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Our Take:

After over a decade of existence, |IEX has created near monopolistic market with 95% market share for itself, in India’s short
term power exchange market. Also this market is at a very nascent stage with only around 4% of India’s power produced
transacted through exchanges compared to 30% in developed economies, but the trend is changing with preference towards
short term contracts. With its large customer network and advance technology infrastructure, the company has created
barriers to entry for new entrants. IEX is expanding its pie via adding new products to its portfolio. Recently, it has added Real-
Time Market (RTM) product enabling consumers to buy power just an hour before delivery and IEX is planning to add many
more such products in near future. Launch of Gas exchange - India’s first ever digital trading platform for natural gas seems
very promising because of government’s commensurate intentions and huge untapped potential market. Due to strong
financials, debt free status and high return ratios it can command a higher multiple.

Valuations & Recommendation:

Newer product launches and rising preference for short term contracts will improve volumes for the company. We have
envisaged 12% CAGR in revenue and 10% CAGR in net profit over FY20-22E. Return ratios are estimated to remain well above
the 35% mark. Due to negligible capex requirement, the dividend payout ratio of the company is expected to remain stable at
40%.

We feel the Base case fair value of the stock is Rs.203 (27.8xFY22E EPS) and the Bull case fair value is Rs.218 (30.0xFY22E EPS).
For margin of safety and enough upside, investors could buy the stock in the Rs.177-180 band (24.5xFY22E EPS) and add on
dips to Rs.158-162 band (22.0xFY22E EPS). At the CMP the stock trades at about 25.5x FY22E EPS.

Financial Summary:
(Rs cr)

4QFY20 _4QFY19 | YoY (%) _3QFY20 _QoQ (%)
80 68 18 69 16 254 257 280 325

Net Revenue

EBITDA 63 56 13 57 11 203 204 212 250
RPAT 46 38 20 42 9 165 178 182 217
EPS 5.5 6.0 6.1 7.3
RoE 50.4 46.7 41.0 39.1
P/E 33.8 31.0 30.5 25.5
P/BV 15.5 14.3 10.9 9.3
EV/EBITDA 27.8 27.6 26.7 22.6

(Source: Company, HDFC sec Research)
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Recent Triggers:

IEX is expanding its pie via adding new products to its portfolio. Recently, it has added Real-time market (RTM). This is
expected to reduce the delivery time from current 3.5 hours to just 60 minutes. The company is also planning to launch
products like Cross Border Trade, Longer Duration Contracts, Green TAM (Term Ahead Market), Exchange based Ancillary
Market and Banking contracts in near future. This is expected to give a fillip to the volumes and ultimately the revenues of the
company going ahead.

The Government of India has set a policy target of increasing the share of natural gas in India’s energy basket from current
6.5% to 15% by 2030. World average proportion of gas in the energy mix is currently at 23.5%. To undertake such an increase
in share of natural gas in India, it is imperative to drive investments in the overall gas economy value chain — including
domestic production, re-gasification of imported LNG, transportation (pipelines) and end-use consumption (industrial,
commercial and residential applications). The required investments, in turn, calls for a market-based mechanism for gas
pricing and allocation that can generate effective price, demand and supply signals. A market-based mechanism is possible if
there is a transparent and neutral natural gas trading platform.

Recently, IEX through its wholly owned subsidiary Indian Gas Exchange (IGX) has launched India’s first ever digital trading
platform for natural gas. It will enable market participants of trade in standardized gas contracts. India’s spot gas market is
25-30% of overall market and it is 2.5x of electricity market. This is dominated by traders, so the potential is huge. For the first
full year of operation, IEX is targeting to capture 2—3% of spot gas market share.

Even in the challenging environment the company reported good set of numbers in Q4FY20 with 18% YoY growth in revenue
and 20% YoY growth in PAT. Despite ~20% decline in power demand during April and May 2020 (lockdown period), IEX
registered electricity volume growth of ~19%. This is attributable to lower spot prices resulting in higher participation, mainly
from discoms.

Long term Triggers:

Since establishment of power exchanges in the country, there has been a duopoly between IEX and PXIL wherein IEX has
dominated the space. Of the total volumes traded on exchanges as of Q4FY20, IEX contributes 95% market share. Stemming
from the significant operational track record and by achieving international quality certifications, IEX enjoys the early mover
advantage and strong brand recognition. Also with the large customer network and advance technology infrastructure the
company has created artificial barriers to entry for new entrants.

IEX have achieved deep penetration of the market for trading of electricity over exchanges. The company has customer base
of 4000+ Industries, 56+ Discoms, 100+ ESCert Entities, 500+ Generators and 1600+ RE Generators & Obligated entities.
These participants are located in 29 states and five union territories in India. These include companies across segments like,
textiles, metals, chemicals, automobiles, food processing, cement, ceramics, plastics, housing and commercial real estate,
consumer goods and IT. The diversity of participant base leads to increased liquidity of electricity contracts and other
electricity products on the exchange, both in terms of demand and supply.

RETAIL RESEARCH

Page |2



r

L} HDFC securities 20

RETAIL RESEARCH

IEX is zero debt company and it does not carry any credit risk because it executes trades once it receives margin from
customers. This has resulted in negative working capital cycle. The company has strong margin profile with EBITDA margin at
~80% and APAT margin at ~70% at the end of March-20. The return profile of the company is also excellent with ROE at ~47%
and ROCE at ~43.6% in FY20. Due to negligible capex requirement the dividend payout ratio of the company has remained well
above 40% in the past few years (except for FY19, when company has announced buy back of shares). We expect the trend will
continue going forward.

What could go wrong:

Any unfavorable change in rules and regulatory policies can have a negative impact on earnings outlook of the company.

Currently India has only two power exchanges and IEX have dominant position with market share of 95%. Rival’s margin
reduction to capture higher market share or even license grant to any new player could create higher competitive
intensity. Regulatory proceedings/compliances for a proposed third exchange by a consortium of PTC, BSE and ICICI Bank
are underway.

The COVID-19 outbreak and consequent lock-downs have created high volatility in the demand for power. Though the
volumes have remained resilient for the last two months, a weaker than expected economic recovery can pose
challenges. Also higher power prices could impact the buyer’s decision (shift to higher offtake through long-term PPAs)
and lower power prices could impact sellers’ decision.

Reduced production from stressed power generation assets would result in reduced sale on short term markets, which
would impact trading volumes on IEX.

IEX has recently invested in new venture — Gas Exchange. Volume and revenue generation capabilities in this venture
and its timing will be a key monitorable. It has and will spend a lot of money on recruitment and technology, returns
from which may take time to materialize.

Any reduction in trading margins from the current Rs0.04 per unit by a regulatory action can result in impact on
revenues and profits.
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Industry Overview:

Several favorable policy and initiatives adopted by the government have helped the Indian Power Industry reach new heights.
Initiatives like ‘Power for All’, ‘24x7 power supply’, smart cites, rising industrialization and growing urbanization are expected
to drive the power demand going forward. The headroom is large as the annual per capita electricity consumption is at
around 1,200 units compared with global average of 3,125 units. This indicates that as India would grow, this gap could be
effectively addressed.

Initially, the structure for the bulk power market was characterized by long term contracts between generation plants owned
by central and state governments, independent power producers, captive-generators with surplus capacity and distribution
utilities or SEBs. Power purchase agreements were signed by these players for long-term of 25 years. However, long-term
contracts had their own limitations, and could not address some of the key requirements of an efficient power market.
Hourly consumption over a long term without forecasting errors was difficult to predict, leading to shortages of power in one
region while surplus power was available in the another region. Also, long term contracts were cost plus in nature, therefore
did not lead to competition in the sector.

Now the preference has been shifting towards short term contracts. These are for the period of less than 1 year and currently
it contributes only 10% of total market. Short term contacts include category of OTC, Exchanges and real time contracts.
Presently, only around 4% of India’s power produced is transacted through exchanges and the corresponding figure is in
excess of 30% in a number of developed economies indicating the extent of headroom available for growth for the company.
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About the company:

Incorporated in 2007, Indian Energy Exchange Ltd (IEX) is the first and largest energy exchange in India providing a
nationwide, automated trading platform for physical delivery of electricity, Renewable Energy Certificates and Energy Saving
Certificates. IEX is India's largest exchange with 95% market share in electricity products trading category. IEX Exchange is an
online trading platform which is accessible to registered participants. It promotes efficient price discovery and the
opportunity to trade in a variety of electricity products. In addition to trade execution, IEX also offers settlement services,
including electronic trade confirmation, access to clearing services and risk management functionality. IEX makes Rs.0.04/unit
(Rs.0.02/unit from each party) of power traded on its platform and Rs.20 per REC.

IEX was originally promoted by Financial technologies. It had 33.5% stake in the company in March 2013, which it divested

gradually and completely before March 2016. Dalmia Power Ventures and TVS Shriram Growth fund bought a part of this
stake and the rest was picked up by domestic/foreign institutions. As on March 2020, there are no official promoters, TVS
Shriram Growth Fund holds 10.02% stake, Dalmia Power Ventures holds another 10%.

IEX appointed Rajiv Srivastava as an Additional Director on the Board of the Company and designated him as a Whole-time
Director of the company. Srivastava took over as the Managing Director & CEO of the Company, effective from July 21, 2019,
in place of S N Goel whose term is expiring on July 20, 2019. Rajiv Srivastava is a Mechanical Engineer from BITs - Pilani and

MBA from FMS, Delhi. Srivastava was working as Chief Operating Officer (COO) and Head of Sales Strategy & Operations for
HP Inc- Asia Pacific & Japan Region and leading all of HP’s end-to-end sales strategy, sales enablement, and key growth
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initiatives as well as services and solution in the region. He has about 34 years of experience at senior level at companies like
HP India, Hewlett Packard, Microsoft India, Yamaha Motorcycles Limited & NSL.

The products offered by IEX for trading include:

1. DAM (Day-ahead-market) - Launched in June, 2008, in this segment, participants transact electricity on 15-minutes block
basis, a day prior to the delivery of electricity. Both buyers and sellers submit their anonymous bids electronically during
the market bid session and matching of bids is done on double sided auction mechanism with uniform market clearing
price. The DAM constitutes the majority of the energy contracts (78% of revenues) that are traded on IEX.

2. TAM (Term-ahead-market) - Launched in September 2009, contracts under TAM cover a range for buying/selling
electricity for duration up to 11 days (currently 7% of revenues). It enables participants to purchase electricity for the
same day through intra-day contracts, for the next day through day-ahead contingency, on daily basis for rolling seven
days through daily contracts, and on weekly basis through weekly contracts to manage their electricity portfolio for
different durations.

3. RECs (Renewable energy certificates) - Launched in February 2011, REC market facilitates transaction in environmental
attributes- both solar and non-solar. The Renewable Energy (RE) generator can opt to get RECs against green attributes of
their generation. IEX enables sale of such environmental attributes, separately from the electricity generated from
renewable resources, in accordance with the regulations issued by the CERC. RECs are traded on the last Wednesday of
every month.

4. Energy Saving Certificates - ESCerts are the tradable certificates under the Perform, Achieve, Trade (PAT) Scheme of
Bureau of Energy Efficiency (BEE), a market-based mechanism to incentivise energy efficiency in large energy-intensive
industries. (Consumers achieving reductions above their targets receive ESCerts, which can be traded on any power
exchange. Consumers that don’t achieve respective targets in accordance with the PAT scheme must buy ESCerts to
offset their shortfall.) IEX became the first and only Power Exchange to commence trading in ESCerts on 26 September
2017.

5. RTM (Real Time Market) - IEX recently launched this product on 1st June, 2020. It will have every half an hour sessions
during the day with delivery of power within an hour of the closure of the bid session.
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Income Statement Balance Sheet
(Rs Cr) | FY18 | FY19 | Fy20 | FY21E | FY22E [ (Rscr) FY18  FY19 | FY20  FY21E | FY22E
Net Revenue 230 254 257 280 325 SOURCE OF FUNDS
Growth (%) 16.0 10.3 1.2 9.0 16.0 Share Capital 30.2 30.2 29.8 29.8 29.8
Operating Expenses 46 51 53 68 75 Reserves 254 340 360 468 580
EBITDA 185 203 204 212 250 Shareholders' Funds 284 370 390 498 610
Growth (%) 28.9 9.7 0.8 3.5 18.1 Net Deferred Taxes 15 24 24 22 20
EBITDA Margin (%) 80.2 79.8 79.6 75.6 77.0 Long Term Provisions & Others 4 6 19 18 15
Depreciation 10.3 10.4 15.2 16.0 17.0 Total Source of Funds 302 400 434 538 645
EBIT 175 192 189 196 233 APPLICATION OF FUNDS
Other Income 26 40 40 38 45 Net Block 119 111 119 119 120
Interest 0.2 0.7 1.6 0.2 0.5 Capital Work-in-Progress 1 1 1 0 0
PBT 200 232 228 233 278 Non-Current Investments 78 202 209 235 245
Tax 68.3 66.7 49.9 51.4 61.1 Long Term Loans & Advances 4 3 1 0 1
RPAT 132 165 178 182 217 Total Non Current Assets 201 318 330 354 365
EPS 4.5 5.5 6.0 6.1 7.3 Current Investments 191 272 307 350 410
Inventories 0 0 0 0 0
Trade Receivables 0 46 0 0 0
Short term Loans & Advances 0 0 2 2 2
Cash & Equivalents 114 68 27 62 91
Other Current Assets 68 1 2 2 2
Total Current Assets 374 387 338 416 505
Trade Payables 85 134 76 90 100
Other Current Liab & Provisions 187 171 158 143 125
Total Current Liabilities 272 305 234 233 225
Net Current Assets 102 82 104 183 280
Total Application of Funds 303 401 434 538 645

(Source: Company, HDFC sec Research)
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Cash Flow Statement Key Ratios

(Rs Cr) FY18 FY19 FY20 FY21E FY22E FY18 FY19 FY20 FY21E FY22E
Reported PBT 278 Profitability (%)

Non-operating & EO items -116 -40 -40 -38 -45 EBITDA Margin 80.2 79.8 79.6 75.6 77.0
Interest Expenses 0 1 2 0 1 EBIT Margin 75.8 75.7 73.6 69.8 71.7
Depreciation 10 10 15 16 17 APAT Margin 57.1 65.0 69.2 65.0 66.6
Working Capital Change 87 -28 -38 -17 -24 RoE 46.9 50.4 46.7 41.0 39.1
Tax Paid -68 -67 -50 -51 -61 RoCE 57.7 48.1 43.6 36.4 36.2
OPERATING CASH FLOW (a) 113 108 116 143 165 Solvency Ratio

Capex -121 -2 -23 -16 -18 D/E 0.0 0.0 0.0 0.0 0.0
Free Cash Flow -8 106 93 127 147 PER SHARE DATA

Investments 19 -124 -4 -26 -10 EPS 4.5 5.5 6.0 6.1 7.3
Non-operating income 26 40 40 38 45 BV 94 12 13 17 20
INVESTING CASH FLOW (b)) -75 -86 13 -4 17 Dividend 22.0 0.0 2.5 2.5 3.5
Debt Issuance / (Repaid) 15 11 14 -4 -5 VALUATION

Interest Expenses 0 -1 -2 0 -1 P/E 41.3 33.8 31.0 30.5 25.5
FCFE 7 117 106 123 141 Dividend Yield 11.6 0.0 1.3 1.3 1.9
Share Capital Issuance 0 0 0 0 0 P/BV 2.0 15.5 14.3 10.9 9.3
Dividend -66 0 -75 -75 -104 EV/EBITDA 30.5 27.8 27.6 26.7 22.6
FINANCING CASH FLOW (c) -51 11 -63 -79 -110 EV / Revenues 24.5 22.2 22.0 20.1 17.4
NET CASH FLOW (a+b+c) -14 32 67 61 72

(Source: Company, HDFC sec Research)

Price Chart

IEX

220
200
180
160
140
120

100 ¢

’9
*’o

o5 .5 ) S
N D e ~ P '»
S &7 & .55
RN e e d— &
W A% A .‘y- AN A ..Lv A -»V ,\y

S D o
A o\l

x!‘°v9,x¢’

'\? ¥

RETAIL RESEARCH Page |8



D3 HoFC scuies A RETAIL RESEARC

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) 3075 3450
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No - POP 04102015, IRDA Corporate Agent Licence No.-HDF2806925/HDF C000222657 , Research Analyst Reg. No. INH000002475, CIN-U67120MH2000PLC152193.

Disclosure:

I, Nisha Sankhala, MBA, 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. HSL has no material
adverse disciplinary history as on the date of publication of this report. 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 does not 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. INHO00002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is meant for sole use by the recipient and not for circulation.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. This document is for information purposes only. Descriptions of any company or companies or their securities mentioned herein are not intended
to be complete and 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 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 send or has reached any individual in such country, especially, USA, the same may be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or published
for any purposes without prior written approval of HSL.

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. 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.

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.

This report is intended for non-Institutional Clients only. The views and opinions expressed in this report may at times be contrary to or not in consonance with those of Institutional Research or PCG Research teams of HDFC
Securities Ltd. and/or may have different time horizons.

Disclaimer : HDFC securities Ltd is a financial services intermediary and is engaged as a distributor of financial products & services like Corporate FDs & Bonds, Insurance, MF, NPS, Real Estate services, Loans, NCDs & IPOs in strategic
distribution partnerships. Investment in securities market are subject to market risks, read all the related documents carefully before investing. Customers need to check products &features before investing since the contours of the
product rates may change from time to time. HDFC securities Ltd is not liable for any loss or damage of any kind arising out of investments in these products. Investments in Equity, Currency, Futures& Options are subject to market
risk. Clients should read the Risk Disclosure Document issued by SEBI & relevant exchanges & the T&C on www.hdfcsec.com before investing. Equity SIP is not an approved product of Exchange and any dispute related to this will not
be dealt at Exchange platform.

RETAIL RESEARCH Page |9


mailto:complianceofficer@hdfcsec.com

