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and stock advisory businesses and restricted its focus to the high yielding
segments of distribution of structured products and mutual funds.
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P/E 18.7 The wealth management business has characteristics (annuity revenue, degree of
P/B 5 cyclicality, ROE) which are skewed more towards AMCs than stock brokers. We
p/Sales 5.7 observe that ARW’s ROE has consistently been higher than peers like IFL Wealth
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and Edelweiss Wealth. Although ARW’s FY19-21 growth in revenue & profits has
lagged Edelweiss Wealth, its current year growth has been encouraging and above
that of both the peers. At valuations of 18.7x Apr-Aug’'21 annualized earnings,

Promoters 48.8% ARW does offer some scope for upside on listing, given ~20% earnings CAGR
Public 51.29% potential in the longer term combined with cross cycle ROE range of 20-30%. We
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Company Background

ARW (Anand Rathi Wealth) is one of the leading non-bank wealth solutions firms in India and has been ranked amongst the
top three non-bank mutual fund distributors in India by gross commission earned over FY19-21. ARW serves a wide
spectrum of clients through a mix of wealth solutions, financial product distribution and technology solutions. It provides
services primarily through its flagship Private Wealth vertical where it manages Rs. 29,472 Cr in AUM as on Aug, 2021. Its
AUM is a sum of (i) all third-party assets that generate commissions or incomes, which could be upfront and/or on a trail basis
and (ii) custody assets of clients having demat as well as MF accounts (customers having only demat accounts are excluded).

ARW commenced activities in FY02 as an AMFI registered mutual fund distributor and as of Aug 2021, the PW (Private
Wealth) vertical caters to 6,564 active client families, serviced by a team of 233 RMs. As on Aug 2021, 55% of its clients have
been associated with ARW for over 3 years, representing 74% of the total PW AUM, which shows its strength in vintage of
both clients and their AUM. Client families have consistently grown with new family additions of 965, 863 and 988 in FY19,
FY20 and FY21 respectively. Correspondingly, the PW AUM has also grown at a CAGR of 20% from Rs. 18,037 Cr as of March,
2019 to Rs. 26,058 Cr on March 31, 2021. Growth in the PW vertical is driven by experienced management team with
decades of experience in financial services led by Rakesh Rawal (CEO) and Feroze Azeez (Deputy CEO). ARW is present across
11 cities in India, namely, Mumbai, Bengaluru, Delhi, Gurugram, Hyderabad, Kolkata, Chennai, Pune, Chandigarh, Jodhpur and
Noida.

ARW'’s process driven approach, aims to achieve consistent client outcomes through a standardised investment strategy,
augmenting its RM capabilities. With regards to mutual fund distribution, ARW has devised in—house methodologies that
consider a defined set of parameters for mutual fund selection. Structured products (59% of FY21 revenue) form an integral
part of its model portfolios enabling more predictable and stable returns, with lower risk as compared to equity investment
over a medium to long term period. As part of its holistic approach to clients, ARW also facilitates estate planning, succession
planning and creation of wills as part of its core objectives, without charging any cost to its clients.

In addition to PW (Private Wealth) vertical, ARW has two other new age technology led business verticals, i.e., Digital Wealth
(DW) and Omni Financial Advisors (OFA). The DW and OFA verticals are ARW’s efforts towards creating a technology platform
to acquire new clients at lower cost as well as service and retain existing clients. These in-house developed technologies,
including mobile application for clients and partners provides it with a ready platform to integrate with its PW vertical in
future as and when required reducing its time to market for a digital solution.

Vintage of AUM Break up of AUM (Pvt. Wealth + Digi. Wealth)

W Equity MF
11%

W > 3 years
Debt MF

Structd. Prod. &
Market Linked Deb.

31%

<3years Direct Equity &

15% Others

Source: RHP
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Investment Rationale
Focus on the underserved and less price sensitive HNI segment

The PW (Private Wealth) vertical focuses on the HNI segment with AUM potential of Rs. 5 to 50 Cr, who are seeking quality
and value addition rather than low cost. While the targeted AUM potential is above Rs. 5 Cr, the company typically on-boards
clients with a relationship value of minimum of Rs. 50 lacs. Through ARW’s uncomplicated, standardized and well researched
approach, the client relationship value increases over time. HNI segment of clients is an attractive and underserved segment
in terms of the quality of service. Creating a platform to serve this segment is often time consuming and difficult to build,
however, this platform has the potential to provide a better opportunity to be the sole or a dominant wealth services provider
to clients. Clients belonging to the HNI segment are less price sensitive for the value of the service the company offers.

Split of ARW’s client-wise AUM

Share in AUM
> Rs. 50 Cr 16%
Rs. 5 Crto 50 Cr 52%
Rs. 50 Lacs to 5 Cr 32%

Source: RHP

Presence in Structured Products or Non-Convertible Market Linked Debentures

Apart from distribution of mutual funds, ARW also sells structured products or non-convertible market linked debentures to
its clients. MLDs form an important part of its model portfolio acting as a hedge to market volatility providing more
predictable returns based on the market performance with medium to lower return risk as compared to equity investment
over the maturity period. ARW selects MLDs issued by Anand Rathi Global Finance Limited (subsidiary of Anand Rathi
Financial Services Limited), which fit into ARW’s standardized investment strategy and target returns. ARW buys these
products from ARGFL which are then sold to clients and the income is earned by ARW from such sale. The MLDs are back-
tested to assess probability of delivering target returns. A large portion of the MLDs gross mobilization comes from repeat
purchasers, i.e. Clients who have invested in MLDs before. Over the last three years and five months ended August 31, 2021,
78% of the MLDs sales (Rs. 6916 Cr out of Rs. 8867 Cr) has come from repeat purchasers.
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Uncomplicated, holistic and standardized solutions offered to clients based on an objective-driven approach

ARW follows a process driven approach in providing wealth solutions and aims to achieve consistent client outcomes through
a standardized investment strategy which augments the RM’s ability to deliver service proposition. The company’s model
portfolio consists of an optimal combination of mutual funds and MLDs (market linked debentures) making it relatively
simpler for clients to understand. This combination envisages liquidity along with limited risk to capital in the medium term.
The model portfolios are created using in-house research and analytical tools in allocating assets and selecting securities that
are aligned to each client’s liquidity and risk profile. The portfolio is periodically monitored and if required, strategic calls are
organized with clients to modify strategy and help them reach their financial goals.

End-to-end process driven, standardized and well researched solutions approach

Standardized Solution

@ Cliant goals

Consistent client
Discussion with clients on investment outcomes

L principles, risk and pontfolic strategy

~—| Provide comparative investment options
Ability to build and

train RM pool internally

Create client conviction o act

=| Execution and reporting Scalable

H? Ongoing monitering and portfolio rebalancing

Source: RHP

Focus on safety net and estate planning services provides value addition to clients

As part of managing wealth for clients, ARW’s proposition also includes estate planning, succession planning and creating wills
as part of its core objectives, without any cost to its clients. It safeguards and enables smooth transmission of wealth, which
brings effective long-term relationship with the clients. The estate planning services are critical and imperative, for which,
ARW has an in-house team of four qualified lawyers, who provide succession and estate planning services to all its clients
across all locations.

The focus on estate planning is through a two-fold process:

e  Advising and creation of wills — The estate planning team comprises of various subject-matter experts which provide
relevant legal advice and case studies to decide on the distribution of wealth as per the client's desire and create
customized documents as per the client's requirements.

e Designing and creation of private family trust — Safety nets are critical for clients since it increases the probability of
protecting the accumulated wealth against any liability or encumbrance that the client may face in its business or
profession. ARW typically recommends its clients for creation of private family trusts that can help them achieve
their wealth goals.
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Concerns

Volatility in the securities market: The company operates in the distribution of financial products. The performance of such
investment products is largely dependent on the financial markets. Any major discrepancies or volatility in the securities
market can adversely affect the business.

High competition from existing and new market participants: In the wealth management segment, the company faces
competition from several market participants, including established Indian and foreign banks, as well as private banks and
dedicated wealth management companies. The company also competes with a large number of independent financial
advisors as a consequence of the fragmented wealth management market in India. Further with the rise in the use of
technology, competition from new entrants in the industry who may leverage technology to provide products and services
better suited to the investors may adversely affect the business operations of ARW.

Subject to various laws from different financial bodies: ARW is subject to various financial services regulations by the SEBI
Act, the SEBI (Intermediaries) Regulations, 2008, the SEBI (Investment Advisers) Regulations, 2013 or directions issued by
AMFI. Any significant regulatory changes in the industry will likely subject industry participants to additional and more
stringent regulations. SEBI prescribes the upper limits with respect to the TER (total expense ratio). From time to time these
TER limits may be reviewed and revised by SEBI. For example, with effect from April 1, 2019, TERs for open-ended equity-
oriented schemes were reduced from a range (depending on AUM) of 2.5% to 1.75% to the current range of 2.25% to 1.05%.
There is a possibility that TER limits may be reduced further in the future which may impact ARW’s financials.

(Valuation and Recommendation on next page)
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The wealth management business has characteristics (annuity revenue, degree of cyclicality, ROE) which are skewed more
towards AMCs than stock brokers. IIFL Wealth is the only listed peer to ARW in the wealth management business. Edelweiss
Wealth, although not listed, was acquired in March 2021 by PAG (acquired 61.5% stake) valuing the company at Rs. 4400 Cr,
and thus we use the company for peer analysis. We observe that ARW’s ROE has consistently been higher than peers.
Although ARW’s FY19-21 growth in revenue & profits has lagged Edelweiss Wealth, its current year growth has been
encouraging and above that of peers. We believe at valuations of 18.7x Apr-Aug’21 annualized earnings, ARW offers some
scope for upside on listing, given ~20% earnings growth potential in the longer term combined with cross cycle ROE range of

20-30%. We recommend subscribing to the issue.

Wealth Management Players

Parameters as on FY21 Comments IIFL Wealth Edelweiss ARW
Wealth*
AUM/AUA 1,84,650 1,55,000 26,670
CAGR (FY19-21) 15% 21% 20%
AUM/AUA Mix Yields
Own MF/PMS High 31% - -
Structued Products High - 31%
Distribution of MFs Mid 16% - 58%
Brokerage & Margin Funding Low 53% - 11%
Revenue 915 1,043 265
CAGR (FY19-21) 7% 20% -3%
Revenue Mix Yields
Own MF/PMS High 28% - -
Structued Products High - - 59%
Distribution of MFs Mid 15% - 34%
Brokerage & Margin Funding Low 57% - 7%
PAT 369 245 45
CAGR (FY19-21) -1% 23% -12%
Key Ratios
Revenue Yield 0.50% 0.67% 0.99%
Cost/Income 54% 70% 77%
PAT Yield 0.20% 0.16% 0.17%
ROE
FY20 13% 26% 33%
FY21 15% 16% 19%
ROE (H1FY22 Annualised) 22% 17% 30%
Valuations
P/EFY21 35.0 18.0 50.5
P/E H1FY22 Annualised EPS 25.0 14.9 18.7
P/BV Sep'21 4.6 2.6 8.0

Source: NBRR

* Edelweiss Wealth is unlisted
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P&L (Rs. Cr) FY19 FY20 FY21 Apr-Aug 21 Apr-Aug2l Ann.
Net Revenue 277 332 265 167 401

% Growth 20% -20% 51%
Employee Cost 132 167 151 74 178

% of Revenues 47.8% 50.2% 56.8% 44.5% 44.5%
Other expenses 47 59 45 19 45

% of Revenues 16.8% 17.6% 16.8% 11.3% 11.3%
EBITDA 98 107 70 74 177

EBITDA Margin 35.4% 32.2% 26.3% 44.2% 44.2%
% Growth 9% -35% 68%
Depreciation 16 21 17 7 16

Other Income 8 5 14 2 5

Interest 6 3 3 1 2

PBT 83 87 64 68 164

Tax 25 25 18 17 41

Tax rate 30% 29% 29% 25% 25%
PAT 58 62 45 51 123

% Growth 5% -27% 172%
Adj PAT 59 61 45 51 123

% Growth 4% -27% 172%
EPS (Post Issue) 14.2 14.7 10.8 12.3 29.5

Ratios & Others FY19 FY20 FY21 Apr-Aug 21 Apr-Aug2l Ann.
EBITDA Margin (¢ 35% 32% 26% 44% 44%
PAT Margin (%) 21% 18% 17% 31% 31%
ROE (%) 48% 33% 19% NA 30%
Cost/Income 70% 74% 77% 59% 59%
Turnover Ratios FY19 FY20 FY21 Apr-Aug 21 Apr-Aug2l Ann.
Debtors Days 15 10 15 - -

Creditor Days 0 2 0 - -

Asset Turnover (: 2.2 1.5 1.0 - 0.9

Valuation Ratios FY19 FY20 FY21 Apr-Aug 21 Apr-Aug2l Ann.

EPS Diluted 14.2 14.7 10.8 12.3 29.5
BVPS Diluted 30 45 58 69 98
Price/Earnings (x 38.7 37.3 50.8 - 18.7
Price/BV (x) 18.5 12.3 9.5 - 5.6
Mkt cap/Sales (x 8.3 6.9 8.6 - 5.7

Source: Company Data, NBRR
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Balance Sheet (Rs. Cr) FY19 FY20 FY21 Apr-Aug 21
Share Capital 13 14 14 21
Reserve & Surplus 110 172 228 266
Networth 124 186 241 287
Non controlling Interest 13 12 12 12
Total Loans 1 42 33 31
Trade payable 2 0 0
Provisions 34 42 21 24
Other Current Liab 7 9 12 8
Other Liabilties 53 118 20 41
Total Equity & Liab. 231 409 339 402
Fixed Assets & CWIP 81 140 124 119
Loans & Advances 0 65 - 27
Investments (AR Global Fin) 75 103 104 105
Cash 11 28 65 57
Debtors 11 9 11 13
Deferred & other non cu 37 18 20 34
Other Current Assets 15 47 15 48
Total Assets 231 409 339 402
Cash Flow (Rs. Cr) FY19 FY20 FY21 Apr-Aug 21
EBITDA 98 107 70 74
Provisions & Others 4 4 13 1
Op. profit before WC 102 111 83 75
Change in WC 0 50 (80) (12)
Less: Tax (35) (20) (24) (29)
CF from operations 67 140 (21) 35
Addition to assets (33) (59) 1 (0)
(Purchase)/Sale of invst. (9) (92) 74 (29)
Dividend Received 0 0 0 0
CF from Investing (42) (152) 75 (29)
Proceeds/(Repayment) (0) 41 (8) (2)
Interest paid on borrowi (3) (1) (1) (0)
Dividend Paid 0 0 (7) (7)
Issue of Shares 0 0 11 0
Repayment of lease liab (10) (12) (12) (4)
CF from Financing (14) 28 (17) (14)
Net Change in cash 11 17 37 (8)
Cash at beginning 1 11 28 65
Cash at end 11 28 65 57
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Disclosure:

This Report is published by Nirmal Bang Securities Private Limited (hereinafter referred to as “NBSPL”) for private circulation. NBSPL is a
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INHO00001766. NBSPL is also a registered
Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments. It is also a registered Portfolio
Manager having registration no as INP000002981.

NBSPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have different
or contrary views on stocks and markets.

NBSPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in securities
Market. NBSPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBSPL or its associates or
Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the subject company.
NBSPL or its associates or Analyst or his relatives hold / do not hold beneficial ownership of 1% or more in the subject company at the end of
the month immediately preceding the date of publication of this research report.

NBSPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the company
covered by Analyst during the past twelve months. NBSPL or its associates have not received any compensation or other benefits from the
company covered by Analyst or third party in connection with the research report. Analyst has not served as an officer, director or employee
of Subject Company and NBSPL / analyst has not been engaged in market making activity of the subject company.

Analyst Certification: |, Jehan Bhadha the research associate and author of this report, hereby certify that the views expressed in this research
report accurately reflects my/our personal views about the subject securities, issuers, products, sectors or industries. It is also certified that no
part of the compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations or views
in this research. The analyst(s) principally responsible for the preparation of this research report and has taken reasonable care to achieve and
maintain independence and objectivity in making any recommendations.
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Disclaimer:

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to
you. NBSPL is not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or
product, or to engage in or refrain from engaging in any such transaction. In preparing this research, we did not take into account the
investment objectives, financial situation and particular needs of the reader.

This research has been prepared for the general use of the clients of NBSPL and must not be copied, either in whole or in part, or distributed
or redistributed to any other person in any form. If you are not the intended recipient you must not use or disclose the information in this
research in any way. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time.
NBSPL will not treat recipients as customers by virtue of their receiving this report. This report is not directed or intended for distribution to or
use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication, availability or use would be
contrary to law, regulation or which would subject NBSPL & its group companies to registration or licensing requirements within such
jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty
that it is accurate, complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the
information or opinions in it. NBSPL or any of its affiliates or employees shall not be in any way responsible for any loss or damage that may
arise to any person from any inadvertent error in the information contained in this report. NBSPL or any of its affiliates or employees do not
provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this report, including without limitation
the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report should rely on
their own investigations.

This information is subject to change without any prior notice. NBSPL reserves its absolute discretion and right to make or refrain from making
modifications and alterations to this statement from time to time. Nevertheless, NBSPL is committed to providing independent and
transparent recommendations to its clients, and would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser,
whether the advice is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved
in securities trading. The price of securities can and does fluctuate, and an individual security may even become valueless. International
investors are reminded of the additional risks inherent in international investments, such as currency fluctuations and international stock
market or economic conditions, which may adversely affect the value of the investment. Opinions expressed are subject to change without
any notice. Neither the company nor the director or the employees of NBSPL accept any liability whatsoever for any direct, indirect,
consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it may be
noted that neither NBSPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect,
incidental, special or consequential including lost revenue or lost profit that may arise from or in connection with the use of the information
contained in this report.

Copyright of this document vests exclusively with NBSPL.

Our reports are also available on our website www.nirmalbang.com .

Nirmal Bang Research (Division of Nirmal Bang Securities Pvt. Ltd.)
B-2, 301/302, Marathon Innova,
Opp. Peninsula Corporate Park,
Off Ganpatrao Kadam Marg,
Lower Parel (W), Mumbai-400013
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