1.6
RoE (%) 121 15.2 15.0
RoA (%) 1.2 1.5 1.5
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Ideas create, values protect

Amount
Market C apitalisation 7478 crore
Networth %6129 crore
52 week H/L 134/30
Face Value 1
DIlHolding (%) 4.3
FllHolding (%) 30.2
Promoter Holding (%) 329
Others (%) 32.7

Key Highlights

® PAGAC Ecstasy Pte Ltd has
agreed to buy 51% stake in wealth
& capital market business for
~% 2204 crore

® Reported weak Q1FY21 results
wherein muted performance in
credit and insurance business led
to loss of ¥ 264 crore

® Maintain HOLD recommendation
with revised target price of ¥ 77
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FY19 FY20 CAGR (FY17-20)
5275 2731 -1%
991 -1899 NA
11.4 -21.8 NA
10.1 -5.3
83.8 59.6
1.4 1.9
14.3 -29.6
1.6 -3.5

Source: Company, ICICI Direct Research
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ICICI Direct Research

Exhibit 1: Variance Analysis

InterestIncome
Interest E xpense

NetInterestincome

OtherIncome

NetRevenue

Employee Expenses

Total Expenses

Insurance Business

PPP

Provisions

PBT

Tax

PAT

Q1FY21
10,553
10,020

533

6,750

1,284

3,084
5,972

4,915

184

2,610

-2,426

211

-2,637

Q1FY20
15,910
11,902

4,008

8,184

12,192

3,762
6,852

3,585

5,206

3,175

2,031

686

1,345

YoY
-34%
-16%

-87%

-18%

-40%

-18%
-13%

37%

-96%

-18%

NA

-69%

NA

Q4FY20 Qo0

13,735 -23%
11,551 -13%
2,183 -716%
1,778 280%
3,961 84%

3,669 -16%
8,853 -33%
6,097 -19%
-2,696 -107%
25,494 -90%
-28,190 -91%
-5,374 NA

-22,816 NA

Comments

Muted business growth, sell downs and
decline in margins dented NIl

Lower opex due to lockdown and reduction
in size of operations

Insurance premium growth was subdued,
capital infusion likely

One time impairment on wholesale book
was taken in Q4FY20 which are being sell
down and do not expect higher provisions in
them ahead.

Higher provisions and subdued
performance of credit and insurance
business led to a loss

Source: Company, ICICI Direct Research
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Story in Charts

Exhibit 2: Segmental comparison based on broad parameters

E quity (Zcrore)

AUM (Zcrore)

Net Revenue (Zcrore)

P AT (Zcrore)
NIM %

Credit

3363
10953
95
-156

Corporate Retail Wealth
Credit Management
1243 1,260.00
5802 1,27,300
57 264.00
1 59.00
4.5

2.3

Asset Life
Management Insurance
159 2090 721

29400 66300 3000

25 257 154

2 43 -68

Source: Company, ICICI Direct Research

Exhibit 3: Return ratios trend
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Exhibit 4: Asset quality trend
3.00 2.63
2.50
1.87
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1.40
(%) 1.50 4
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Source: Company, ICICI Direct Research
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Exhibit 5: Wholesale book to decline, going forward
FY19 Q1FY20 Q2FY20 Q3FY20 0Q4FY20 Q1FY21

Icrore FY18
CreditBusiness 40589
Wholesale 19525
RetailLoans 21,064

ARC Asset 6,297
TotalLoan Book 46886

Proportion (%)

CreditBusiness 87
Wholesale 42
Retail Loans 45
ARC Asset 13

TotalLoan Book 100

41120
18055
23,065
1,380

48500

85

37

48

15

100

37812 35110 281830 210320 167550
16987 16178 139270 100500 109530
20,825 18,932 1,42,560 1,09,820 58,020
8,631 8,765 8,600 0 0

46443 43875 290430 210320 167550

81
37
45
19

100

80 97 100 100
37 48 48 65
43 49 52 35
20 3 0 0
100 100 100 100

Source: Company, ICICI Direct Research

Exhibit 6: Price Chart
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Financial summary

Exhibit 7: Profit and loss statement T crore [ Exhibit 8: Key Ratios

FY17 FY18 FY19 FY20 FY17 FY18 FY19 FY20
NetInterestIncome- Credit 2,135 2,305 3,142 1,654 Valuation
Income from non creditbus 1,061 1,330 1,310 1,078 No of equity Shares 84 92 92 94
Other operating Revenue 19 81 82 0 EPS (3 7.3 10.1 11.4 -21.8
NetRevenues 3,383 4,443 5,275 2,731 BV (3 51.5 72.9 83.8 59.6
Operating Expences 2,084 2,530 3,144 2,904 P/E (x) 15.4 1.1 9.9 5.1

P/BV (x) 2.2 1.5 1.3 1.9

Operating P rofit 1,299 1,913 2,131 -172 Margin
P rovisioning 319 616 512 2,449 NIM (% ) 1.2 1.1 8.1 6.6
PBT (ex- insurance) 980 1,297 1,618 -2,621 Quality & Efficiency
Gain/(loss) from insurance -37 53 -157 -127 GNPA (%) 1.6 1.7 1.9 2.6
PBT 943 1,350 1,740 -2,457 NNPA (%) 0.6 0.7 0.8 0.8
Tax 395 512 699 -413 ROA (%) 1.5 1.5 1.6 -3.5
Consol PAT (ex-minority ini 548 838 1,040 -2,044 ROE (%) 15.2 15.0 14.3 -29.6
Minority Intere st -31 -27 49 -145 Source: Company, ICICI Direct Research
Consol PAT 609 838 991 -1,899

Source: Company, ICICI Direct Research

Exhibit 9: Balance sheet < crore [ Exhibit 10: Key ratio (%)

FY17 FY18 FY19 FY20 FY17 FY18 FY19 FY20
Share capital 83 87 89 89  Total Asset 21.2 41.6 1.7 -19.0
Reserves and surplus 4,242 6,796 7,588 6,040  Advances 37.9 39.2 -0.1 -26.2
Shareholders' Equity 4,325 6,883 1,677 6,129  Borrowing 39.3 43.9 -5.9 -24.6
ex-insurance 3,952 6,328 7,143 6,129  Totallncome 441 31.3 18.7 -48.2
Minority interest 963 2,719 3,298 1,078  Total Expense 25.4 21.4 24.3 -1.1
Borrowings 33,379 48,031 45,217 34,080  NetProfit 47.0 37.6 18.2 NA
Other liabilities 6,161 7,630 10,612 10,994 EPS 449 39.3 12.4 NA
Total liabilities 44,823 63,487 64,544 52,280  Book Value 16.1 41.4 14.9 -28.9

Source: Company, ICICI Direct Research

Fixed assets 738 577 548 1,501
Cashand bank balances 2,618 4,562 6,455 8,610
Investments 6,878 7,887 8,799 8,267
Loans 217,608 38,439 38,408 28,361
Otherassets 6,982 12,022 10,333 5,542
Total assets 44,823 63,487 64,544 52,280

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
ICICI direct u,\x::} INO 1 ‘
In.cu«vvrvu'o‘::rul Fingertips | BHQE{ER \ ;
ICICI Securities Ltd. A5 sTaRMminE | ‘
‘ @l‘;‘awst»\-.wa'd 2012 A/
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Kajal Gandhi, CA, Vishal Narnolia, MBA and Yash Batra, MBA, Research Analysts, 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. 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. 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. ICICI Securities Limited is a Sebi registered
Research Analyst with SEBI Registration Number — INH000000990. ICICI Securities Limited Sebi Registration is INZ000183631 for stock broker. 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 generally prohibits its analysts, persons reporting to analysts and their relatives 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

Our proprietary trading and investment busil may make i decisions that are inconsi with the recomr i p d herein.

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

The information and opinions in this report have been prepared by ICICI 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 completeness guaranteed. This report and information herein
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions exp d in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient.
The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities 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.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the 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.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates 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 ICICI Securities nor Research Analysts and their relatives 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.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the research report.

Since associates of ICICI Securities are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject company/companies mentioned in this
report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report 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 ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. 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.
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