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CMP: INR1,284 TP: INR1,750 (+36%) Buy

Decent performance amid tough industry conditions

ANGELONE's PAT declined 11% QoQ, albeit, grew 50% YoY to INR1.8b (8.6%
beat) in 1QFY23. The beat in profitability was led by a 4% beat in operating
revenue, which rose 3% QoQ and 62% YoY to INR4.2b. The 14% beat in net
interest income and 4% beat in F&O revenue drove the outperformance.
The equity market volatility led to a decline in the active client ratio to
38.5% in 1QFY23 from 40.2% in 4QFY22.

Operating expense (Opex) grew 53% YoY and 16% QoQ to INR2.7b (in
line), led by a 71% YoY jump in employee costs.

C/I ratio spiked to 51.6% (better than our estimate of 54%) v/s 45% in
4QFY22. It remained flat YoY.

The number of orders declined to 207m in 1QFY23 from 211m in 4QFY22.
The Board has recommended a dividend of INR7.65 per share.

Our FY23 earnings estimate remains unchanged as a cut in volume
assumption is offset by higher interest income. However, we reduce our
earnings estimates for ANGELONE by 4.8% in FY24 as we moderate our
growth assumptions for order volumes. We maintain our BUY rating on
the stock with a revised TP of INR1,750 (premised on 18x FY24E EPS).

Beat on interest revenue; F&O share continues to rise

ANGELONE's operating revenue was subdued, with a 3% QoQ and 62%
YoY growth to INR4.2b (4% ahead of our estimate), driven by healthy
interest income. Gross broking business declined marginally on a
sequential basis led by a 23% QoQ decrease in cash broking revenue to
INR659m. This was partially offset by a 3% QoQ growth in the F&O
segment to INR3.8b. The share of the F&O segment in gross broking
revenue further increased to 81% in 1QFY23 from 78% in 4QFY22.

On a quarterly basis, average revenue per client dipped to INR453 in
1QFY23 from INR513 in 4QFY22.

Other income declined 8% QoQ, but grew 18% YoY to INR0.9b (in line).

Higher Opex drives an increase in the C/I ratio
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Total Opex grew 16% QoQ and 53% YoY to INR2.7b (in line). Muted
revenue performance and an increase in expenses led to an expansion in
C/I ratio to 51.6% from 45.1% YoY in 4QFY22.

Employee costs jumped 71% YoY and 36% QoQ to INR1b (8% ahead of our
estimate). The sharp jump can be attributed to: 1) hiring of 20 personnel
in the digital team in 1QFY23, taking its digital talent pool to 630; 2) ESOP
expenses; and 3) annual increment and variable pay. Employee cost, as a
percentage of operating revenue, climbed to 20% from 15% in 4QFY22.
Administration costs rose 5% QoQ to INR1.6b (7% below our estimate).
This was led by a slowdown in client acquisition activity.
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ANGEL One

Highlights from the management commentary

m  ANGELONE enjoyed 34% market share in new client additions in Jun’22.

B ESOP cost for FY23 is expected to be around INR600m, of which INR130m was
accounted for in 1QFY23. Employee cost run-rate is likely to remain in the
current range.

m Cost of acquisition is expected to start flattening out in the next few quarters.

Marginal decline in ADTO market share as well as the number of orders

m  ADTO stood at INR9.4t, up 9% QoQ and doubled on a YoY basis. However, its
market share contracted to 20.8% in 1QFY23 from 21% in 4QFY22. The number
of orders declined sequentially to 207m in 1QFY23 from 211m in 4QFY22.

m This was led by a fall in its F&O market share to 20.8% from 21.1% in 4QFY22. Its
F&O market share was the lowest in the last six quarters. F&O ADTO, though,
grew 9% QoQ and 109% YoY to INR9.2t. However, the number of orders rose to
153m in 1QFY23 from 147m in 4QFY22. Revenue per order declined marginally
to INR24.9 in 1QFY23 from INR25.3 in 4QFY22.

m  Cash ADTO market share remained stable sequentially at 13.9%. However, cash
ADTO dipped to INR39b (down 35% YoY and 15% QoQ) in 1QFY23. The number
of orders fell to 48m in 1QFY23 from 57m in 4QFY22. Revenue per order
dropped 9% QoQ to INR13.7 in 1QFY23.

®m  ANGELONE continued to strengthen its position in the Commodity segment as
its market share expanded to 44.6% in 1QFY23 from 42.2% in 4QFY22.

Constant focus on tech innovation

ANGELONE continues to invest in building its digital capabilities. These include:

m The Super app, which will have faster interactions due to a refined and scalable
broadcast, better peak-time order handling capabilities, biometric-driven instant
login, real-time billing, etc. It is significantly predictable, ensuring the certainty
of transactions. The company has also simplified the app by removing high
friction areas such as bank account addition during the KYC journey.

m  Seamless KYC 2.0: The super app will have an improved UX for faster and a
more efficient DIY account opening journey.

m  Simplified homepage and trade execution journey: The app is designed to have a
simplified homepage, with features such as market performance, client portfolio
performance, fund transfer option, third-party distribution services, etc.

®  Analytics of portfolio: This will analyze the portfolio based on: 1) market
capitalization, 2) sectors, and 3) holding concentration.

m Transparent back office: ANGELONE has revamped its entire post-trade
services, with DASH as a new section. It will contain a one-tap view of various
trade/non-trade charges.

B An easy-to-use web platform for customers: The web platform will have tabs
for the watch list, portfolio, funds, reports, advisory, and markets.

Reduce FY24E EPS by 4.8%; however, retain BUY on reasonable valuations
ANGELONE is a perfect play on: 1) the financialization of savings and 2) digitization.
It demonstrated a decent performance in 1QFY23, even amid challenging market
conditions. As guided, the management continues to invest in technology and
strengthen its position. Considering the macro environment, most of the discount
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brokers are looking to reduce their investments towards client acquisitions to
ensure healthy profitability. The same can be scaled up as and when the
environment is relatively conducive. Our FY23 earnings estimate remains unchanged
as a cut in volume assumption is offset by higher interest income. However, we
reduce our earnings estimates for ANGELONE by 4.8% in FY24 as we moderate our
growth assumptions for order volumes. We maintain our BUY rating on the stock
with a revised TP of INR1,750 (premised on 18x FY24E EPS).

Quarterly Performance (INR m)
Y/E March FY22 FY23 1QFY23E Act v/s
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q Est. (%)
Revenue from Operations 2,600 2,992 3,512 4,064 4,203 4,101 4,060 4,074 4,030 43
Other Income 807 888 936 1,031 948 1,030 1,086 1,098 936 1.3
Total Income 3,407 3,880 4,448 5,095 5,151 5,131 5,145 5,171 4,966 3.7
Change YoY (%) 1104 833 1005 689 51.2 323 157 1.5 45.8 5.5
Operating Expenses 1,744 2,040 2,191 2,298 2,660 2,704 2,712 2,677 2,681 -0.8
Change YoY (%) 889 899 946 480 525 326 23.8 16.5 53.8 -1.3
Depreciation 41.0 453 483 523 645 655 66.5 67.5 53.3 21.0
PBT 1,622 1,795 2,209 2,744 2,427 2,362 2,367 2,426 2,231 8.8
Change YoY (%) 151.1 80.1 1112 928 496 316 7.2 -116 37.5 12.1
Tax Provisions 408 451 562 696 611 590 592 603 558 9.5
Net Profit 1,214 1,343 1,647 2,048 1,816 1,771 1,775 1,824 1,673 8.6
Change YoY (%) 151.8 80.2 124.7 101.0 496 3138 7.8 -11.0 37.8 11.8
Key Operating Parameters (%) 20.2
Cost to Income Ratio 51.2 52,6 493 451 516 527 52.7 518 54.0 -237bps
PBT Margin 476 46.3 49.7 539 471 46.0 46.0 46.9 449  219bps
Tax Rate 252 251 254 254 252 250 25.0 2438 25.0 16bps
PAT Margins 356 346 370 402 353 345 345 353 33.7 157bps
Revenue from Operations (INR Mn)
Gross Broking Revenue 3,229 3,598 4,150 4,760 4,707 4,732 4,713 4,746 4,651 1.2
F&O 2,034 2,483 3,071 3,713 3,813 3,848 3,839 3,869 3,662 4.1
Cash 1,001 935 913 857 659 655 639 630 801 -17.7
Commodity 129 144 125 190 188 187 187 202 149 26.8
Currency 32 36 42 48 47 42 48 a4 40 16.6
Net Broking Revenue 2,055 2,275 2,709 3,196 3,191 3,194 3,181 3,190 3,140 1.6
Net Interest Income 545 717 803 868 1,012 907 879 884 890 13.7

Revenue from Operations Mix (%)
As % of Gross Broking Revenue

F&O 63.0 69.0 74.0 78.0 81.0 81.3 81.5 81.5 78.7 2.3
Cash 31.0 26.0 22.0 18.0 14.0 13.8 13.6 13.3 17.2 -3.2
Commodity 4.0 4.0 3.0 4.0 4.0 4.0 4.0 4.3 3.2 0.8
Currency 1.0 1.0 1.0 1.0 1.0 0.9 1.0 0.9 0.9 0.1
Net Broking (As % Total Revenue) 79.0 76.0 77.1 78.6 75.9 77.9 78.4 78.3 77.9 -2.0
Net Interest Income (As % Total Revenue) 21.0 240 229 214 241 221 216 217 22.1 2.0
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ANGEL One

Highlights from the management commentary

Industry

Despite the current industry headwinds, management expects the long-term
growth story to remain intact.

m  With regards to the recent media article around regulatory body restricting F&O
trading for retail investor, management has clarified that the NSE meeting was
just to understand the onboarding process followed by digital brokers.
Resultantly, there was no red flag observed.

m The digital broking industry is witnessing consolidation. The top few discount
brokers are expected to enjoy the bulk of the market share in terms of
incremental clients in the coming months.

m Presently, the key challenge for any fintech company is to educate the
customers as products are becoming increasingly complex.

Business

m  Once the Super app is fully operational and all third party products are made
available, the activation ratio is likely to reach higher levels of around 50% (v/s
~40% currently).

® In spite of a sharp fall in ARPU in the past couple of quarters, the payback period
continues to be around two quarters.

B Management is concerned on the regulatory changes. However, the focus will
continue to be on launching products and developing the customer base for
long-term growth.

m  The company has built a system to increase scalability. Presently, its transaction
handling capacity is 2-3x of the existing levels.

B As a platform-based company, ANGELONE wants to be ready with products such
as: (1) Mutual Funds (2) ETFs, (3) Fixed Income products (like FD, bonds and
sovereign bonds), etc., which are gaining higher wallet share.

B Account aggregation framework is anticipated to expand the product suite
provided to the clients and can be a big game changer. The company is investing
heavily in technology to capitalize on these evolving opportunities.

m  ANGELONE enjoyed 34% market share in new client additions in Jun’22.

m  With MF being launched on Super app, client base shall expand further.

Financials

B ESOP cost for FY23 is expected to be around INR600m, of which INR130m was
accounted for in 1QFY23. Employee cost run-rate is likely to remain in the
current range.

m  Over the last 18 months, the company is heavily investing in technology and
products to capture the industry growth. Investment trajectory is expected to
continue for the next few quarters as well.

m Tech spend is around 15-18% of total cost incurred.

m  ARPU has been declining as more than 90% of customers acquired are new to
the market, which was not the case a few years back. In the current market
environment, it has been difficult to get them active.

B Cost of acquisition is likely to start flattening out in the next few quarters.
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Technological initiatives

m  Successfully rolled out the first phase of Super app to limited customers on both
I0S and web platform. The app is based on swiftness, reliability, simplicity,
transparency and availability.

®  During 2QFY23, the company will start working on the Android-based Super app.
Post that it will further need a quarter for complete migration.

m Digital advancement has led to a reduction in customer care calls.

m Activation rate has improved in the 0-15 days bucket on the new app.

B Mr. Dinesh Radhakrishnan joined ANGELONE as the Chief Product and
Technology Officer. Prior to joining, he was working with Ola Electric.

Exhibit 1: Downgraded our FY24 estimates to factor in weak market conditions

INR b Old Est. New Est. Change (%)
FY23E FY24E FY23E FY24E FY23E FY24E
Net Brokerage Income 131 15.4 12.8 141 -2.8 -8.5
Net Interest Income 3.3 3.4 3.7 3.8 12.8 12.9
Other Income 4.2 5.2 4.2 5.1 -1.2 -1.1
Total Income 20.6 24.1 20.6 23.1 0.0 -3.9
Operating Expenses 10.8 125 10.8 12.0 -0.6 -3.5
EBITDA 9.8 11.6 9.8 11.1 0.6 -4.3
PBT 9.6 11.4 9.6 10.8 0.2 -4.8
Tax 24 2.8 24 2.7 0.2 -4.8
PAT 7.2 8.5 7.2 8.1 0.2 -4.8
C/I ratio 52.5 51.8 52.2 52.0 0.3 -0.2
RoE 39.5 36.6 39.5 35.0 -0.1 1.6
Dividend payout ratio 35.0 35.0 35.0 35.0 0.0 0.0

Source: MOFSL, Company
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Key exhibits

Exhibit 2: Net revenue saw muted performance... Exhibit 3: ..with marginal dip in Gross broking revenue
Net Revenue (INRb) —O=—YoY Growth (%) Gross Broking (INRb)  —O=—YoY Growth (%)
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Exhibit 4: F&O growth momentum remained resilient Exhibit 5: Cash broking revenue declined
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Exhibit 6: Share of F&O in gross broking revenue inched up Exhibit 7: Distribution income remained flat sequentially
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Exhibit 8: MTF book at INR15.9b declined sequentially Exhibit 9: Interest income continued to remain strong
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Exhibit 10: C-I ratio jumped sequentially Exhibit 11: Trend in PAT growth
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Exhibit 12: No. of orders declined... Exhibit 13: ...as well as revenue per client
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Exhibit 14: No. of trades for the company continued to grow despite market correction of more than 5%; thus, strongly

weathering market volatility in 17 of the 21 instances
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Financials and valuation
Income Statement (INR M)
Y/E March 2018 2019 2020 2021 2022 2023E 2024E
Total Income 4,433 4,723 4,721 8,971 16,827 20,599 23,124
Change (%) 37.9 6.5 0.0 90.0 87.6 22.4 12.3
Gross Brokerage Income 4,785 5,014 5,039 9,065 15,737 18,898 21,731
Less - Brokerage / direct expenses 2,464 2,420 2,304 3,630 5,502 6,142 7,598
Net Brokerage Income 2,321 2,595 2,735 5,436 10,235 12,756 14,133
Interest income 2,038 1,696 1,254 1,998 3,653 4,499 4,724
Less - Finance costs 947 666 489 389 721 818 883
Net Interest income 1,091 1,031 765 1,609 2,932 3,682 3,842
Other Income 1,021 1,098 1,221 1,927 3,661 4,162 5,149
Operating Expenses 2,701 3,245 3,142 4,675 8,273 10,753 12,024
Change (%) 3.9 20.2 -3.2 48.8 76.9 30.0 11.8
Employee expenses 1,245 1,593 1,598 1,718 2,809 4,058 4,393
Admin expense 1,456 1,652 1,544 2,957 5,464 6,695 7,631
Operating Margin 1,732 1,478 1,578 4,296 8,554 9,846 11,099
Depreciation 145 188 209 184 187 264 281
Exception 0 0 166 0 0 0 0
Profit Before Tax 1,587 1,290 1,204 4,112 8,367 9,582 10,819
Change (%) 231.3 -18.7 -6.7 241.6 103.5 14.5 12.9
Tax 508 448 320 1,131 2,117 2,396 2,705
Tax Rate (%) 32.0 34.7 26.6 27.5 25.3 25.0 25.0
PAT 1,079 842 884 2,981 6,251 7,187 8,114
Change (%) 248.0 -22.0 5.0 237.3 109.7 15.0 12.9
Dividend 235 234 227 1,056 2,245 2,515 2,840
Balance Sheet (INR M)
Y/E March 2018 2019 2020 2021 2022 2023E 2024E
Equity Share Capital 720 720 720 818 829 829 829
Reserves & Surplus 4,029 4,765 5,427 10,492 15,015 19,687 24,961
Net Worth 4,749 5,485 6,147 11,310 15,844 20,515 25,789
Borrowings 11,223 8,666 4,880 11,715 12,577 13,577 14,577
Other Liabilities 7,702 8,018 11,043 25,114 43,777 72,320 87,162
Total Liabilities 23,674 22,168 22,070 48,138 72,198 1,06,413 1,27,528
Cash and Investments 9,330 10,134 14,607 18,830 48,936 83,166 1,03,012
Change (%) 39.9 8.6 44.1 28.9 159.9 69.9 23.9
Loans 11,309 7,617 2,806 11,285 13,575 17,675 18,559
Change (%) 748.3 -32.6 -63.2 302.2 20.3 30.2 5.0
Net Fixed Assets 1,158 1,181 1,104 1,150 1,638 1,793 1,848
Current Assets 1,877 3,236 3,553 16,873 8,050 3,778 4,109
Total Assets 23,674 22,168 22,070 48,138 72,199 1,06,413 1,27,528
E: MOSL Estimates
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Financials and valuation

Ratios (%)
Y/E March 2018 2019 2020 2021 2022 2023E 2024E
As a percentage of Revenues
Net Brokerage Income 52.3 54.9 57.9 60.6 60.8 61.9 61.1
Net Interest Income 24.6 21.8 16.2 17.9 17.4 17.9 16.6
Other Income 23.0 23.2 25.9 21.5 21.8 20.2 22.3
Total cost 60.9 68.7 66.6 52.1 49.2 52.2 52.0
Employee Cost 28.1 33.7 33.9 19.2 16.7 19.7 19.0
Opex (ex-emp) Cost 32.8 35.0 32.7 33.0 325 32.5 33.0
PBT 35.8 27.3 25.5 45.8 49.7 46.5 46.8
PAT 24.3 17.8 18.7 33.2 37.1 34.9 35.1
Profitability Ratios (%)
RoE 25.0 16.5 15.2 34.2 46.0 39.5 35.0
Dividend Payout Ratio 21.8 27.8 25.7 35.4 35.9 35.0 35.0
Valuations 2018 2019 2020 2021 2022 2023E 2024E
BVPS (INR) 57.3 66.2 74.2 136.5 191.2 247.6 311.2
Change (%) 22.0 15.5 12.1 84.0 40.1 29.5 25.7
Price-BV (x) 22.2 19.2 17.2 9.3 6.7 5.1 4.1
EPS (INR) 13.0 10.2 10.7 36.0 75.4 86.7 97.9
Change (%) 248.0 -22.0 5.0 2373 109.7 15.0 12.9
Price-Earnings (x) 97.7 125.3 119.4 35.4 16.9 14.7 13.0
DPS (INR) 3.3 33 3.2 12.9 27.1 30.4 343
Dividend Yield (%) 0.3 0.3 0.2 1.0 2.1 2.4 2.7

E: MOSL Estimates
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