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ICICI Securities Limited: Ratings reaffirmed; rated amount enhanced for commercial
paper programme

Summary of rating action

Previous Rated Amount Current Rated Amount

Instrument* Rating Action
(Rs. crore) (Rs. crore) e

[ICRA]A1+; reaffirmed/assigned for

Commercial paper 13,500 15,000 enhanced amount
Non-convertible debentures 50 50 [ICRA]JAAA (Stable); reaffirmed
Total 13,550 15,050

*Instrument details are provided in Annexure |

Rationale

The ratings continue to factor in ICICI Securities Limited’s (I-Sec) strong parentage by virtue of being a subsidiary of ICICI Bank
Limited (rated [ICRAJAAA (Stable)/[ICRAJAL+; 74.83% stake in I-Sec). |-Sec helps augment ICICI Bank’s service portfolio and
enjoys customer sourcing opportunities. Its importance to the parent is evident from the managerial and operational support,
including senior management transfers (from ICICI Bank), shared brand name, and access to the bank’s retail clientele, branch
network and infrastructure. The ratings also consider I-Sec’s leading position in securities broking, its strong retail franchise
supported by its position as a bank brokerage house, its track record in the investment banking business, and its healthy
financial profile with strong profitability and adequate capitalisation.

To diversify its revenue profile, I-Sec has been increasing its secured margin trade funding (MTF) business, which has also
resulted in a sizeable uptick in its gearing. Given its competitive borrowing cost, I-Sec has a dominant market position in the
MTF business. Further, the increased working capital requirement in the broking business has resulted in higher dependence
on borrowings. Depending on market conditions, the MTF book and gearing level are expected to remain elevated compared
to the historical average. I-Sec also remains exposed to credit and market risks on account of the MTF lending book, given the
nature of the underlying assets. Further, given the short-term nature of the MTF loan book, short-term borrowings through
commercial paper (CP) account for a sizeable portion of the company’s borrowings.

The ratings also consider the inherent volatility and the risks associated with capital market related businesses and the intense
competition in the retail equity broking space. Nonetheless, the increasing share of non-broking revenues has been aiding the
diversification in the revenue profile. Going forward, I-Sec’s ability to continue to ramp up the broking revenues and sustain
the net interest income (NII), given the elevated interest rate environment, while ensuring adequate asset quality would be
imperative for maintaining its profitability.

ICRA also takes note of the draft scheme of arrangement for the delisting of 1-Sec's equity shares, approved by its board of
directors, whereby I-Sec would become a wholly-owned subsidiary of ICICI Bank. The scheme is subject to the receipt of
requisite regulatory/shareholder approvals. The development is unlikely to impact the company’s credit profile.

Key rating drivers and their description

Credit strengths

Strong parentage by virtue of being a subsidiary of ICICI Bank — |-Sec is a subsidiary of ICICI Bank, which holds a 74.83% stake
in the company. I-Sec helps augment ICICI Bank’s service portfolio and enjoys customer sourcing opportunities. Its importance
to the parent is evident from the managerial and operational support, including senior management transfers (from ICICI
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Bank), shared brand name, and access to the bank’s retail clientele, branch network and infrastructure. The strong parentage
and shared brand name strengthen ICRA’s expectation that I-Sec will receive timely and adequate operational support from
ICICI Bank, if required. The company also draws the advantage of enhanced financial flexibility by virtue of being a subsidiary
of ICICI Bank.

Established track record and strong market position in retail broking and investment banking — I-Sec has an established retail
franchise supported by its position as a bank brokerage house with access to ICICI Bank’s retail clientele, its branch network
and physical presence. To widen its customer base further, the company is increasing its sourcing outside the bank’s ecosystem
by onboarding clients digitally and through business network partners. I-Sec is among the leading players in the retail segment
with ~93 lakh clients as of June 2023 managed through its network of ~138 branches and ~41,000 business network partners,
consisting of authorised persons (AP), sub-brokers, independent financial associates (IFAs) and independent associates (IAs).
The company is among the leading brokerage houses in the country in terms of National Stock Exchange (NSE) active clients
(~7% market share as of March 2023) and had a market share (in terms of broking volumes) of 8.8% in the cash segment and
3.1% in the derivatives segment as of March 2023.

I-Sec is also one of the prominent distributors of financial products and has an established presence in the domestic investment
banking space. The company, through its investment banking division, has been associated with many marquee deals in the
industry, especially in the initial public offering (IPO) space. It has also witnessed increased traction in its MTF business in the
past three years. As a result, its overall loan book grew sharply during this period. The MTF lending book stood at Rs. 6,611.6
crore as of June 30, 2023 compared to Rs. 5,470.1 crore as of March 31, 2022.

Healthy financial profile with strong profitability and adequate capitalisation — I-Sec’s financial profile remains healthy with
strong profitability metrics evidenced by the return on net worth (RONW) of 42.3% and profit after tax/net operating income
(PAT/NOI) of 42.3% in FY2023, notwithstanding the moderation from the record performance in FY2022 (65.0% and 47.0%,
respectively, in FY2022). The company’s record performance in FY2021 and FY2022 was supported by industry tailwinds and
record retail investor participation. Despite moderating further in Q1 FY2024, the profitability remains strong (PAT/NOI —
39.9% and RoNW —36.3%) and largely in line with the historical trajectory (5-year average return on equity (RoE) and PAT/NOI
stand at 55.5% and 39.9%, respectively). The PAT stood at Rs. 270.8 crore in Q1 FY2024 compared to Rs. 273.6 crore in Q1
FY2023.

I-Sec’s capitalisation remains adequate with a net worth of Rs. 3,132.3 crore and a gearing of 3.2 times as on June 30, 2023. It
is, however, noted that the gearing has increased substantially from the level of 0.4 times as of March 31, 2019. The sizeable
increase in the gearing, especially from FY2021, has been driven by the scale-up in the MTF book as well as the increasing
working capital requirements. Further, given the short-term nature of the MTF loan book, short-term borrowings through CP
account for a sizeable portion of the borrowings. Going forward, the financial leverage is expected to increase further to
support the further ramp-up in the MTF book and increased working capital requirements. ICRA also takes note of the
management’s stated policy of maintaining a dividend payout ratio of at least 50%, which limits the accretion to reserves,
although it remains substantial.

Credit challenges

Exposed to risks inherent in capital market related businesses — [-Sec’s revenues remain dependent on capital markets, which
are inherently volatile in nature. As broking revenues continue to account for a sizeable portion of the NOI, the company’s
profitability remains susceptible to market performance to a certain extent. Nonetheless, the improving diversification by
ramping up the distribution business, wherein the revenues are linked to the assets under management (AUM), and the
sizeable revenue flow from the ramp-up of the MTF book, provide some stability to the overall earnings profile. Net broking
income accounted for ~42% of NOI in FY2023 compared to ~56% in FY2018. The share of fee-based revenues, such as
distribution, investment banking, etc., was ~40% in FY2023 compared to ~38% in FY2018. The share of interest income
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improved to ~18% of NOI in FY2023 from ~6% in FY2018 due to the ramp-up in the MTF book in recent years. I-Sec is also
exposed to credit and market risks on account of the MTF lending book, given the nature of the underlying assets and funding
risks due to the nature of its borrowings. Its ability to maintain adequate asset quality while ramping up the lending book
would remain a monitorable.

Intense competition in capital markets — With increasing competition in equity broking and the advent of discount brokerage
houses, I-Sec’s market share remains under pressure. With the competitive intensity in this cyclical industry expected to remain
high, pressure on profitability cannot be ruled out, especially during downturns. Nonetheless, the lower level of equity market
penetration in the country offers significant untapped potential for growth.

Environmental and social risks

While financial institutions do not face material physical climate risks, they are exposed to environmental risks indirectly
through their portfolio of assets. Nonetheless, such risk is not material for I-Sec as its lending operations are primarily focused
on capital market related lending and it also benefits from adequate portfolio diversification. Further, the business activities
are typically short-to-medium term in nature, which will allow it to adapt if required.

With regard to social risks, data security and customer privacy are among the key sources of vulnerability for financial
institutions as material lapses could be detrimental to their reputation and invite regulatory censure. I-Sec has not faced such
lapses over the years. Additionally, it is noted that customer preferences are increasingly shifting towards the digital mode of
transacting, a phenomenon that necessitates the adoption of technological advancements, besides providing an opportunity
to reduce the operating costs. I-Sec has been making sizeable investments to enhance its digital interface with its customers.

Liquidity position: Strong

I-Sec’s funding requirement is primarily for placing margins at the exchanges and for the MTF book. Its margin utilisation
ranged between 60% and 70% (basis month-end data) during the six months ending July 2023, with the average margin placed
on exchanges aggregating Rs. 4,700 crore during this period. Out of the commercial paper borrowings outstanding of Rs. 10,948
crore as of July 31, 2023, Rs. 9,283 crore is falling due in the next three months (till October 2023). Against this, the company
had an unencumbered cash and bank balance of Rs. 456 crore, fixed deposits (FDs) without lien of Rs. 21 crore, liquid
investments of Rs. 302 crore and drawable but unutilised lines of Rs. 1,873 crore as on that date. Additionally, the company
has short-term loan assets, which can be liquidated at short notice to generate liquidity if required. The on-balance sheet
liquidity, undrawn bank lines and inflows from the short-term, callable MTF book cover these debt repayment obligations. I-
Sec also enjoys financial flexibility, being a subsidiary of ICICI Bank, and the same is evident from the regular CP issuances, large
investor base and competitive borrowing cost.

Rating sensitivities

Positive factors — Not applicable

Negative factors — Pressure on I-Sec’s ratings could arise if there is a deterioration in the credit profile of the parent, a change
in I-Sec’s strategic importance to the parent or a decline in the linkages with the parent.

Analytical approach

Analytical Approach Comments

Rating Methodology for Entities in the Brokerage Industry
Applicable rating methodologies Rating Approach — Consolidation
Rating Approach — Implicit Support from Parent or Group

Parent/Group support ICICI Bank
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I-Sec is a subsidiary of ICICI Bank, which holds a 74.9% stake in the company. The strong
parentage and shared brand name strengthen ICRA’s assumption that I-Sec will receive timely
and adequate operational support from ICICI Bank, if needed. The company also enjoys
significant financial flexibility by virtue of being a subsidiary of ICICI Bank. It draws the
advantage of strong operational linkages with the bank as demonstrated by the senior
management deputations from the bank along with customer sourcing and cross-selling
support.

For arriving at the ratings, ICRA has considered the consolidated financials of I-Sec. As on

Consolldatlon/Standalone June 30, 2023, the company had two subsidiaries.

About the company

ICICI Securities Limited (I-Sec), a subsidiary of ICICI Bank Limited is the broking arm of the ICICI Group. The company’s business
offerings include broking (retail and institutional broking, including allied services of extending margin trade finance and
employee stock ownership plan (ESOP) finance), distribution of financial products, wealth management and investment
banking. I-Sec has a wholly-owned subsidiary, namely ICICI Securities Holdings, Inc., and a step-down subsidiary, namely ICICI
Securities, Inc., which, through its offices in the US and Singapore, refers foreign institutional clients to I-Sec for transactions
on the Indian stock exchanges. Both subsidiaries are incorporated and operate in the US.

On June 29, 2023, I-Sec informed the stock exchanges that in a meeting held on the same day, its board of directors approved
a draft scheme of arrangement for the delisting of its equity shares. Under this arrangement, ICICI Bank will issue equity shares
to I-Sec’s public shareholders in lieu of cancellation of their equity shares, thereby making the company its wholly-owned
subsidiary.

Pursuant to the scheme, I-Sec’s public shareholders would be allotted 67 equity shares of ICICI Bank for every 100 equity shares
of I-Sec (share exchange ratio). The scheme is subject to the receipt of requisite regulatory/shareholder approvals.

The company reported a PAT of Rs. 1,117.6 crore on NOI of Rs. 2,644.0 crore (PAT/NOI of 42.3%) in FY2023 compared to Rs.
1,382.6 crore and Rs. 2,939.4 crore, respectively (PAT/NOI of 47.0%) in FY2022. As on June 30, 2023, the net worth stood at
Rs. 3,132.3 crore.

Key financial indicators (audited)

I-Sec (consolidated) FY2022 FY2023 Q1 FY2024
Brokerage income 1,386.0 1,100.0 304.2
Fee income 1,102.0 1,067.4 251.7
Net interest income 444.8 465.2 123.2
Other non-interest income 6.5 114 0.5
Net operating income (NOI) 2,939.4 2,644.0 679.6
Total operating expenses 1,150.7 1,228.5 346.1
Profit before tax 1,852.8 1,501.1 364.4
Profit after tax (PAT) 1,382.6 1,117.6 270.8
Loan book (net) 6,856.7 6,419.9 7,099.9
Net worth 2,430.5 2,852.5 3,132.3
Borrowings 7,739.2 9,292.6 10,075.0
Gearing (times) 3.2 33 3.2
Cost-to-income ratio 39.1% 46.5% 50.9%
Return on net worth 65.0% 42.3% 36.3%
PAT/NOI 47.0% 42.3% 39.9%

Source: Company, ICRA Research; All ratios as per ICRA’s calculations; Amount in Rs. crore
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Status of non-cooperation with previous CRA: Not applicable
Any other information: None

Rating history for past three years

. Chronology of Rating Histor
- Current Rating (FY2024) for tﬁz Past 3 Yiars v

Date & Rating in | Date & Rating | Date & Rating | Date & Rating

Amount Amount FY2024 in FY2023 in FY2022 in FY2021
Rated Outstanding* o
(Rs. crore) | (Rs. crore) Jan30,2023 | V102021 10,2021
Sep 01, 2023 Aug 24, 2021
Nov 10, 2022 Aug 13, 2020
Jun 21, 2021
Non-convertible Long 50 Nil [ICRA]JAAA [ICRA]JAAA [ICRA]JAAA [ICRA]JAAA
i
debentures term (Stable) (Stable) (Stable) (Stable)
Short
2 Commercial paper . 15,000 11,863 [ICRA]AL+ [ICRA]AL+ [ICRA]AL+ [ICRAJAL+
erm

*As on August 29, 2023

Complexity level of the rated instruments

Instrument Complexity Indicator
Non-convertible debentures Very Simple
Commercial paper Very Simple

The Complexity Indicator refers to the ease with which the returns associated with the rated instrument could be estimated.
It does not indicate the risk related to the timely payments on the instrument, which is rather indicated by the instrument's
credit rating. It also does not indicate the complexity associated with analysing an entity's financial, business, industry risks or
complexity related to the structural, transactional or legal aspects. Details on the complexity levels of the instruments are
available on ICRA’s website: Click Here
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Annexure |: Instrument details

NA

INE763G14ND2
INE763G14ND2
INE763G14NP6
INE763G14NQ4
INE763G14NT8
INE763G14NT8
INE763G140H1
INE763G14019
INE763G14007
INE763G14PA3
INE763G14PES
INE763G14P16
INE763G14PHS8
INE763G14PA3
INE763G14PU1
INE763G14PW7
INE763G14PV9
INE763G14ND2
INE763G14PZ0
INE763G14PY3
INE763G14PA3
INE763G14PX5
INE763G14PZ0
INE763G14QA1
INE763G14QC7
INE763G14PZ0
INE763G14QB9
INE763G14QD5
INE763G14QD5
INE763G14QB9
INE763G14QE3
INE763G14QD5
INE763G14QE3
INE763G14QF0
INE763G14QG8
INE763G14QH6
INE763G14Ql4
INE763G14QJ2
INE763G14QL8
INE763G14QL8
INE763G14QN4
INE763G14NP6
INE763G14QM6
INE763G14Q02
INE763G14QP9
INE763G14019
INE763G14NT8
INE763G14Q02
INE763G14QQ7
INE763G14QR5
INE763G14019
INE763G14PU1
INE763G14QS3

Instrument Name

Non-convertible debentures

- Yet to be placed
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper
Commercial paper

Date of Issuance

/ Sanction

NA

Sep 05, 2022
Sep 16, 2022
Nov 04, 2022
Nov 15, 2022
Nov 18, 2022
Nov 21, 2022
Jan 12, 2023
Jan 18, 2023
Feb 01, 2023
Mar 08, 2023
Mar 10, 2023
Mar 17, 2023
Mar 20, 2023
May 09, 2023
May 25, 2023
Jun 05, 2023
Jun 05, 2023
Jun 06, 2023
Jun 09, 2023
Jun 09, 2023
Jun 09, 2023
Jun 12, 2023
Jun 12, 2023
Jun 15, 2023
Jun 16, 2023
Jun 16, 2023
Jun 16, 2023
Jun 19, 2023
Jun 20, 2023
Jun 20, 2023
Jun 23, 2023
Jun 27, 2023
Jul 05, 2023
Jul 07, 2023
Jul 18, 2023
Jul 19, 2023
Jul 26, 2023
Jul 27, 2023
Jul 28, 2023
Aug 02, 2023
Aug 07, 2023
Aug 07, 2023
Aug 08, 2023
Aug 09, 2023
Aug 11, 2023
Aug 14, 2023
Aug 17, 2023
Aug 17, 2023
Aug 18, 2023
Aug 22, 2023
Aug 22, 2023
Aug 24, 2023
Aug 25, 2023

Coupon
Rate (%)

NA

7.06
7.06
8.10
8.07
8.00
8.00
8.00
7.95
7.90
8.30
8.20
8.10
8.06
7.75
7.45
7.21
7.70
7.21
7.63
7.15
7.58
7.19
7.63
7.72
7.19
7.68
7.68
7.19
7.19
7.68
7.10
7.14
7.13
7.13
7.81
7.75
7.20
7.20
7.20
7.22
7.30
7.22
7.22
7.33
7.33
7.50
7.38
7.38
7.38
7.40
7.50
7.40
7.40

Maturity Date

NA

Sep 05, 2023
Sep 05, 2023
Nov 02, 2023
Nov 14, 2023
Nov 15, 2023
Nov 15, 2023
Jan 10, 2024
Jan 18, 2024
Jan 31, 2024
Mar 07, 2024
Oct 09, 2023
Mar 15, 2024
Mar 19, 2024
Mar 07, 2024
Nov 23, 2023
Sep 04, 2023
Jun 03, 2024
Sep 05, 2023
Mar 20, 2024
Sep 08, 2023
Mar 07, 2024
Sep 11, 2023
Mar 20, 2024
Jun 13, 2024
Sep 15, 2023
Mar 20, 2024
Mar 22, 2024
Sep 18, 2023
Sep 18, 2023
Mar 22, 2024
Sep 22, 2023
Sep 18, 2023
Sep 22, 2023
Sep 20, 2023
Jul12, 2024
Jul 18, 2024
Oct 25, 2023
Oct 26, 2023
Oct 27, 2023
Oct 27, 2023
Nov 06, 2023
Nov 02, 2023
Nov 07, 2023
Nov 08, 2023
Nov 10, 2023
Jan 18, 2024
Nov 15, 2023
Nov 08, 2023
Nov 17, 2023
Nov 21, 2023
Jan 18, 2024
Nov 23, 2023
Nov 24, 2023

Amount
Rated
(Rs. crore)

50

25
20
40
35
45
75
15
25
50
25
73
150
50
100
10
200
15
400
225
150
25
350
300
50
500
130
25
450
225
25
500
500
500
500
200
50
450
450
100
550
375
50
50
1050
375
150
65
25
940
660
15
400
100

Current Rating

and Outlook

[ICRAJAAA
(Stable)
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
[ICRAJAL+
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Amount
Maturity Date Rated
(Rs. crore)

Date of Issuance Coupon Current Rating

Instrument Name

/ Sanction Rate (%) and Outlook

Commercial paper - Yet to

NA be placed

NA NA NA 3,137 [ICRA]JAL+

Source: Company
Note: ISIN details as on August 29, 2023

Annexure ll: List of entities considered for consolidated analysis

Company Name I-Sec Ownership Co:;;:faa:;‘on

ICICI Securities Limited NA NA
ICICI Securities Holdings, Inc. 100.00% Full Consolidation
ICICI Securities, Inc.* 100.00% Full Consolidation

Source: I-Sec annual report FY2023; *Step-down subsidiary
Note: ICRA has taken a consolidated view of the parent (I-Sec) and its subsidiaries while assigning the ratings
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About ICRA Limited:

ICRA Limited was set up in 1991 by leading financial/investment institutions, commercial banks and financial services
companies as an independent and professional investment Information and Credit Rating Agency.

Today, ICRA and its subsidiaries together form the ICRA Group of Companies (Group ICRA). ICRA is a Public Limited Company,
with its shares listed on the Bombay Stock Exchange and the National Stock Exchange. The international Credit Rating Agency
Moody’s Investors Service is ICRA’s largest shareholder.

For more information, visit www.icra.in

www.icra .in


mailto:karthiks@icraindia.com
mailto:anilg@icraindia.com
mailto:deep.singh@icraindia.com
mailto:komal.mody@icraindia.com
mailto:varun.dhapade@icraindia.com
mailto:shivakumar@icraindia.com
mailto:communications@icraindia.com
mailto:info@icraindia.com
http://www.icra.in/

ICRA

ICRA Limited

[l Registered Office

B-710, Statesman House, 148, Barakhamba Road, New Delhi-110001
Tel: 491 11 23357940-45

Q Branches

Corporate Office

Building No. 8, 2nd Floor, Tower A; DLF Cyber City,
Phase Il; Gurgaon 122 002

Tel: 491 124 4545300

Email: info@icraindia.com

Website: www.icra.in

491794027 1500/501 9
i +913371501100/01

+9122 6169 3300

+91 40 4067 6500/4920
+91202556 1194 0200
+91 804332 6400/4922 o1 i irpenany

5500

© Copyright, 2023 ICRA Limited. All Rights Reserved.

Contents may be used freely with due acknowledgement to ICRA.

ICRA ratings should not be treated as recommendation to buy, sell or hold the rated debt instruments. ICRA ratings are subject to a process of surveillance,
which may lead to revision in ratings. An ICRA rating is a symbolic indicator of ICRA’s current opinion on the relative capability of the issuer concerned to
timely service debts and obligations, with reference to the instrument rated. Please visit our website www.icra.in or contact any ICRA office for the latest
information on ICRA ratings outstanding. All information contained herein has been obtained by ICRA from sources believed by it to be accurate and reliable,
including the rated issuer. ICRA however has not conducted any audit of the rated issuer or of the information provided by it. While reasonable care has been
taken to ensure that the information herein is true, such information is provided ‘as is’ without any warranty of any kind, and ICRA in particular, makes no
representation or warranty, express or implied, as to the accuracy, timeliness or completeness of any such information. Also, ICRA or any of its group
companies may have provided services other than rating to the issuer rated. All information contained herein must be construed solely as statements of
opinion, and ICRA shall not be liable for any losses incurred by users from any use of this publication or its contents.




