lIFL Capital Services Ltd — May 2023 Quarterly Analysis

1. VERDICT & BUSINESS QUALITY SNAPSHOT

The punchline. Read this first — it frames everything below.

Result: Beat (QoQ) / Miss (YoY) One-line: Profitability recovered sharply (+30% QoQ) as a massive surge in
insurance distribution and institutional equities offset a slump in Investment Banking (IB), though regulatory

headwinds on float income and TER cuts now threaten the medium-term margin profile.

Dimension

Beat/Miss vs Guidance /
Prior Quarter

Earnings Quality

Guidance Confidence

Management Credibility

Business Quality Signal

Key Q&A Exchange

The Street's Primary
Anxiety

Capital Cycle Stage

Margin / Return Ratio
Trajectory

Pricing Power

FCF Conversion & Quality

Competitive Moat Signals

Balance Sheet Strength

Working Capital Efficiency

Mgmt Guidance Track
Record

Key Vulnerability / Red
Flag

Management Tone

This Quarter

Beat

Moderate

Neutral

Strong

Improving

Q2 - MTF Scope

Regulatory Hits

Consolidation

Stabilizing

Eroding

Distorted

Stable

Strong

Under Pressure

Reliable
Float Income
Loss

Cautiously
Optimistic

Signal | Evidence

PAT of [B2 Cris a 29.5% QoQ jump, surpassing the Q3
recovery.

Significant portion of growth driven by a "one-off" surge in Life
Insurance ahead of tax regulation changes.

5paisa deal timeline pushed to 8-9 months; clear targets on
60:40 non-transactional revenue mix.

Successfully navigated IB volatility; transparent about
competitive pressures in MTF and brokerage.

Transition to "Affluent" segment is yielding results; distribution
revenue now accounts for ~23% of total.

Mgmt identifies MTF as a massive growth lever (only 25k of
400k customers currently use it).

Concerns over "Upstreaming of Funds," "ASBA for Secondary,"
and "Mutual Fund TER cuts."

Exiting low-value retail trading via 5paisa to focus on HNI/
Affluent relationship-led growth.

ROE at 20% (FY23) is down from 29% (FY22), but quarterly
margins are trending upward.

Mgmt admits inability to pass 100% of interest hikes to HNI
clients due to hyper-competition.

Cash flows impacted by working capital requirements for margin
funding and exchange deposits.

Institutional franchise remains a Top-10 player; Retail moat is
pivoting to "Relationship/Phygital.”

Net Worth grew to [1,350 Cr; substantial hidden value in [670
Cr real estate portfolio.

Rising interest rates and new "Upstreaming" norms increasing
cost of collateral.

Consistent dividend payout (30%+) and steady execution of the
"Affluent" pivot.

Loss of float income from client funds could hit standalone
brokers harder than bank-backed peers.

Focused on internal efficiencies and cross-selling rather than
macro-dependent volumes.



Sentiment: [INeutraKey Takeaways (Positives & Negatives): * Positives: The pivot to an "Affluent/
Institutional” model is working; Institutional Equities grew to 40% of brokerage mix, and Distribution income
nearly doubled QoQ. Management is unlocking capital by selling non-core real estate (Ahmedabad deal in
advanced stages). * Negatives: Regulatory risk is the dominant theme. The potential loss of float income
(upstreaming) and the inclusion of brokerage in Mutual Fund TER could squeeze margins for both the retail and
institutional segments. * Street Concern: Analysts are skeptical about the sustainability of brokerage rates.
Management's response suggests that while a 20-year decline may finally be bottoming out due to rising
compliance/tech costs, immediate hikes are unlikely. * Watchpoint: Monitor the "Upstreaming of Funds" circular
from SEBI; any move to mandate ASBA for all secondary market trades would effectively kill the float income
thesis.

2. BUSINESS PERFORMANCE

2A. KEY METRICS

DATA SOURCE: PPT figures used as primary source. Concall used for Mgmt Commentary.

Current Qtr

Metric (Q4FY23) Mgmt Commentary

Driven by strong Institutional Equities and

Total Revenue [405.0 Cr 1 12.0% 1 16.7% 1 o
Distribution.
Brokerage . . . -
[181.0 Cr 1 15.3% 1 16.8% 1 Mix shift: 60% Retail / 40% Institutional.
Revenue

Distribution (FPD) Record quarter due to Life Insurance

[95.0 Cr 1 69.6% 1 75.9% )
Rev "product closure" sales.
Investment Muted primary market activity vs. bumper
. [B2.0 Cr 1 51.5% 1 23.8% !
Banking Q4FY22.
Recovering from H1 lows but dragged by
PBT [105.5 Cr 111.4% 1 24.0% 1 .
YoY cost spikes.
PAT [82.0 Cr 1 18.8% 1 29.5% 1 Margin expansion of ~200bps QoQ.
. Improved operating leverage on higher
EBITDA Margin % 33.0% (est) ! 1 i o
distribution.
FY23 full-year figure; reflects normalized
ROE (%) 20.0% 1 900 bps = ! )
environment.
MTF Book [600.0 Cr ! 1 1 Fell from [¥0O Cr peak; cost of funds up.
Assets Under ~[1.05 Tn in Demat; [0.20 Tn in other
[1,24,573 Cr 1 1 i
Custody products.
Admin & Other .
Exp [157.8 Cr 1 16.0% 1 15.9% 1 Higher sub-broker payouts and tech spends.
Interest Coverage 2ox . ) Finance costs up 11% YoY due to system-
(x) ' - wide hikes.

2B. SEGMENT BREAKDOWN



Segment

Revenue (O

Cr)

Margin

vs Company
Avg

Trend

Key Development

Institutional
Equities

Retail Broking

Distribution

Investment
Banking

~[¥2.4Cr 1

[05.0Cr

[B2.0 Cr

~[108.6 Cr =

High
Moderate
t 70% High
1 51% High

orders/deals.

Gained market share via large block

Focus shifting to DIY/Sub-broker

sourcing.

collection.

1 Above
= In line
1 Above
! Below

DRHPs pending.

3. MANAGEMENT OUTLOOK & EXECUTION TRACKER

Dimension

Category

Management Target / Claim

Required Run-Rate /
Mathematical Feasibility

Historical

Delivery

Driven by [280 Cr Life/GI premium

Pipeline remains strong with 7+

Guidance

Guidance

Guidance

Guidance

Strategy

Macro

Revenue Mix

5paisa Deal

Real Estate

Channel
Partners

MTF Growth

Regulatory
Hit

Flip Transaction:Non-
Transaction from 70:30 to
40:60.

Complete transfer of 1.5M
online retail accounts.

Sell 2 lakh sq ft of non-core
property.

Double franchise/partner count
from 7,000.

Deepen penetration among
existing 4 lakh customers.

Upstreaming of funds will
impact float income.

Needs ~[150 Cr/gtr non-
transactional rev (Currently [95
Cr).

Awaiting SEBI/NCLT; timeline:
8-9 months.

Ahmedabad deal (25k sq ft) in
advanced stages.

Implies adding 1,500-2,000
partners annually.

Only 6% penetration currently;
huge headroom.

Impact not yet quantified;
depends on final circular.

Improving.

Delayed.

Slow but
steady.

Delivered.

Under-
utilized.

New

headwind.

Medium

High

Low

Low

Low

High



4. ANALYST Q&A



Q#

Theme
Cluster

Relevance Analyst/
(1-5) Firm

Prayesh
Jain, Institutional
4.0 . .
Motilal Equities
Oswal
Prayesh .
. Margin
Jain, .
4.5 . Funding
Motilal
(MTF)
Oswal
Prayesh
Jain, Regulator
5.0 . . 9 y
Motilal Risk
Oswal

Category

Financials

Business
Overview

Financials

Underlying
Concern

Quantum of
Institutional
Equity (IE)
revenue
growth.

Status of the
MTF book
and
customer
penetration.

Impact of
upstreaming
client funds
to Clearing
Corps.

Management
Response &
Investment
Implication

Mgmt
confirmed IE
now accounts
for ~40% of
the (181 Cr
brokerage pie,
with IB falling
and IE
increasing
sequentially.
This implies
institutional
strength is
currently
compensating
for retail
volume
volatility.

The book has
moderated to
[600 Cr (from
(Y00 Cr) with
only 25,000 of
4,00,000
customers
currently
utilizing the
facility. This
highlights a
significant
under-
penetrated
revenue
stream that
could boost
interest
income as the
"Affluent"
pivot matures.

Mgmt

acknowledged

that while FDs
are currently
allowed
(mitigating
immediate
impact), the
loss of float
income is a
directional
certainty. This
is a structural

Evaded /
[\[o]
Addressed

Exact IE

revenue

number
(quantified 4.0
only as

60-40

split).

None 4.5

Quantum
of hit.

Credibility
(1-5)

Verdict

Directional
with
evidence

Specific,
quantified

Evasive
(circular
pending)



Q#

Relevance
(1-5)

4.0

5.0

4.5

Analyst /
Firm

Prayesh
Jain,
Motilal
Oswal

Prayesh
Jain,
Motilal
Oswal

Prayesh
Jain,

Theme

Categor
Cluster gory

Mutual Fund . .
Financials
TER
. Management
Pricing
Commentary
S Business
Consolidation .
Overview

Underlying
Concern

Impact of
potential TER
cuts on
distribution
commissions.

Forward
outlook on
retail
brokerage
rates.

Why
consolidation

Management
Response &
Investment
Implication

Evaded / S
Credibility .
Not Verdict

1-
Addressed (1-9)

threat to the
ROI of
standalone
brokers who
lack a bank
ecosystem to
retain float.

Mgmt
anticipates
AMCs will
pass on the
expected
25-35 bps cut
to distributors,
likely hitting
distribution
margins. This
forces the
company to
increase

None 35 Directional

volume/cross-
sell to
maintain the
current (95 Cr
quarterly
distribution
run-rate.

Mgmt believes
the 20-year
decline in
rates has
bottomed out
because rising
compliance
and tech costs
make "super

discount" . .
Directional

with
evidence

rates
unsustainable.
A stabilization
or slight hike
in rates in
10-15 months
is projected,
which would

None 4.0

be a massive
re-rating
trigger for the
sector.

Smaller
regional

Clear and
quantified

None 4.5



Management
Evaded /

Relevance Analyst/ Theme Underlying Response & Credibility

Q# . Category Not Verdict
(1-5) Firm Cluster Concern Investment (1-5)

L. Addressed
Implication

brokers are
surrendering
licenses to
become sub-
brokers/
partners
because they
cannot afford
the tech and
compliance
overhead. IIFL
expects to
benefit as it

isn't
Motilal happening
Oswal despite
higher costs.

absorbs these
"relationship-
based"
players into its
franchise
network (now
7,000
partners).

The deal is
8-9 months
away
(awaiting
SEBI) and
aims to
remove RM
overlap where
high-cost staff
was handling

Rationale
Prayesh . low-value -
. and timeline Specific
Jain, ) . customers. L
7 4.5 . 5paisa Deal Strategy for the retail . None 4.0 timeline
Motilal . This is the .
business given
Oswal core
transfer. )
"Business
Quality"
signal: lIFL is
shedding
"mass-
market"
baggage to
focus on high-
yield "Affluent”
clients.
Acquisition
Strategy for ~ has slowed
Kajal, . acquiring from 2 lakh to -
Customer Business 50k Specific,
8 35 Icicl Ac Overview new per None 45 uantified
Direct q "Affluent" quarter as q
customers. they stopped

spending on



Management

Evaded /
Relevance Analyst/ Theme Underlying Response & Credibility .
Q# . Category Not Verdict
(1-5) Firm Cluster Concern Investment (1-5)
L. Addressed
Implication
"online retail"
(CAC
reduction).

Focus is now
on customers
with [50 lakh+
net worth
sourced via
partners and
RMs, leading
to faster
breakeven per
customer.

Revenue was
boosted by a
"product
closure" event
for
guaranteed
return
products

Drivers
. ahead of the
Devvrat behind the
(b lakh tax

Mohta, Insurance . . massive Specific,
9 4.0 ) Financials ) rule change None 5.0 n
Capital Rev insurance ) quantified
on April 1st.
This suggests
the Q4

distribution

Intl revenue
spike.

revenue is
partially "front-
loaded" and
might see a
sequential dip
in Q1.

Mgmt is

targeting the

sale of 2 lakh

sq ft (out of

6.2 lakh), with

Ahmedabad

advanced,
Pranay Status of the Mumbai/ .
Jhaveri, Capex and [670 Cr real Gurgaon will S.pec.lflc

10 3.0 Real Estate . . None 4.0 timeline

JINJ Allocation estate be retained. .
Holdings portfolio sale.  Thisis a given

"Value

Unlock"

trigger that

could lead to

special

dividends or

buybacks.



PATTERN FLAGS & SENTIMENT * Regulatory Anxiety: Multiple analysts (Prayesh, Devvrat, Raaj) focused on
the SEBI circulars regarding float and TER. Management was defensive, noting they are awaiting final fine print
but admitting standalone brokers are most vulnerable. This will remain a live overhang until the final circulars are
implemented. * Strategic Pivot: Analysts were skeptical of the growth slowing in customer acquisition numbers.
Management confidently countered that "quality > quantity,” emphasizing that acquiring 50k HNI clients is more
profitable than 200k discount traders. This posture was consistent and supported by the surge in distribution
revenue.

Analyst Sentiment Verdict: Analysts are cautious but impressed by the distribution performance. The friction
centered on "float income" and "competitive pricing." Management's credibility on the strategic shift is high, but
the "regulatory risk" poses the greatest threat to the thesis in FY24.

5. WHAT CHANGED vs PRIOR QUARTER

What Changed Prior Quarter (Q3FY23) This Quarter (Q4FY23) Direction

PAT [63.3 Cr [82.0 Cr 1 29.5%
Distribution Revenue Not specifically broken out (est <[5 Cr) [95.0 Cr 1 75.9%
Institutional Mix Neutral Significant (40% of brokerage) 1

MTF Book ~[¥00 Cr (Peak) 600 Cr !

5paisa Timeline "In process" 8-9 Months away | (Delayed)
Acquisition Strategy Hybrid Purely Affluent/Partner-led 1 (Focus)

Real Estate Monetization Stagnant Ahmedabad sale advanced 1 (Value Unlock)
Regulatory Risk Emerging Imminent (ASBA/Upstreaming) | (Higher Risk)

Investor Notes: * Thesis Check: The thesis of "lIFL as a Wealth Manager in Broker's Clothing" is gaining
momentum. The distribution revenue of (85 Cr (23% of total) is the highest in history. *Earnings Quality: Note
that Q4 benefited from a regulatory-driven "Insurance Sale" rush. Subtracting this one-off might put "core" PAT
closer to [70-75 Cr. *The Float Trap: IIFL has ~[2,000-3,000 Cr of client float parked in FDs. If SEBI mandates
100% upstreaming with no FD benefit, PBT could take a 10-15% hit. * Watchpoint: Q1 FY24 results will be the
true test of "normalized" distribution revenue post the insurance tax changes.

STOP HERE.
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