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Key risks to investing in I-direct Instinct

e |t is a quick pitch note, which captures the essence of an idea in brief

¢ Instinct idea may be based on management interaction or some immediate triggers that may have
a positive impact on the future of the company

e Target price is based on forward estimates, which will be published along with Detailed Coverage
Report or Nano Nivesh report as the case may be

e The intent is to capture price action by coming out with a gist, which may or may not be an interim
report between management interaction and publication of the final report

e The fair value of I-direct Instinct stocks is subject to expected growth potential in the future. Though
due diligence has been done to a fair extent, the actualisation of growth still has a degree of
uncertainty attached to it. Customers are advised to allocate a small proportion of their investible
income to these stocks and diversify well
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Growth levers in place for I[EX ...

IEX, the premier electricity exchange of India is a proxy play for India’s short
term power market which is still at a nascent stage (10% of total market),
albeit with an enormous potential. New product launches such as RTM (Real
Time Markets) will enable discoms to manage their power demand-supply
variation more effectively while also providing generators to sell their un-
requisitioned capacity. Going ahead, we expect share of IEX in the short
term market to increase further with a decline in bilateral transactions. We
believe, IEX’'s virtual monopoly in the segment, India’s overcapacity in
power and lower short term market rates are some of the key catalyst that
would usher higher volumes on the exchange. Furthermore, the Indian Gas
Exchange which is currently a seed in the pot also provides an embedded
option value.

Immense opportunity for growth

Electricity generation in India has increased from 767 BU in FY10 to 1383 BU
in FY20. During FY20, out of the total electricity produced in India, the short
term market comprised of 10% (~5% exchanges, ~6% Bilateral & DSM)
whereas balance 90% of generation was mainly procured by discoms via
long term PPAs. On the contrary, power markets in developed economies
are in the range of 30%-80% of total power demand vs 5% in India and
hence there is large opportunity for the short term market in India.
Transactions at exchanges between FY15-20 grew at a CAGR of 14% vs 7%
in short term market indicating growing share of power exchanges. Further,
it is expected that 41 GW of capacity is likely to phase out by 2027 giving
power exchanges an incremental opportunity of ~ 100 BU

New product launches & regulatory changes boding well

IEX launched two new segments during lockdown in FY21 viz. RTM (Real
Time Market) & GTAM (Green Term Ahead Market) which combined posted
a volume of 8.8 BUs. RTM could be the next big volume gainer for IEX given
it bodes well for discoms and generators with excess capacity. Hence, we
build in 25% & 20% volume increase in FY22E & FY23E respectively for RTM.
Further proposed regulatory changes such as privatisation of Discoms,
enabling of discoms to exit PPAs post completion of 25 years are expected
increase participation from discoms and hence bode well for IEX. We expect
IEX to post 20% volumes CAGR between FY21E & FY23E and reach 103.8
BU

Low spot prices improving discom participation ...

Weighted average price at IEX in FY20 was T 3.15 per unit which was much
lower than the price in Bilateral market at ¥ 4.42 per unit. Historically, the
buy/sell bid ratio on the exchange indicates that the market always had more
sellers and hence prices at the exchange have been relatively lower. This
provides an arbitrage opportunity for the discoms with high cost PPAs. On
the other side, having excess capacity aids to keep the prices down on the
exchange.

Valuation & Outlook

Debt free balance sheet, ample cash reserves, a huge opportunity pie,
necessary technology & new product launches to gain market share makes
IEX an attractive play for the theme of shifting to short term power market.
Though trading at a premium valuation of 40x FY23E EPS, we believe IEX is
still a good BUY given its high growth trajectory. We initiate coverage on IEX
with a BUY rating valuing the company at 45x FY23E EPS with a target price
of ¥ 430 per share.
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Exhibit 1: Financial Summary

P&L (Rcrore) FY19 FY20 FY21E FY22E FY23E
Sales 254.1 257.1 307.6 370.0 441.9
EBIDTA 202.8 202.2 239.9 288.6 344.7
EBIDTA (% margin) 80% 79% 78% 78% 78%
PAT 165.0 175.7 195.0 237.17 287.1
EPS 5.5 5.9 6.5 7.9 9.6
Balance Sheet (Zcrore)

E quity 30.2 29.8 29.8 29.8 29.8
Net worth 370.3 388.0 508.4 596.9 734.8
Debt - - - - -

Debt E quity (x) - - - - -
Return Ratios

RoE 44.6 45.3 38.4 39.8 39.1
RoCE 61.9 55.8 51.6 53.8 53.1
Valuation

P/E 62.2 58.0 52.2 42.9 35.5
EV/EBIDTA 49.9 50.2 41.8 34.3 28.2
EV/Sales 39.8 39.5 32.6 26.8 22.0

Source: Company, ICICI Direct Research

Exhibit 2: Market scenario over the years

IEX PXIL

Total Short Total Gross Total Share of  Share of

Year Traders DAM TAM DAM TAM . Short term
term Exchange generation exchange Traders

market

FY09 21.9 2.6 0.2 2.8 747 0% 3%
FY10 66 26.7 6.2 0.1 0.9 0.0 1.2 805 8% 1% 3%
FY 1 82 21.7 11.8 0.9 1.7 1.1 15.5 852 10% 2% 3%
FY12 95 35.8 13.8 0.6 1.0 0.1 15.5 928 10% 2% 4%
FY13 99 36.1 22.4 0.5 0.7 0.0 23.5 969 10% 2% 4%
FY14 105 35.1 28.9 0.3 1.1 0.3 30.7 1026 10% 3% 3%
FY15 99 34.6 28.1 0.2 0.3 0.7 29.4 1110 9% 3% 3%
FY16 115 35.4 34.0 0.3 0.1 0.6 35.0 1173 10% 3% 3%
FY17 119 33.5 39.8 0.7 0.3 0.4 411 1242 10% 3% 3%
FY18 128 38.9 44.8 1.4 0.7 0.8 47.7 1308 10% 4% 3%
FY19 145 47.3 50.1 2.1 0.1 1.3 53.5 1376 1% 4% 3%
FY20 137 30.0 49.1 4.8 0.1 2.5 56.5 1391 10% 4% 2%

Source: CERC Annual Report, ICICI Direct Research

Exhibit 3: Total generation vs Short term transactions
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Source: CERC Annual Report, 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%
\1cic direct.com| 1 1 z
I»vnlnnhu'o':::u'!mluhps | BHOI{ER \ :
ICICI Securities Ltd. 75 sTARMINE | |
@a;ﬁmwaru 2012 A;L
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

|/We, Chirag Shah, PGDBM and Adil Khan, PGDM (Finance), 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 is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI)
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst 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 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 Retail 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 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 expressed 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.

Comp ion of our R h 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 and ICICI Securities as a entity 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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