Indian Energy Exchange Ltd — FY 2023 Annual Report Analysis

Annual Report Analysis (Consolidated)

Investor Snapshot

# Analytical point Sentiment
IEX maintains a dominant digital monopoly with a 99.9% market share in the spot power segment, Positive
successfully transitioning into a multi-asset energy hub.

Core operational revenue contracted by 7% to 400.85 Cr, pressured by high clearing prices and Negative
iV
supply-side coal constraints during the fiscal year. :
Operating margins remain exceptionally high at 84%, supported by optimized employee costs and the Positive
inherent scalability of the exchange platform.
Earnings quality has deteriorated as 24% of PAT is now derived from Other Income and associate Negative
iv
profits, masking a decline in core exchange earnings. g
The balance sheet remains virtually debt-free (D/E 0.02x), yet the treasury is being depleted to fund Negai
egative
shareholder payouts as operational cash flows falter. g
Cash Flow from Operations (CFO) turned negative at - 22.61 Cr against a PAT of 306 Cr, driven Negative
primarily by a massive 348 Cr outflow in member margins. g
Negative Free Cash Flow of - 31 Cr forced the company to liquidate investments to finance 187 Cr in Negative
v
dividends and buybacks, an unsustainable long-term capital strategy. g
Receivables management is superior, with trade receivables falling 92% to just [¥ Cr and a highly Positive
efficient 6-day debtor cycle.
Governance oversight is under scrutiny following a remuneration breach at associate IGX and Negative
Related Party Transactions (RPT) reaching 15.8% of revenue. g
The proposed Market Coupling regulatory shift poses an existential threat to the company’s core Negative
iV
price discovery moat and premium valuation. :
New growth engines are scaling rapidly, evidenced by an 82% surge in TAM/LDC volumes and an Positive
820% profit jump from the IGX gas exchange.
Stance is Watch; key monitorables include CERC directives on Market Coupling and the normalization of the Neutral
u

CFO/PAT ratio to >1.0x.

1. Business overview (In Bullet Points)

» Business Model and Ecosystem: |IEX operates a technology-centric marketplace for physical electricity
delivery and environmental attributes, leveraging a network effect of 7,783 participants, including 104
distribution companies (discoms) and 4,791 Open Access (OA) consumers.

* Revenue Drivers: Transitioning from a pure "spot" exchange to a comprehensive energy hub with contracts
ranging from 15-minute blocks to 90-day durations.

* Segment Performance: Total volumes reached 96.8 BU (down 5% YoY). Day-Ahead Market (DAM) traded
51 BU (down 21% YoY) due to high clearing prices ([5.96/unit). Real-Time Market (RTM) traded 24 BU (up
21% YoY), becoming a primary tool for managing renewable intermittency.

» Term-Ahead Market (TAM) & LDC: Traded 10 BU (up 82% YoY) following the launch of Longer Duration
Contracts (LDC) up to 90 days, capturing volumes from bilateral/OTC markets.



» Green Market (G-DAMI/G-TAM): Traded 5 BU (up 5% YoY), positioned to benefit as Renewable Purchase
Obligation (RPO) targets scale from 25% to 43% by 2030.

« Industry Position: Dominant player currently navigating "regulatory defense" against Market Coupling while
benefiting from General Network Access (GNA) implementation.

» Expansion & Diversification: Indian Gas Exchange (IGX) achieved financial breakeven with a 15% spot
market share. International Carbon Exchange (ICX) was incorporated in Dec 2022 to target the voluntary
carbon market.

» Geographical Presence: Expanding Cross-Border Electricity Trade (CBET) beyond Nepal to include Bhutan
and eventually Bangladesh for a "South Asian Power Market."

2. Management commentary & outlook

* Management is aggressively pushing "Long Duration Contracts" (extending from 11 days to 90 days and
eventually 11 months) to capture volumes traditionally held in bilateral/OTC markets.

 The narrative is shifting toward "Market-Based RE Capacity Addition," arguing market models offer IRRs of
20-22% vs. 12-14% for PPA-based projects, aligning with the government’s 500 GW renewable target.

» Regarding Market Coupling, management maintains "cautious confidence," emphasizing that the CERC must
examine the "objective and need" before proceeding.

* New product launches include HP-DAM (High Price Day Ahead Market) with a [20/unit cap for high-cost
generators and TRAS (Tertiary Reserve Ancillary Services) for grid-balancing.

« |IEX is exploring the "prosumer" economy through P2P trading partnerships for rooftop solar.

» Management cites a projected 6% CAGR in electricity demand and targets increasing the exchange’s share
of total consumption from ~7% to 25% by 2030.

« A [®8 Cr buyback was completed at [140.45/share, signaling management's view of undervaluation during
regulatory uncertainty.

* Technology infrastructure has transitioned to a modular API-based architecture (EnergX) to support
automated bidding and high-frequency RTM trading.

» Management'’s tone is characterized by "operational optimism" tempered by "regulatory vigilance." They
effectively articulate macro tailwinds like Net Zero and 500 GW RE targets to balance immediate headwinds
from Market Coupling and high fuel prices. The pivot toward Carbon and Gas suggests a strategic
preparation for potential electricity margin compression by diversifying the "Exchange-as-a-Service" model
into new commodities. Verdict: Resilient but Guarded.



3. Financial analysis

3.1 Financial statements

P&L statement ((JCr)

Line item Mar 2023 Mar 2022
Sales 401 431
Sales Growth % -7 35.61
Expenses 64 67
Manufacturing Cost % 2.05 1.84
Employee Cost % 8.78 9.83
Other Cost % 5.23 3.96
Operating Profit 336 364
OPM % 84 84
Other Income 86 61
Exceptional items 21 18
Other income normal 65 42
Interest 2 2
Depreciation 19 17
Profit before tax 402 405
Tax % 24 24
Net Profit 306 309
Minority share 0 1
Exceptional items AT 16 14
Profit excl Excep 290 295
Profit for PE 290 295
Profit for EPS 306 309
Profit Growth % -2 47
EPS (O 3.43 3.44

Dividend Payout % 29 73



Balance sheet ([ICr)

Line item Mar 2023 Mar 2022
Equity Capital 89 90
Reserves 710 614
Borrowings 14 10
Lease Liabilities 14.09 10.01
Other Borrowings 0.01 0
Other Liabilities 640 983
Non controlling int 0 0
Trade Payables 402 635
Advance from Customers 2 3
Other liability items 236 345
Total Liabilities 1,453 1,696
Fixed Assets 110 110
Building 30 5
Equipments 1 1
Computers 12 10
Furniture n fittings 2 2
Vehicles 3 3
Intangible Assets 115 0
Other fixed assets 29 153
Gross Block 193 175
Accumulated Depreciation 83 65
CWIP 4 B
Investments 1,219 1,248
Other Assets 121 333
Trade receivables 7 87
Cash Equivalents 65 233
Loans n Advances 2 2
Other asset items 47 12

Total Assets 1,453 1,696



Cash flow statement ((ICr)

Line item Mar 2023 Mar 2022
Cash from Operating Activity -23 762
Profit from operations 339 377
Receivables 80 -84
Payables -348 571
Other WC items -1 1
Working capital changes -269 489
Direct taxes -93 -103
Cash from Investing Activity 70 -448
Fixed assets purchased -9 -11
Fixed assets sold 0 0
Investments purchased 0 -498
Investments sold 104 0
Interest received 7 10
Dividends received 1 0
Other investing items -33 51
Cash from Financing Activity -215 -136
Proceeds from shares 1 2
Interest paid fin -1 -2
Dividends paid -90 -135
Financial liabilities -3 -2
Other financing items -122 0
Net Cash Flow -167 178
Free Cash Flow -31 751
CFO/OP 21 238
Key ratios
Line item Mar 2023 Mar 2022
Debtor Days 6 74
Inventory Days 0 0
Days Payable 0 0
Cash Conversion Cycle 6 74
Working Capital Days -540 =724

ROCE % 50 61



3.2 Financial analysis summary

* Revenue from operations declined by 7% to [400.85 Cr, a contraction linked to lower trading volumes and
regulatory price caps, while a conservative point-in-time recognition policy tied to NLDC/RLDC order
matching minimizes aggressive booking risks.

« Despite the top-line drop, OPM % remained exceptionally high at 84.00% as management optimized the cost
structure, specifically reducing Employee Cost % to 8.78% through a 17.02% YoY cut in employee benefits,
likely reflecting lower variable pay linked to performance.

» Other Income surged 37.25% to [86.00 Cr, now accounting for 24% of PAT, primarily driven by fair value
gains of [16.81 Cr on the investment book and a massive 820% jump in Share of Profit from Associate (IGX)
to [13.25 Cr.

* Net Profit of [(B06.00 Cr was supported by these non-operational gains, masking a decline in core exchange
earnings, while EPS remained nearly flat at [B.43 aided by a [97.98 Cr buyback that reduced the equity base.

* A severe divergence occurred between earnings and cash as CFO plummeted to negative [23.00 Cr against
a PAT of [B06.00 Cr, a "red flag" caused by a [B48.05 Cr outflow in Trade Payables as member margin
deposits were returned or reduced.

» Trade Receivables saw a massive 92% improvement, falling to [7.00 Cr, attributed to exceptionally efficient
collections with 99.9% of dues being less than 6 months old, significantly improving Debtor Days from 74 to 6.

» Working Capital remains negative at -540 days, providing a zero-cost funding source for the company's
[1,219.00 Cr Investments book, although the "float" from member margins decreased significantly this year,
impacting treasury income potential.

» Gross Block increased to [193.00 Cr as the company capitalized major platform upgrades, causing
Intangible Assets to rise to [115.00 Cr while CWIP fell to [4.00 Cr.

 Depreciation rose to [19.00 Cr, reflecting an aggressive 3-6 year useful life policy for servers and computers,
ensuring the exchange platform avoids technical obsolescence.

e The Balance Sheet remains robust and virtually debt-free, with Total Debt comprising only [(14.09 Cr in
Lease Liabilities, maintaining a superior Interest Coverage Ratio of 163.59 despite a slight YoY decline.
 Cash Equivalents dropped by 74.5% to [65.00 Cr as the company strategically shifted liquidity into non-
current Investments (up 400% to [529.35 Cr) to capture higher yields in structured products like MLDs.

* ROCE deteriorated from 61.00% to 50.00% and ROE fell to 38.30%, reflecting the impact of lower Operating
Profit and a growing Net Worth base of [799.00 Cr that is not yet fully optimized by the core business.

« Capital Allocation was focused on shareholder returns and inorganic growth, with [90.00 Cr in Dividends
paid and [122.00 Cr in other financing items (buyback), alongside a [5.00 Cr investment in the new
International Carbon Exchange (ICX) subsidiary.

 Free Cash Flow turned negative at -[B1.00 Cr due to the working capital crunch, signaling that the company
had to dip into its cash reserves to fund Capex and dividends during the year.

» The massive shift in Other Assets (Non-current investments up 400%) indicates a strategic decision to move
away from liquid mutual funds into long-term structured products (MLDs and SDLs), improving yield but
reducing immediate liquidity.

* The 39% drop in Other Current Financial Liabilities is the primary driver of the cash flow crunch this year,
reflecting a massive outflow of member margins which are the lifeblood of the exchange's working capital
cycle.

» Other Expenses rose to [29.83 Cr (7.44% of revenue), while management successfully protected margins
by cutting employee costs by 17.02% YoY.



» The dominant financial theme of the year was the utilization of a fortress Balance Sheet and treasury gains
to offset a 7% Revenue decline, while a massive [B48 Cr working capital outflow temporarily decoupled PAT
from CFO, highlighting sensitivity to market trading activity and regulatory shifts.

3.3 Contingent liabilities & commitments

* Capital Commitments: Estimated at [1.31 Cr (down from [4.88 Cr), signaling that major platform upgrades
were capitalized during the year, reducing future capital commitment pressure.

* Pending Litigations: Disclosed as material; these relate to CERC/APTEL disputes regarding trading
margins or market coupling, which could structurally impact future fee structures.

* Guarantees/Lien: The company has placed [104.99 Cr of investments and [B0.00 Cr of bank deposits under
lien for overdraft facilities to provide a liquidity buffer for settlement exigencies.



3.9 Earnings quality & forensic checks



# Check

1
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16

PAT vs CFO trend

Receivables &
channel-stuffing
signal

Revenue timing

Revenue from
related parties %

Inventory vs revenue
growth

Inventory valuation
method change

Exceptional items in
operating profit

Depreciation rate vs
useful life policy

Provision reversals
boosting PAT

Tax rate consistency

CWIP age and
stalling projects

Deferred tax asset
recognition
adequacy

RPT quantum and
trend

Dividend paid vs
FCF adequacy

Auditor KAM:
Revenue
Recognition

Associate
Governance
Oversight

Impact

Profit 11 — negative CFO driven by [B48 Cr
outflow in trade payables and margin deposits.

Revenue 1 — efficient collections and lower
settlement dues reduce risk of aggressive

revenue booking.

Revenue 1| — conservative point-in-time
recognition tied to NLDC/RLDC confirmation

minimizes early booking risk.

Profit 1 — associate contribution jumped
820%, increasing reliance on non-wholly
owned entity earnings.

Neutral — zero inventory model as a digital

exchange eliminates obsolescence or
valuation risks.

Neutral — no inventory held; accounting focus
remains on service delivery and transaction

matching.

Profit + — non-recurring items boost reported
PAT; core operational profit is lower at [290 Cr.

Profit | — aggressive depreciation on tech
assets ensures platform modernization and

avoids technical obsolescence.

Neutral — earnings quality remains high as
PAT is not inflated by significant provision

reversals.

Neutral — tax rate remains consistent at 24%
with cash tax closely tracking P&L provisions.

Neutral — low CWIP and capitalization of
software licenses suggest projects are moving

to production.

Profit 1 — DTL primarily from intangible asset
depreciation timing differences; no aggressive

DTA recognition.

Neutral — RPTs are limited to associate

investments and minor service fees, despite

governance flags.

Profit | — dividend payout exceeds negative
FCF, funded by liquidating current investment

book.

Revenue 11 — Auditor verified trade volumes
against monthly CERC reports, providing high

assurance.

Neutral — Remuneration breach at IGX

indicates potential oversight lapses in scaling

subsidiaries.

Status

Notes detail

[Analytical Insight]: Outflow of member
margins is the primary driver of the
cash flow crunch.

: 99.9% of receivables are outstanding
for less than 6 months, indicating high
liquidity.

: Revenue recognition strictly tied to
matching and confirmation of orders
by NLDC/RLDC.

. IGX transitioned from subsidiary to
associate; scaling rapidly as a vital
earnings contributor.

Service sector exchange model; no
physical inventory held.

No inventory reported in Balance
Sheet or Notes.

P&L shows Profit excl Excep at [290
Cr vs Net Profit of [(BO6 Cr.

: Aggressive depreciation on
computers/servers (3-6 years) reflects
high tech-intensity.

No evidence of material provision
reversals in P&L or Other Income
notes.

Cash flow tax paid ((®3 Cr) is
consistent with P&L tax charge (~[96
Cr).

: Intangible assets under development
fell, signaling major platform upgrades
were capitalized.

: Deferred Tax Liabilities are due to
book vs tax depreciation on software.

: Governance flag regarding
managerial remuneration breach at
associate (IGX) by [0.49 Cr.

Dividend payout remains high (29%)
despite negative free cash flow and
operational slowdown.

Complexity of CERC regulations and
high volume of transactions noted as
risk.

Auditor noted payments exceeded
statutory limits at the associate level.



4. Management & governance

A. Auditor Report & Key Audit Matters * Audit opinion type: Unqualified. * Key Audit Matters (KAMSs):
Revenue Recognition. The auditor identified the complexity of CERC regulations and high transaction volumes
as a significant risk. Response included testing IT controls and verifying trade volumes against monthly CERC
reports. * Other Matter paragraphs: Auditor noted a remuneration breach at associate company Indian Gas
Exchange (IGX), where payments exceeded statutory limits by [0.49 Cr. * Auditor's comments on going
concern: No material uncertainty identified; debt-free balance sheet maintained. * Auditor change: None. M/s
B S R & Associates LLP continues their 5-year term.

B. Related Party Transactions | Party | Relationship | Nature | Amount (CICr) | Concern | | [ |

| | | | Indian Gas Exchange (IGX) | Associate | Share of Profit | 13.25 Cr | High
Growth Dependency | | Indian Gas Exchange (IGX) | Associate | Investment | 50.15 Cr | Strategic Allocation | |
International Carbon Exchange (ICX) | Subsidiary | Equity Investment | 5.00 Cr | New Venture Risk | | Indian Gas
Exchange (IGX) | Associate | Receivables | 0.34 Cr | Minimal |

* RPT Risk Checks: % of Revenue is 15.81% (Total RPT [63.40 Cr / Revenue [400.85 Cr), which exceeds the
15% threshold.

* Note 1: IGX transitioned from a subsidiary to an associate (47.28% holding). The 820% jump in profit share
indicates IGX is becoming a vital contributor to consolidated earnings as core revenue declines.

C. Shareholding | Line item | Mar 2023 | Mar 2022 | | :-- | --: | --: | | Public | 64.66 | 64.66 | | Foreign Portfolio
Investors | 17.88 | 17.88 | | Domestic Institutional Investors | 17.46 | 17.46 | | Promoters |0 | O |

* Pledged shares: 0.00% (Professionally managed company).

D. Board Composition + KMP Compensation * Total Directors: 6 | Independent %: 50.00% | Women
Directors: 1 (Ms. Sudha Pillai). * KMP Compensation: Specific figures for CMD Satyanarayan Goel and CFO
Vineet Harlalka were not explicitly detailed in the provided text. However, the auditor flagged that the associate
(IGX) breached statutory limits for KMP pay by [0.49 Cr. Consolidated employee expenses fell by 17.02%,
significantly more than the decline in EBITDA (-7.69%), suggesting variable pay cuts.

F. Capital Allocation & Capex | Action | FY current (OCr) | FY prior (OCr) | % of CFO | Signal | | :--- | ---: | ---1 | ---:
| :---: | | Dividends | 89.17 Cr | 135.00 Cr | N/M | — | | Buybacks | 97.99 Cr | 0.00 Cr | N/M | — | | Capex | 9.00 Cr
| 11.00 Cr | N/M | — | | Investments (Financial) | 529.35 Cr | 106.08 Cr | N/M | — |

 Analytical Notes: CFO is negative [22.61 Cr, yet the company distributed [187.16 Cr via dividends and
buybacks. This was funded by liquidating current investments (down from [1,142.02 Cr to [689.48 Cr).

» Capex Deployment: Primarily maintenance and software upgrades. Intangible assets under development
fell to (1.31 Cr, signaling completion of major platform cycles. Revenue fell 7% despite tech spend,
suggesting capex is currently defensive.

H. Risks * Market Coupling (Regulatory): Potential mandate to aggregate bids across exchanges. Impact: Loss
of price discovery moat and potential commoditization. (Severity: High) * Negative CFO (Financial): PAT of
[B05.88 Cr vs CFO of -[22.61 Cr. Impact: Liquidity crunch if member margin outflows (CB48 Cr) continue.
(Severity: High) * Volume Sensitivity (Operational): Revenue dependent on power surplus and coal availability.
Impact: 7% revenue decline due to supply-side constraints. (Severity: Medium) * Cyber Security (Technology):
24/7 online trading platform vulnerability. Impact: Potential trade disruption. (Severity: Medium) * Associate
Governance (Governance): Remuneration breach at IGX. Impact: Regulatory penalties or oversight lapses.
(Severity: Medium)



5. Scorecard & verdict

Part a: scorecard

Dimension Key evidence One-line rationale
. . 99.9% market share in spot; Strong moat in price discovery but facing
Business quality 4 - ]
82% growth in TAM/LDC regulatory threats.
. . D/E 0.02x; CFO -[P3 Cr; FCF - Debt-free but operational cash flow turned
Financial health 3 ! . .
[B1 Cr negative due to margin outflows.
. . CFO < PAT; 24% PAT from Earnings supported by treasury and
Earnings quality 3 1 .
Other Income associates rather than core volumes.
Management & 3 . IGX remuneration breach; RPT Professionally managed but oversight gaps
governance > 15% at associate level emerged.
Capital allocation & 3 Buyback at [140; ROCE 50%; High returns but payouts currently funded
earnings visibility - LDC growth by depleting treasury.

Business positives (for this company this year) * [Volume Growth in New Segments]: Term-Ahead Market
(TAM) volumes grew 82% YoY driven by Longer Duration Contracts. * [Efficient Collections]: Trade
receivables fell 92% to [7 Cr, with 99.9% of dues being less than 6 months old. * [Associate Scaling]: Share of
profit from IGX surged 820% to [(13.25 Cr, proving the success of the gas exchange diversification. * [Fortress
Balance Sheet]: Remained virtually debt-free with a Debt/Equity of 0.02x and Interest Coverage of 163.59x. *
[Operational Efficiency]: Maintained a high OPM of 84% despite a 7% revenue decline by optimizing
employee costs.

Business negatives | concerns (for this company this year) * [Cash Flow Divergence]: CFO turned
negative ([22.61 Cr) against a PAT of [B05.88 Cr due to a [B48 Cr margin outflow. * [Regulatory Threat]: The
Ministry of Power's push for Market Coupling threatens IEX's core price discovery moat. * [Revenue
Contraction]: Core operational revenue declined 7% to [400.85 Cr due to high clearing prices and supply
constraints. * [Governance Oversight]: Auditor flagged a remuneration breach at associate IGX exceeding
statutory limits by [0.49 Cr. * [Unsustainable Payouts]: Dividends and buybacks ([187 Cr) were funded by
liquidating investments rather than operational cash.

Overall scorecard summary IEX maintains a dominant market position and a debt-free balance sheet, but
FY23 highlights a transition toward a more challenging environment. While business quality remains high due to
network effects, financial health and earnings quality have weakened as CFO turned negative and reliance on
non-core income increased. Governance requires closer monitoring following the remuneration breach at the
associate level. The business is currently on a stable but cautious trajectory, where the long-term thesis
depends on navigating regulatory changes and successfully scaling new segments like Gas and Carbon.



Part b: governance check matrix

# Check Status
1 Audit opinion clean? —
2 Promoter pledge = 0? —
3 KMP pay < 5% of PAT? —
4 RPT quantum < 5% of revenue? —
5 Board > 50% independent? —
6 At least 1 woman director? —
7 No statutory dues outstanding? —
8 No fraud reported? —
9 Audit trail enabled? —
10 Frequent Auditor change =

Final line: "Total: 8/10 — Governance Rating: 3"
Part c: investor verdict

Thesis: IEX is a high-moat digital monopoly transitioning from a spot-power exchange to a multi-asset energy
hub, currently facing regulatory headwinds.

Overall stance: Watch

Rationale: Negative CFO and the looming threat of Market Coupling offset the strong growth in long-duration
contracts and gas exchange profits. Re-evaluate when: CERC issues a final directive on Market Coupling or
CFO/PAT returns to > 1.0x. BULL CASE: Rejection of Market Coupling + 25% market share target realization
leads to 3x volume growth. BEAR CASE: Implementation of Market Coupling commaoditizes the platform, leading
to a permanent de-rating of the P/E multiple. Key monitorable: Member Margin Deposits: [136.63 Cr — Watch
for further outflows below 100 Cr.
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