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Affle (India) Ltd
Strong Outlook, Maintain Buy

Sharekhan code: AFFLE
CMP: Rs. 1,077

€> Maintain

Internet & new media

Reco/View: Buy o

N Upgrade

Price Target: Rs. 1,400
\l/ Downgrade

Summary

¢ We reiterate our Buy recommendation on Affle India with a revised PT of Rs. 1,400, given the strong
sector outlook, unique business model, strong presence in high-growth verticals and shift of advertising
budgets towards mobiles.

+ Top media agencies forecast digital advertising to be larger in size than television advertising at 45-48
% of the total domestic advertising market with digital advertising expected to grow at 30-32% in 2023.
A disproportionate consumer shift to digital and connected devices to mobile augurs well and would
support strong growth momentum for Affle.

¢ Affle’s ability to provide end-to-end solutions along with extensive consumer profile data would be
a key driver to address opportunities post the pandemic especially in categories such as Travel and
Hospitality.

+ Affle’s unigue CPCU model differentiates it from competitors and creates strong return on investment
(ROI) for advertisers. Thus, it can keep the competition at bay and maintain/improve pricing despite
concerns due to macroeconomic headwinds.

Affle India (Affle) is expected to largely benefit from the trends seen in advertising. Top media agencies
forecast growth in Indian advertising expenditure for the calendar year 2023 to remain buoyant. The
agencies are projecting digital advertising to be larger than television advertising due to larger adoption
of connected devices leading to massive shift of advertiser’s budgets to at least 50% on digital and
mobiles, from 30% currently. Further, the easing of lockdown restrictions has opened categories such
as Travel & Hospitality. The pandemic has added a new layer of mobile users who took to mobile apps
for the first time and are now active users. So, the next 100 million shoppers in India are expected to
come from these audiences with an affinity towards regional languages. Affle can provide end-to-end
solutions along with extensive consumer profile data and is thus well positioned to cater to local context
and product preferences as data-driven segmentation is going to be the key differentiator. Further, Affle’s
cost per converted user (CPCU) model differentiates it from the competitors and creates a strong return on
investment (ROI) for advertisers. Hence, it can keep the competition at bay and maintain/improve pricing.
We believe Affle’s presence in high growth verticals will continue and expect Affle’s revenue to clock an
impressive 32% revenue CAGR over FY22-25E.

Strong Sector Outlook: Top media agencies, such as GroupM, Dentsu and Interpublic Group’s Magna
forecasts Indian advertising expenditure (adex) growth for the calendar year 2023 to remain buoyant
despite a slowdown seen in start-up advertising in the country. The three agencies peg Indian adex growth
to be in the region of 14-16 % in 2023 led by a push in digital and television advertising. Both Dentsu and
GroupM project digital advertising to be larger in size to television advertising at 45-48 % of the total
domestic advertising market. TV advertising is expected to be in the region of 35-36 % in terms of size.
Digital advertising has been growing at a pace of around 30-32 % per annum in 2022. These agencies
expect the trend to continue in 2023 as well.

Well-positioned to address opportunities post pandemic: The easing of lockdown restrictions has
opened categories such as Travel and Hospitality, which were not spending during the pandemic. The
pandemic has added a new layer of mobile users who took to mobile apps for the first time and are
now active users. So, the next 100 million shoppers in India are expected to come from these audiences
who have a vernacular affinity. In this context, to cater to local context and product preferences, data-
driven segmentation is going to be key. Affle’s mDMP platform uses deep learning and Machine Learning
technology to go beyond just demographic-based segmentation and target according to language,
interest, personas, in a privacy-first approach.

Resilient business model: While the industry is largely dominated by companies operating on clicks,
views, and impressions, Affle is well-differentiated as it drives cost per converted user (CPCU) model-based
conversions for advertisers across the industry verticals. Affle provides end-to-end solutions along with
extensive consumer profile data. Affle assists advertisers to measure the effectiveness of advertisement
as it charges only when a user downloads an app or completes a transaction and thus its CPCU model
differentiates it from the competitors and creates strong return on investment (ROI) for advertisers. Hence
it can keep the competition at bay and maintain stable/improve pricing.
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Valuation — Strong Outlook, Maintain Buy: Given the strong sector outlook, strong presence in high-growth
verticals and shift of advertising budgets towards mobiles we expect Affle’s revenue to clock an impressive
32% revenue CAGR over FY22-25E. Affle is currently trading at 57.8x/40.1x/30.3x its FY2023E/FY2024E/
FY2025E EPS. We maintain a Buy recommendation on the stock with a revised PT of Rs. 1400 over the next
12 months.

Key Risks

(1) Entry of a large technology player in this space; (2) Inability to generate relevant data for targeted
advertisers; and (3) Government regulations related to management of consumer data and respect for privacy.

Valuation Rs cr
[Portcwors | P22l P Pvasel  Fvase
Revenue 1,0817 1,469.0 1,923.6 2,482.4
OPM (%) 197 20.0 214 22.0
Adjusted PAT 183.3 248.3 3579 4727
% YoY growth 78.3 35.5 44.1 321
Adjusted EPS (Rs.) 13.9 18.8 270 357
P/E (x) 78.3 57.8 401 30.3
P/B (x) 12.2 101 8.0 6.4
EV/EBITDA (x) 65.2 467 325 236
RoNW (%) 15.6 17.4 201 20.9
RoCE (%) 20.6 16.6 19.3 20.6

Source: Company; Sharekhan estimates
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Strong Sector Outlook: Top media agencies, such as GroupM, Dentsu and Interpublic Group’s Magna

forecasts Indian advertising expenditure (adex) growth for the calendar year 2023 to remain buoyant despite
a slowdown seen in startup advertising in the country. The three agencies peg Indian adex growth to be at
14-16 % in 2023 led by a push in digital and television advertising. Both Dentsu and GroupM project digital
advertising to be larger in size to television advertising at 45-48 % of the total domestic advertising market.
TV advertising is expected to be in the region of 35-36 % in terms of size. Digital advertising has been growing
at a pace of around 30-32 % per annum in 2022. These agencies expect the trend to continue in 2023 as well.

Resilient business model: While the industry is largely dominated by companies operating on clicks,
views, and impressions, Affle is well differentiated as it drives cost per converted user (CPCU) model-based
conversions for advertisers across the industry verticals. Affle provides end-to-end solutions along with
extensive consumer profile data. Affle assists advertisers to measure the effectiveness of advertisement
as it charges only when a user downloads an app or completes a transaction and thus its CPCU model
differentiates it from competitors and creates strong return on investment (ROI) for advertisers. Hence it can
keep the competition at bay and maintain stable/improve pricing.

Presence in High-growth Verticals: Affle’s focus on the fast-growing verticals of E (e-commerce, entertainment,
EdTech), F (Fintech, Foodtech, FMCG), G (gaming, groceries and government) and H (heathtech and hospitality
& travel) and 2V (vernacular and verticalisation)/20 (OEM and operator partnership) strategies would help
capture growth opportunities. EFGH categories’ revenue share was greater than 90% in FY22. We believe
Affle’s presence in these verticals to continue and expect Affle’s revenue to clock an impressive 32% revenue
CAGR over FY22-25E.

Well positioned to address opportunities post pandemic: The easing of lockdown restrictions has opened
categories such as Travel & Hospitality which were not spending during the pandemic. The pandemic has
added a new layer of mobile users who took to mobile apps for the first time and are now active users. So, the
next 100 million shoppers in India are expected to come from these audiences who have a vernacular affinity.
In this context, to cater to local context and product preferences, data-driven segmentation is going to be keuy.
Affle’s mDMP platform uses deep learning and Machine Learning technology to go beyond just demographic-
based segmentation and target according to language, interest, personas, in a privacy-first approach.

Acquistion Strategy: Affle has made seven acquisitions and three investments over the years and has spent
over $ 23 million for the acquisitions. Affle has invested in multiple sectors such as AdTech, MarketingTech,
Mobile Advertising and has been largely able to deliver on its committed strategy. Recently, the company
informed that its board had accepted the proposal for the preferential issue, or any other permissible mode,
of up to 35 lakh equity shares of face value of Rs. 2 per equity share. This is done to facilitate any inorganic
growth by the company.

Shift in advertising budgets towards mobile devices: Although mobile adoption has increased post COVID,
yet the company believes under-penetration still prevails as there are at least 600 million more connected
devices yet to come in from the Indian population. For the next five years, new consumers will come on
connected devices every year. Due to this, there will be a massive shift of advertisers budgets to at least 50%
on digital and mobile, from 30% currently.
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Revenue growth trend (y-o-y)
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Outlook and Valuation

B Sector View — Expect strong growth in mobile ad revenue to continue

Digital advertising spends are expected to report 32.5% and 18% CAGR, respectively, in India and Southeast
Asia (SEA) in the next five years because of rising active internet users, rapid adoption of smartphones and
connected devices, and a young population. Mobile advertisement spends are projected to reach 50% of
total advertising spends from 25% currently in India over the next three years. Combined opportunities in
mobile-app video, OTT, and CTV programmatic advertising spends across the globe are expected to post a
17% CAGR over 2020-2025.

B Company Outlook — Long runway for growth

Affle’s exposure in fast-growing markets such as India and Southeast Asia and emerging verticals in developed
markets and segments such as e-Commerce provide a platform for sustainable growth momentum in the long
term. With a scalable end-to-end offering across ad-tech value chain and the CPCU model, we believe Affle
would continue to derive high Rol for advertisers. The management expects to deliver at least a 25-30% revenue
CAGR in the next five years because of its CPCU model, focus on 2V and 20 strategies to strengthen its market
position, expand its reach to connected devices, and entry into new geographies.

B Valuation — Strong Outlook, Maintain Buy

Given the strong sector outlook, strong presence in high-growth verticals and shift of advertising budgets towards
mobiles we expect Affle’s revenue to clock an impressive 32% revenue CAGR over FY22-25E. Affle is currently
trading at 57.8x/40.1x/30.3x its FY2023E/FY2024E/FY2025E EPS. We maintain our Buy recommendation on the
stock with a revised PT of Rs. 1400 over the next 12 months.
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About company

Affle is a global technology company with a leading market position in India. The company has two business
segments, i.e. (1) consumer platform and (2) enterprise platform. The consumer intelligence platform delivers
consumer engagement, acquisitions, and transactions for leading brands and B2C companies through
relevant mobile advertising. The company owns an in-house data management platform with a reach over 2.4
billion connected devices. The company’s enterprise platform helps offline companies to go online through
platform-based app development, enabling of O20 (online to offline) commerce, and data analytics.

Investment theme

Affle, a leading adtech company in India, provides end-to-end offerings to advertisers through mobile
advertising using its proprietary mobile audience as a service (MAAS) platform for customers. Given its deep
learning algorithm capabilities and ability to deliver more targeted and personalised advertisements, more
advertisers have been using the consumer platform for running their digital ad campaigns on its platform.
With increased share of digital ad spends and shifting of advertisers towards programmatic advertising, ad-
tech vendors such as Affle are well placed to deliver higher growth going ahead.

Key Risks

(1) High client concentration; (2) entry of large tech player in this space; and (3) inability to generate actionable
outcomes for targeted advertisers.

Additional Data

Key management personnel

Anuj Khanna Sohum Founder, Chairman & CEO

Anuj Kumar Co-founder, Chief revenue & operating office
Kapil Bhutani Chief financial & operations officer

Mei Theng Leong Chief finance & commercial officer - International
Vipul Kedia Chief data and Platforms officer

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Abrdn PLC 423
2 MALABAR INDIA FUND LTD 3.53
3 Nippon Life India Asset Management 2.21
4 Franklin Resources Inc. 219
5 ABERDEEN STD ASIA FO PLC 1.29
6 William Blair & CO LLC 117
7 Vanguard Group Inc. 1.02
8 ICICI Prudential Life Insurance Co Ltd 0.93
9 Blackrock Inc. 0.70
10 Sundaram Asset Management Co Ltd 0.57

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Understanding the Sharekhan 3R Matrix

Right Sector
Positive

Neutral

Negative

Right Quality

Positive

Neutral

Negative

Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significantincrease in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved) and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

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 SHAREKHAN 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.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the views
expressed in this document accurately reflect his or her personal views about the subject company or companies and its or their
securities and do not necessarily reflect those of SHAREKHAN. The analyst and SHAREKHAN further certifies that neither he or his
relatives or Sharekhan associates has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in
the securities of the company at the end of the month immediately preceding the date of publication of the research report nor have
any material conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company.
Further, the analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and
no part of the analyst’s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in
this document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either, SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.

Compliance Officer: Ms. Binkle Oza; Tel: 022-61150000; email id: complianceofficer@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com.

Registered Office: Sharekhan Limited, The Ruby, 18th Floor, 29 Senapati Bapat Marg, Dadar (West), Mumbai — 400 028,
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