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o s CMP:INR750  TP: INR915 (+22%) Buy
0 Key takeaways from Digital Day
icicl Securities ICICI Securities' (?S‘EC‘) hosted the'second‘ef:lition‘ of ICICI Sec'uritie's Digital Day to
showcase the initiatives on building “a digitally integrated financial marketplace”.
stock Info Here are our key takeaways from the interaction:
Bloomberg ISEC IN
Equity Shares (m) 322 past improvements
M.Cap.(INRb)/(USDb) 241.9/33 o Customer sourcing: In the past couple of years, ICICI Bank’s share in client
52-Week Range (INR) 802 /357 . L .
1,6, 12 Rel. Per (%) 0/68/2 sourcing has reduced significantly (from 100% to 35%). A large portion of the
12M Avg Val (INR M) 446 remaining share has come from digital sourcing. In 1QFY22, nearly 60% of the
clients acquired were below 30 years of age, and ~80% were from tier 2 and
Financials Snapshot (INR b) i
Y/E March 2021 2022E 2023E el S,
Revenues 259 320 350 M Otherkey metrics: While sourcing has surged, it has come with sharp
Opex 11.6 145 15.8 improvement in the activation rate to ~70% (from 34%). Moreover, during
PBT 143 175 193 this phase, the cross-sell ratio has improved steadily to 1.8x (from 1.6x).
PAT 107 13.0 143 Among ISEC’s key strengths has been the longevity of its clients — 36% of the
Ratios clients that were active 15 years ago continue to trade with the company.
¢/l ratio (‘_%) 447 452 450  m  Non-broking key data: There has been a sustained rise in the MTF + ESOP
:21 ?;f;rgm (%) ‘71(1):2 :Z:; :2:2 book, while loan disbursements have been increasing at a healthy pace
Div. Payout (%) 650 650 650 (1.2x). Its share in the SIP book has risen to 4.1% (from 3.3%).
EPS 331 404 4224 W Interms of distribution, partnerships such as Federal Bank, HSBC, and three
Valuations partnerships in the pipeline would start to contribute meaningfully after a
P/E (x) 222 182 165 few years.
P/BV (x) 13.0 104 8.5
Div. Yield (%) 2.9 3.6 39  Future digital p|ans

- . . . .
shareholding pattern (%) Through a new APP, ISEC plans to target the millennial population via

As On Jun-21 Mar-21 Jun-20 offerings such as goal-based investing and the extending of loans. These
Promoter 749 750  79.2 customers have high credit scores and are a good fit for ISEC’s future plans.
DIl 73 9.0 102

i 55 37 a8 The other customer segment it is targeting comprises HNIs and the Mass
Others 1 122 6.8 Affluent. This category is further segregated into Family Offices, Ultra HNIs,
High Salaried, and Retired. ISEC plans to curate a different strategy for each
of these sub-categories.

Fll Includes depository receipts

Stock performance (one-year) B [t aims to improve market share to 10%+ in new customer acquisitions and
'S‘zrfs':fflézgzzed reduce the cost-to-income ratio by 500bps over the next four years to <40%.
850 It would achieve this through a high degree of digital integration and
200 developing new revenue streams. Eventually, ISEC would move away from
being just a broking company to offering the entire gamut of financial

250 products.
400 m The company aims to widen its customer base by targeting MF, insurance,
250 and fixed income customers. This would propel the cross-sell ratio as well.

m  New-age fintechs: The company is undertaking tie-ups with more than 10
fintechs to not only offer new and improved products but also create
customer value.
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m  Customer acquisition costs: Costs are still evolving in the digital channel.
However, the organic route has minuscule costs.

m  Advertisement costs: In the current year, digital ad spends have exceeded FY21
levels of INR420m.

Valuation and view

Post the implementation of 100% margin norms from Sep’21, we expect some
slowdown in cash volumes. Nevertheless, this could be partially offset by a surge in
options volumes. Over the medium term — as seen empirically in the earlier phases
of the margin norms — volumes are expected to recoup. ISEC, with its tech
capabilities, is poised to see revenue and PAT CAGRs of 13.3% and 12.4%,
respectively, over FY21-24E. We maintain our BUY rating and TP of INR915.
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Story in charts
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Exhibit 1: Revenue CAGR of 18% over FY16-21

Exhibit 2: Broking revenue growth to remain healthy
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Exhibit 3: Distribution revenue to grow at a faster pace

Exhibit 4: Improving operating efficiencies
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Exhibit 5: Return ratio to remain healthy Exhibit 6: Stable dividend payouts
—O—RoE (%) —O—Divident payout (%)
82
81
5 70 73 7% 4
64 64 57 66 65 65 65
2 48
o ~ o] a o — L [iE) [t ~ 00 o)) o — Ll w
— i i i o~ o~ (o] o — — — i o (] o~ (2]
b = e s s T N N b s s T T T g S
[N [N [N [N
Exhibit 7: ISEC has 5™ largest insurance AUM Exhibit 8: Strong traction in new client acquisitions
Life Insurance Premium ( INR m) —O— Change YoY (%) New clients acquired (m) 0.69
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Financials and valuation

ICICI Securities

Income Statement (INR m)
Y/E March FY18 FY19 FY20 Fy21 FY22E FY23E FY24E
Total Income 18,610 17,270 17,249 25,862 31,978 35,029 37,605
Change (%) 325 -7.2 -0.1 49.9 23.6 9.5 7.4
Brokerage Income 10,243 9,328 9,476 15,045 16,591 17,510 17,708
Income from Services 6,552 5,733 5,218 6,961 8,829 10,106 11,588
Interest Income 1,574 1,792 2,350 3,449 6,208 6,953 7,787
Other Operating Income 241 193 19 407 326 431 486
Other Income 0 225 187 0 25 30 36
Operating Expenses 10,086 9,698 9,720 11,554 14,454 15,755 17,190
Change (%) 14.3 -3.8 0.2 18.9 25.1 9.0 9.1
Employee expenses 5,504 5,545 5,338 5,880 6,644 7,142 7,678
Interest expenses 495 423 864 1,073 1,824 2,097 2,412
Depreciation 153 150 614 542 600 575 550
Others 3,935 3,580 2,905 4,060 5,386 5,941 6,550
Profit Before Tax 8,524 7,572 7,529 14,308 17,524 19,274 20,415
Change (%) 63.3 -11.2 -0.6 90.0 22.5 10.0 5.9
Tax 2,989 2,665 2,109 3,631 4,504 4,953 5,247
Tax Rate (%) 35.1 35.2 28.0 25.4 25.7 25.7 25.7
PAT 5,535 4,907 5,420 10,677 13,020 14,320 15,168
Change (%) 63.5 -11.3 10.4 97.0 21.9 10.0 5.9
Proposed Dividend 3,646 3,646 3,825 6,940 8,463 9,308 9,859
Balance Sheet (INR m)
Y/E March FY18 FY19 FY20 Fy21 FY22E FY23E FY24E
Equity Share Capital 1,611 1,611 1,611 1,611 1,611 1,611 1,611
Reserves & Surplus 6,866 8,862 10,485 16,610 21,167 26,179 31,488
Net Worth 8,477 10,473 12,095 18,221 22,778 27,790 33,099
Borrowings 6,771 4,518 14,998 35,238 61,667 70,917 81,555
Other Liabilities 13,491 31,655 17,335 28,350 31,185 34,303 37,733
Total Liabilities 28,739 46,646 44,428 81,809 1,15,630 1,33,010 1,52,387
Cash and Investments 15,499 31,515 24,139 38,822 49,525 57,799 66,779
Change (%) 55.7 103.3 -23.4 60.8 27.6 16.7 15.5
Loans 5,782 4,033 5,709 29,015 50,775 58,392 67,150
Net Fixed Assets 421 476 2,061 1,688 1,857 2,043 2,247
Net Current Assets 7,037 10,623 12,520 12,285 13,472 14,777 16,211
Total Assets 28,739 46,646 44,428 81,809 1,15,630 1,33,010 1,52,387
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Financials and valuation

Ratios

Y/E March FY18 FY19 FY20 Fy21 FY22E FY23E FY24E
As a percentage of Revenues

Brokerage Income 55.0 54.0 54.9 58.2 51.9 50.0 47.1
Income from Services 35.2 33.2 30.2 26.9 27.6 28.8 30.8
Interest Income 8.5 10.4 13.6 13.3 19.4 19.8 20.7
Other Income 13 2.4 1.2 1.6 1.1 13 14
Total cost 54.2 56.2 56.4 44.7 45.2 45.0 45.7

Valuation (x)

BVPS (INR) 26.3 325 375 56.5 70.7 86.2 102.7
Change (%) 69.0 235 15.5 50.6 25.0 22.0 19.1
Price-BV (x) 19.6 13.0 10.4 8.5 7.2
EPS (INR) 17.2 15.2 16.8 331 40.4 44.4 47.1
Change (%) 63.5 -11.3 10.4 96.9 21.9 10.0 5.9
Price-Earnings (x) 43.7 22.2 18.2 16.5 15.6
DPS (INR) 9.4 9.4 11.0 21.5 26.3 28.9 30.6
Dividend Yield (%) 1.5 2.9 3.6 3.9 4.2
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NOTES
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Explanation of Investment Rating

Investment Rating Expected return (over 12-month)

BUY >=15%

SELL <-10%

NEUTRAL <-10 % to 15%

UNDER REVIEW Rating may undergo a change

NOT RATED We have forward looking estimates for the stock but we refrain from assigning recommendation

*In case the recommendation given by the Research Analyst is inconsistent with the investment rating legend for a continuous period of 30 days, the Research Analyst shall within
following 30 days take appropriate measures to make the recommendation consistent with the investment rating legend.

Disclosures
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products. MOFSL is a subsidiary company of Passionate Investment Management Pvt. Ltd.. (PIMPL). MOFSL is a listed public company, the details in respect of which are
available on www.motilaloswal.com. MOFSL (erstwhile Motilal Oswal Securities Limited - MOSL) is registered with the Securities & Exchange Board of India (SEBI) and is a
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National Commodity & Derivatives Exchange Limited (NCDEX) for its stock broking activities & is Depository participant with Central Depository Services Limited (CDSL) National
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Kong Securities and Futures Commission (SFC) pursuant to the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) “SFO”. As per SEBI (Research Analyst
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applicable state laws in the United States. In addition MOFSL is not a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended (the "Advisers
Act" and together with the 1934 Act, the "Acts), and under applicable state laws in the United States. Accordingly, in the absence of specific exemption under the Acts, any
brokerage and investment services provided by MOFSL , including the products and services described herein are not available to or intended for U.S. persons. This report is
intended for distribution only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the Exchange Act and interpretations thereof by SEC (henceforth referred to as
"major institutional investors"). This document must not be acted on or relied on by persons who are not major institutional investors. Any investment or investment activity to which
this document relates is only available to major institutional investors and will be engaged in only with major institutional investors. In reliance on the exemption from registration
provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the "Exchange Act') and interpretations thereof by the U.S. Securities and Exchange
Commission ("SEC") in order to conduct business with Institutional Investors based in the U.S., MOFSL has entered into a chaperoning agreement with a U.S. registered broker-
dealer, Motilal Oswal Securities International Private Limited. ("MOSIPL"). Any business interaction pursuant to this report will have to be executed within the provisions of this
chaperoning agreement.

The Research Analysts contributing to the report may not be registered /qualified as research analyst with FINRA. Such research analyst may not be associated persons of the U.S.
registered broker-dealer, MOSIPL, and therefore, may not be subject to NASD rule 2711 and NYSE Rule 472 restrictions on communication with a subject company, public
appearances and trading securities held by a research analyst account.

For Singapore

In Singapore, this report is being distributed by Motilal Oswal Capital Markets Singapore Pte Ltd (‘MOCMSPL") (Co.Reg. NO. 201129401Z) which is a holder of a capital markets
services license and an exempt financial adviser in Singapore.As per the approved agreement under Paragraph 9 of Third Schedule of Securities and Futures Act (CAP 289) and
Paragraph 11 of First Schedule of Financial Advisors Act (CAP 110) provided to MOCMSPL by Monetary Authority of Singapore. Persons in Singapore should contact MOCMSPL
in respect of any matter arising from, or in connection with this report/publication/communication. This report is distributed solely to persons who qualify as “Institutional Investors”,
of which some of whom may consist of "accredited" institutional investors as defined in section 4A(1) of the Securities and Futures Act, Chapter 289 of Singapore (‘the
SFA”). Accordingly, if a Singapore person is not or ceases to be such an institutional investor, such Singapore Person must immediately discontinue any use of this Report and
inform MOCMSPL.

Specific Disclosures

1 MOFSL, Research Analyst and/or his relatives does not have financial interest in the subject company, as they do not have equity holdings in the subject company.
2 MOFSL, Research Analyst and/or his relatives do not have actual/beneficial ownership of 1% or more securities in the subject company

3 MOFSL, Research Analyst and/or his relatives have not received compensation/other benefits from the subject company in the past 12 months

4 MOFSL, Research Analyst and/or his relatives do not have material conflict of interest in the subject company at the time of publication of research report
5 Research Analyst has not served as director/officer/employee in the subject company

6 MOFSL has not acted as a manager or co-manager of public offering of securities of the subject company in past 12 months

7

8

9
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