Tree House - BUY

18 February 2015

We initiate coverage on Tree House with BUY and TP of Rs579.
Tree House runs one of India’s largest self-operated pre-school
chains. With just 1.1% enrolment in pre-schools in India,
increase in penetration presents a significant opportunity. Tree
House is well positioned to benefit from this penetration
considering its strong brand recall. Tree House owns the land and
building in five K-12 schools, which it plans to monetise by March
2017 (the company has already sold one, entered an MoU to sell
another and we build in land and building sale in the others by
March 2017). If this materialises, ROCE should increase from the
current 16% to —25%0.

Market leader in self-operated pre-schools: Tree House had 562
centres as of December 31, 2014 across 80 cities out of which 459 were
self-operated pre-schools. According to the company, advantages of self-
operated schools include higher engagement with parents, better cost
efficiency, and better branding. Tree House also provides school
management services to 24 K-12 schools. The pre-school segment
contributed 86% to FY14 revenue.

The company targets 1100 self-operated pre-schools in the next
three years: Low barriers to entry along with the increasing awareness,
popularity, and propensity of young working professionals to pay are
likely to drive growth for the pre-school market. According to industry
estimates, this market is expected to grow at 26% Cagr over five years.
Tree House spends Rs3.5m-7m per school on capex. Schools turn Ebitda
positive at —~30 students. Within 24 months, if a location has been chosen
well, Ebitda margin exceeds 50%. We are building in 804 self-operated
pre-schools by end-FY17.

We estimate 31% EPS Cagr over FY15-17ii; BUY with Rs579 TP:
In five of the 24 K-12 schools, Tree House owns the land and building.
This has resulted in Rs1.1bn capital employed on its books. The company
targets to sell all five (one has been sold and the MoU for sale of another
has been announced) by March 2017. The company states that security
deposits worth Rs1.2bn made to K-12 school trusts would also be repaid
by FY18. The stock is trading at 26x one-year forward PE vs. 22x
historical average. Our Rs579 TP is based on 24x multiple.
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Financial summary (Rs m)

/e 31 Mar, Consolidated FY13A FY14A FY15ii FY16ii FY17ii
Revenues (Rs m) 1,143 1,576 2,125 2,806 3,657
Ebitda margins (%) 54.1 56.6 60.5 58.1 57.0
Pre-exceptional PAT (Rs m) 333 439 595 806 1,022
Reported PAT (Rs m) 333 439 614 806 1,180
Pre-exceptional EPS (Rs) 9.3 11.8 141 19.0 24.1
Growth (%) 44.2 27.4 19.0 355 26.8
IIFL vs consensus (%) (13.0) (10.4) (19.8)
PER (x) 53.8 42.2 35.5 26.2 20.7
ROE (%) 11.1 11.7 11.0 11.4 12.8
Net debt/equity (x) 0.1 0.2 (0.1) 0.0 (0.1)
EV/Ebitda (x) 29.3 21.6 15.6 12.7 9.7
Price/book (x) 5.2 4.6 3.1 2.8 2.5

Source: Company, IIFL Research. Priced as on 16 February 2015
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Tree House is a player in the pre-school education space and has one of
India’s largest self-operated pre-school chains. Tree House offers
playgroup, nursery, junior KG, senior KG, day care services, teacher
training, summer camp and activity/hobby class services. It had 562
centres as of December 31, 2014 across 80 cities out of which 459 were
self-operated pre-schools. It added 72 centres in 9MFY15. Total staff
strength stood at 2,179 and the company operated 21 teacher-training
centres.

Tree House also provides school management services to 24 K-12
schools. It provides a range of educational services to K-12 schools,
which include designing curriculum and providing teaching aids,
supplying methods for imparting education, organising extracurricular
activities for students and teacher training.

The streams of revenue are: 1) admission and tuition fee in self-
operated pre-schools; 2) one-time upfront fee and annual service fee in
franchise-run pre-schools; and 3) service/consultancy fee based on
admission in K-12 schools.

Figure 1: Revenue break-up for FY14

| K-12
24%

O Pre-school
76%

Source: Company, IIFL Research; Note that K-12 segment had one-time curriculum development fee
but for which its contribution would have been 14%

Tree House — BUY

Figure 2: Operating and financial snapshot

FY11 FY12 FY13 FY14
Self-operated preschools 110 240 300 386
Franchisee preschools 68 62 79 104
Total preschools 178 302 379 490
Preschool revenue (Rs m) 273 699 1,012 1,198
K-12 schools 12 17 24 24
K-12 revenue (Rs m) 119 72 130 377
Total revenue (Rs m) 392 772 1,143 1,576
Ebitda (Rs m) 169 420 618 892
PAT (Rs m) 92 217 333 439
ROE 9.6% 11.4% 11.1% 11.7%
ROCE 11.7% 15.8% 15.3% 16.2%

Source: Company, IIFL Research

Background

Rajesh Bhatia, who previously worked in financial services and
consulting, promoted Tree House. The first school was set up in Mumbai
in FYO3. In FY09, Tree House entered the K-12 segment and started day
care centres. It went public in August 2011 through an IPO of Rs1.12bn.
In FY13, it issued Rs412m equity to Omidyar Network and Aditya Birla
Private Equity. In FY14, it acquired Brainworks, a player in the pre-
school space, for Rs50m. In December 2014, it raised Rs2bn through a

QIP.

Figure 3: Details of December 2014 QIP

Item Value

Total proceeds (Rs m) 2,000
Issue price (Rs) 440
Number of shares issued (m) 4.55
Number of shares prior to QIP (m) 37.77
% dilution 12.0%

Source: Company, IIFL Research

gvgiri@iiflcap.com 2
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Figure 4: Company history

FY12: FY15:Raised
Received Rs2bn
FYO03: FY10: Rs189m from through QIP
Incorporated Received FCVI, Matrix at
first pre- Rs150m from and Omidyar Rs440/share
school in Matrix Network;
Mumbai Partners Rs1.12bn IPO
FYO08: FY11: FY13:
Received Received Received
Rs350m Rs310m from Rs412m from
investment FCVland Omidyarand
from Matrix Rs90m from Aditya Birla
Partners Matrix PE; Issued
warrants to
promoters
forRs401m
Source: Company, IIFL Research
Figure 5: Management profile
Name Designation Description

Sanjaya Kulkarni  Non Executive Chairman 30 years + experience in financial services’
PGDM (IIM-A), B. Tech (IIT-D)
Previously worked in financial services and
consulting; started Tree House in 2003

Rajesh Bhatia Promoter - Managing
Director

Geeta Bhatia Non-Executive Director

Source: Company, IIFL Research

Figure 6: Shareholding pattern as of Dec 31, 2014
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Source: Bloomberg, IIFL Research

Pre-school market expected to grow at 26% Cagr over five
years: The Indian pre-school market is experiencing rapid growth due
to rising number of working mothers, increasing trend of nuclear
families, and escalating demand for high quality pre-school education
for toddlers. The pre-school industry has low market penetration with
1.1% enrolment in India compared with France with 100% enrolment.
Low barriers to entry along with the increasing awareness, popularity,
and propensity of young working professionals to pay are likely to drive
growth for the pre-school market.

CRISIL expects the share of organised pre-schools to increase from
20% in FY13 to 26% in FY18. This implies that organised pre-school
market is expected to grow at 26% Cagr from Rs13.3 billion to Rs42.8
billion over this period.

Tree House focuses on self-operated schools unlike peers: More
than 80% of Tree House’s 562 pre-schools are self-operated and the
rest are through franchisees. This is in sharp contrast to competitors
such as Zee Learn (1300 schools) and Bachpan that have adopted the

gvgiri@iiflcap.com 3
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franchise model for most of their schools. According to the company,
the advantages of self-operated schools are higher engagement with
parents, better cost efficiency, and better branding. The franchisee
model is limited to places with difficult access.

Tree House achieves Ebitda break even in 12-14 months: The
economics of self-operated pre-schools are as follows

* Tree House maintains 14:1 student to teacher ratio.
* The average annual fee comes to Rs40,000-Rs45,000 per student.

* The key cost items are rental costs (all pre-schools operate on
rented premises), wages paid to teachers and maids, and utility
costs, all of which are fixed.

* Tree House spends Rs3.5 to Rs7m per school on capex.

Schools turn Ebitda positive at —30 students. Within 24 months, if
location has been chosen well, Ebitda margin exceeds 50%.

The table below summarises the P&L of a school with 75 students and
capex of Rsbm.

Tree House — BUY

Figure 7: Sample P&L for Tree House’s self-operated pre-school

Item Value
Students per pre-school 75
Annual fee per student (Rs) 40,000
Annual fee revenue (Rs) 3,000,000
Annual utility + rental+ admin costs (Rs) 1,100,000
Student teacher ratio* 20
Number of teachers 4
Cost per teacher per annum (Rs) 84,000
Teacher salary bill (Rs) 336,000
Total wage bill (Rs) (adding another 10% for support staff) 369,600
Ebitda (Rs) 1,540,400
Ebitda % 51%
Capital employed (Rs) 5,000,000
Depreciation (assuming 10 years useful life) (Rs) 500,000
Ebit (Rs) 1,040,000
ROCE 21%

Source: Company, IIFL Research; *we take student teacher ratio of 20:1 vs. 14:1 to account for
double shifts in many schools

Fee per student in franchisee schools is ~50% that of self-operated
schools. Franchisees pay one-time licence fee of Rs700k-Rs1.5m + 15-
20% royalty only on tuition fee to Tree House.

We build in 300 self-owned pre-school additions in FY16 and
FY17 and 30% revenue Cagr: Tree House intends to take self-
operated pre-school count to 1100 over the next three years. We
estimate self-operated pre-schools to increase from the current 459 to
804 by end-FY17. This would entail 30% revenue Cagr over FY15-17.

gvgiri@iiflcap.com 4



A

Institutional Equities

Figure 8: We build in 30% pre-school revenue Cagr over FY15-17

FY13 FY14 FY15 FY16 FY17

Number of self-operated preschools 300 386 509 657 804
Number of students 28,116 33,840 41,678 53,764 65,850
Revenue (Rsm)—A 970 1,163 1,837 2,407 3,110
% YoY growth 20% 58% 31% 29%
Number of franchise schools 79 104 106 113 121
Revenue (Rs m)—B 42 35 44 53 64
% YoY growth -16% 25% 20% 21%
Total Pre-school revenue — A+B 1,012 1,198 1,881 2,460 3,174
% YoY growth 18% 57% 31% 29%

Source: Company, IIFL Research

Tree House has 24 K-12 schools - 19 without land, 5 with land:
Tree House decided to expand into K-12 segment in 2008 with its pre-
schools serving as feeders to these schools. It has since expanded to 24
schools. In five of these schools, Tree House owns land and building. In
all 24 schools, it receives school management fee.

The number of K-12 schools is not going to increase in the near future
as Tree House has created sufficient capacity for now. It has 15,000
students in its K-12 schools vs. 46,000 capacity. It will take some time
for this to ramp up as students gradually move up to higher grades.

The services rendered include admission, administration, examination,
school bus, laboratory, recruitment, and content management. Though
the actual fee may be depend on the paying ability of the trust, the
location of the school, etc. Tree House receives —22% of the trust’s
revenue (which itself consists of admission, tuition and school bus fee

Tree House — BUY

paid by students). With each support service being chargeable, this may
increase to 28-30% of trust revenue over time.

Land to be sold and capital employed to be brought down: Tree
House has invested —Rs300m for refurbishment of schools. It has
extended Rsl1.2bn as security deposits to the school trusts. The land
and building for five schools worth Rsl.1bn on its books. All this
resulted in —~Rs2.5bn capital employed in the K-12 business (=50% of
the total capital employed).

Figure 9: K-12 segment has Rs2.5bn capital employed...

Item (FY14) Rs m
Business Commercial Rights 275
Land and building 1,040
Security deposits made to trusts 1,230
K-12 Capital employed 2,545

Source: Company, IIFL Research

Figure 10: ...which has suppressed ROCE
Rs m Pre-school K-12 Total

Ebit 480 243 723
Total capital employed 2,407 2,545 4,952
ROCE 19.9% 9.5% 16.2%

Source: Company, IIFL Research

Tree House aims to sell land and building in all five schools by
end-FY17: Out of five schools, land and building in one has already
been sold in January 2015 for ~Rs170m (vs. Rs140m book value). It
has announced MoU for sale of land and building pertaining to another
school for Rs525m. The company expects to sell land and building in the
remaining four schools in the next two years that is expected to yield
~Rsl1.4bn (including Rs170m from the one already sold). We build in
sale of land and building by end of FY17. Security deposits worth
Rs1.2bn would also be repaid by FY18 according to the company.

gvgiri@iiflcap.com 5
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Our assumptions and projections are as follows:

Figure 11:We estimate 40%+ revenue Cagr for K-12 segment

FY13 FY14 FY15 FY16 FY17
Number of K-12 schools 24 24 24 24 24
Total students 16,800 21,840 28,392
Revenue per student (Rs '000) 60,000 63,000 66,150
Revenue to trust (Rs m) 1,008 1,376 1,878
% contribution to Tree House 22% 23% 24%
Revenue (Rs m) 118 157 222 316 451
% YoY growth 33% 41% 43% 42%

Source: Company, IIFL Research

We build in 31% EPS Cagr over FY15-17;
Initiate with BUY and Rs579 TP

Figure 12: We build in 31% total revenue Cagr over FY15-17

Revenue Projections (Rs m) FY13 FY14 FY15 FY16 FY17
Pre-school 1,012 1,198 1,881 2,460 3,174
K-12 118 157 222 316 451
Total 1,143 1,576 2,125 2,806 3,657

% YoY growth 38% 35% 32% 30%

Figure 13: Overall projections; sharp jump in FY16 PAT is on account of interest income
on Rs2bn QIP proceeds; PAT estimates and FCF are adjusted for sale of land and building
pertaining to one school in FY15, and others by end-FY17

Ebitda 618 892 1,287 1,632 2,086
Ebitda% 54.1% 56.6% 60.5% 58.1% 57.0%
% YoY growth 44.4% 44.2% 26.8% 27.8%
Reported PAT 333 439 614 806 1,180
% YoY growth 31.7% 39.9% 31.1% 46.4%
Adjusted PAT 333 439 595 806 1,022
% YoY growth 31.7% 35.4% 35.5% 26.8%
FCF (962) (694) (232) (567) 686
FCF adj for land and building sale (962) (694) (402) (567) (514)

Source: Company, IIFL Research

Source: Company, IIFL Research

We value Tree House at 24x one-year forward PE: Tree House has
traded historically at average one-year forward PE of 22x. It is currently
trading at 26x. Our March 2016 TP is based on 24x multiple that
translates into Rs579 and 17% total return. Initiate with BUY.

Figure 14: Our March 2016 TP is based on 24x PE target multiple
Item Value

Target PER 24.0
2 yr fwd PAT(Rs m) 1,022
M-cap (Rs m) 24,519
#shares (m) 42
TP (Rs) 579
CMP (Rs) 499
Upside 16.1%
Dividend per share (Rs) 2.2
Total Return 16.6%

Source: Company, IIFL Research

gvgiri@iiflcap.com 6
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Figure 15: One-year forward PE: Historical average is 22x and the stock currently trades
at 26x
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Source: Bloomberg, IIFL Research
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Figure 16: Sector valuation matrix

CMP (Rs)  M-Cap (USSm) “ EV/Ebitda “ FY15-17 Cagr ROE  1yrreturn
FY16 FY17 FY16 FY17 FY16 FY17 FY16

Tree House* 499 340 26.2 20.7 15.6 12.7 2.8 31.1% 27.3%| 11.4% 118.0%
Navneet Education* 106 407 15.0 12.9 8.5 7.5 3.8 3.3 20.1% 17.3%| 27.7% 102.5%
MT Educare 109 69 11.1 8.7 NA NA NA NA 25.8% NA NA 39.1%
Zee Learn 34 176 NA NA NA NA NA NA NA NA NA 29.4%
Educomp 24 47 NA NA NA NA NA NA NA NA NA 5.8%
Core Education and Technologies 10 18 NA NA NA NA NA NA NA NA NA -43.8%

Source: Bloomberg, IIFL Research; * indicates IIFL estimates

gvgiri@iiflcap.com 8
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Company snapshot

Tree House — BUY

Background: Tree House is a player in the pre-school education space and has one of India’s largest self-operated pre-school chains. Tree
House offers playgroup, nursery, junior KG, senior KG, day care services, teacher training, summer camp and activity/hobby class services. It
had 562 centres as of December 31, 2014 across 80 cities out of which 459 were self-operated pre-schools. Tree House also provides school
management services to 24 K-12 schools. It provides a range of educational services to K-12 schools, which include designing curriculum and
providing teaching aids, supplying methods for imparting education, organising extracurricular activities for students and teacher training.

Management
J Revenue Break-up (20) - Fy14 Number of self-operated pre
Sanjaya Kulkarni Non-Executive Chairman K23129 H  Pre- ]
. . T4 school,
Rajesh Bhatia Promoter- MD y
76.1
Vishal Shah Executive Director
Competition: Kidzee, Eurokids: J I I
FY11 FY12 FY13 FY14

Assumptions PE chart EV/Ebitda
/e 31 Mar, Consolidated __FY13A PE (x) Avg 1sd ~1sd EV/Ebitda (x) Avg 1sd -1sd
Total number of pre-schools
Number of self-owned .
preschools 28.3
Number of K-12 schools 55 g i
Number of teachers 1,562 ' M ] , A
Capex (Rs m) 22.8 kool N ‘
Employee costs (%) '{w WW i
Source: Company data, |IFL Research 15.8

16.8 |

13.8 A T T

Aug-11 Apr-13 Dec-14 Aug-11 Apr-13 Dec-14
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Income statement summary (Rs m)

Y/e 31 Mar, Consolidated FY13A FY14A FY15ii FY16ii FY17ii
Revenues 1,143 1,576 2,125 2,806 3,657
Ebitda 618 892 1,287 1,632 2,086
Depreciation and amortisation (134) (170) (268) (347) (432)
Ebit 484 723 1,019 1,284 1,653
Non-operating income 71 13 42 109 67
Financial expense (66) (76) (162) (172) (172)
PBT 489 660 899 1,221 1,548
Exceptionals 0 0 30 0 240
Reported PBT 489 660 929 1,221 1,788
Tax expense (155) (221) (315) (415) (608)
PAT 333 439 614 806 1,180
Minorities, Associates etc. 0 0 0 0 0
Attributable PAT 333 439 614 806 1,180

Ratio analysis

Y/e 31 Mar, Consolidated FY13A FY15ii FY16ii FY17ii
Per share data (Rs)

Pre-exceptional EPS 9.3 11.8 14.1 19.0 24.1
DPS 0.9 1.2 1.5 2.2 2.9
BVPS 95.5 109.6 158.8 175.7 200.7
Growth ratios (%)

Revenues 48.0 37.9 34.8 32.1 30.3
Ebitda 47.1 44.4 44.2 26.8 27.8
EPS 44.2 27.4 19.0 35.5 26.8
Profitability ratios (%)

Ebitda margin 54.1 56.6 60.5 58.1 57.0
Ebit margin 42.4 45.8 48.0 45.8 45.2
Tax rate 31.8 335 33.9 34.0 34.0
Net profit margin 29.2 27.9 28.9 28.7 32.3
Return ratios (%)

ROE 11.1 11.7 11.0 11.4 12.8
ROCE 15.3 16.2 16.4 16.7 18.6
Solvency ratios (x)

Net debt-equity 0.1 0.2 (0.1) 0.0 (0.1)
Net debt to Ebitda 0.3 0.8 (0.8) (0.2) (0.4)
Interest coverage 7.3 9.5 6.3 7.4 9.6

Tree House — BUY

Balance sheet summary (Rs m)

Source: Company data, IIFL Research

/e 31 Mar, Consolidated FY13A FY14A FY15ii FY16ii FY17ii
Cash & cash equivalents 487 108 2,222 1,564 2,129
Inventories 46 56 76 100 130
Receivables 69 290 390 515 671
Other current assets 1,795 1,945 2,521 3,349 4,299
Creditors 38 57 77 102 132
Other current liabilities 262 259 349 461 600
Net current assets 2,097 2,083 4,784 4,965 6,497
Fixed assets 1,676 2,430 2,775 3,307 2,834
Intangibles 271 324 324 324 324
Investments 100 115 117 117 117
Other long-term assets 0 0 0 0 0
Total net assets 4,145 4,951 7,999 8,713 9,772
Borrowings 667 826 1,231 1,231 1,231
Other long-term liabilities 44 51 49 49 49
Shareholders’ equity 3,434 4,074 6,719 7,433 8,492
Total liabilities 4,145 4,952 7,999 8,713 9,772
Cash flow summary (Rs m)

/e 31 Mar, Consolidated FY13A FY14A FY15ii FY16ii FY17ii
Ebit 484 723 1,019 1,284 1,653
Tax paid (176) (189) (315) (415) (608)
Depreciation and amortization 134 170 268 347 432
Net working capital change (583) (352) (586) (840) (966)
Other operating items 3 1 0 0 0
Operating cash flow before interest (139) 352 386 376 511
Financial expense (66) (76) (162) (172) (172)
Non-operating income 71 13 42 109 67
Operating cash flow after interest (134) 290 266 313 406
Capital expenditure (786) (1,011) (752) (880) (920)
Long-term investments (38) (15) 138 0 960
Others (4) 42 117 0 240
Free cash flow (962) (694) (232) (567) 686
Equity raising 603 201 2,006 0 0
Borrowings 153 159 405 0 0
Dividend (34) (45) (65) (92) (121)
Net chg in cash and equivalents (240) (379) 2,114 (659) 566

Source: Company data, IIFL Research

gvgiri@iiflcap.com 10
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This research report was prepared by India Infoline Limited’s Institutional Equities Research Desk (‘lIIFL"), a company authorized to engage in securities activities in India. IIFL is not a registered broker-
dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of research reports and the independence of research analysts. This research report is provided for
distribution to “major U.S. institutional investors” in reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). Any
U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on the information provided in this research report should do so only
through IIFL Capital Inc (‘IIFLCAP’), a registered broker dealer in the United States.

IIFLCAP accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is delivered to a U.S. person other than a major U.S. institutional investor. The
analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry Regulatory Authority (“FINRA”) and may not be an associated person of
IIFLCAP and, therefore, may not be subject to applicable restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research analyst
account.

IIFL has other business units with independent research teams separated by Chinese walls, and therefore may, at times, have different or contrary views on stocks and markets. This report is for the
personal information of the authorized recipient and is not for public distribution. This should not be reproduced or redistributed to any other person or in any form. This report is for the general information
of the investors, and should not be construed as an offer or solicitation of an offer to buy/sell any securities.

We have exercised due diligence in checking the correctness and authenticity of the information contained herein, so far as it relates to current and historical information, but do not guarantee its accuracy or
completeness. The opinions expressed are our current opinions as of the date appearing in the material and may be subject to change from time to time without notice. IIFL or any persons connected with it
do not accept any liability arising from the use of this document. The recipients of this material should rely on their own judgment and take their own professional advice before acting on this information.

IIFL or any of its connected persons including its directors or subsidiaries or associates 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, views and opinions expressed in this publication.

IIFL and/or its affiliate companies may deal in the securities mentioned herein as a broker or for any other transaction as a Market Maker, Investment Advisor, etc. to the issuer company or its connected
persons. IIFL generally prohibits its analysts from having financial interest in the securities of any of the companies that the analysts cover. In addition, the company prohibits its employees from conducting
Futures & Options transactions or holding any shares for a period of less than 30 days.

Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. Information,
opinions and estimates contained in this report reflect a judgment of its original date of publication by IIFL and are subject to change without notice. The price, value of and income from any of the securities
or financial instruments mentioned in this report can fall as well as rise. The value of securities and financial instruments is subject to exchange rate fluctuation that may have a positive or adverse effect on
the price or income of such securities or financial instruments.

Analyst Certification: (a) that the views expressed in the research report accurately reflect such research analyst's personal views about the subject securities and companies; and (b) that no part of his or
her compensation was, is, or will be directly or indirectly related to the specific recommendation or views contained in the research report.

Key to our recommendation structure
BUY - Absolute - Stock expected to give a positive return of over 20% over a 1-year horizon.
SELL - Absolute - Stock expected to fall by more than 10% over a 1-year horizon.

In addition, Add and Reduce recommendations are based on expected returns relative to a hurdle rate. Investment horizon for Add and Reduce recommendations is up to a year. We assume the current
hurdle rate at 10%, this being the average return on a debt instrument available for investment.

Add - Stock expected to give a return of 0-10% over the hurdle rate, i.e. a positive return of 10%+.

Reduce - Stock expected to return less than the hurdle rate, i.e. return of less than 10%.

Distribution of Ratings: Out of 179 stocks rated in the IIFL coverage universe, 110 have BUY ratings, 8 have SELL ratings, 33 have ADD ratings and 28 have REDUCE ratings.

Price Target: Unless otherwise stated in the text of this report, target prices in this report are based on either a discounted cash flow valuation or comparison of valuation ratios with companies seen by the
analyst as comparable or a combination of the two methods. The result of this fundamental valuation is adjusted to reflect the analyst’s views on the likely course of investor sentiment. Whichever valuation
method is used there is a significant risk that the target price will not be achieved within the expected timeframe. Risk factors include unforeseen changes in competitive pressures or in the level of demand
for the company’s products. Such demand variations may result from changes in technology, in the overall level of economic activity or, in some cases, in fashion. Valuations may also be affected by changes
in taxation, in exchange rates and, in certain industries, in regulations. Investment in overseas markets and instruments such as ADRs can result in increased risk from factors such as exchange rates,
exchange controls, taxation, and political and social conditions. This discussion of valuation methods and risk factors is not comprehensive — further information is available upon request.



