lIFL Capital Services Ltd — May 2025 Quarterly Analysis

1. VERDICT & BUSINESS QUALITY SNAPSHOT

Result: Miss (Operational) / Inline (Strategic) One-line: The business is entering a high-cost "J-curve" transition
as it pivots from transactional broking to asset-gathering wealth management, facing simultaneous regulatory
headwinds in its legacy F&O engine.
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Stable

Mixed

Regulatory/Opex

Cautious

Signal | Evidence

PAT of [127.3 Cr is a 35% QoQ drop, significantly below the Q3
run-rate.

PAT impact from [0 Cr ESOP charge and lack of property gains
Vs prior quarters.

Management's shift to "Asset Gathering" is clear, but near-term
cost/revenue mismatch is widening.

MD change and Income Tax search (Jan '25) create a slight
overhang, though corporate governance restructuring is a positive.

Core F&O volumes hit by SEBI norms; ADTO fell from ~[B lakh Cr
to ~[1.92 lakh Cr YoY.

Transition from transaction to annuity income will keep cost-to-
income ratios elevated in the short term.

Mgmt response: Broking is now a "tech-driven" acquisition tool for
the Wealth side.

Aggressively hiring RM talent (50 UHNIs, aiming for 120) and
deploying tech.

Q4 PAT margin collapsed to 22.2% from ~30% in Q3 due to
employee cost spike.

Retail brokerage revenue down 23% QoQ; industry-wide pressure
on F&O monetization.

High non-cash ESOP charges (90 Cr) vs. cash outflows for RM
hiring.

Research coverage (1,500+ stocks) and IB franchise (Hexaware
IPO mandate) remain strong.

Net worth grew to [2,510 Cr; leverage remains low. O

Digital account opening at 99%; distribution assets reached
81,300 Cr.

Delivered on wealth hiring but underestimated the velocity of retail
broking decline.

SEBI derivative tightening + High fixed employee costs creates a
pincer effect on margins.

MD signaled "unconstructive" view for next 1-2 quarters due to
volatility and headwinds.

Sentiment: [Neutral Key Takeaways (Positives & Negatives): * Positives: The pivot to Wealth Management
is accelerating with a 43% CAGR in distribution income (FY21-25) and assets reaching (31,300 Cr ([(B13 Bn).



Investment Banking pipeline remains robust with mandates like Hexaware ([8,750 Cr). Institutional research (43
analysts) continues to provide a "top of funnel” moat for HNI acquisition. * Negatives: Legacy retail brokerage is
under siege; revenue fell 23% QoQ as derivative norms throttled volumes. Employee costs rose 33% YoY to
[162.8 Cr (1,628 Mn), driven by a [90 Cr ESOP pool and new hires, leading to a significant PAT contraction.
The Jan '25 Income Tax search remains a "determinable impact" risk. * The Street's Concern: Analysts are
worried about the duration of the "cash burn" phase in the Wealth build-out. Management's response suggests
that the RM productivity cycle is 12+ months, implying margins will remain suppressed throughout FY26. *
Forward-looking Watchpoint: RM Productivity. With UHNI RM count expected to double from 50 to 120, the
speed at which these RMs convert their prior "books" into IIFL Distribution AUM is the only metric that matters for
the re-rating.

2. BUSINESS PERFORMANCE

2A. KEY METRICS DATA SOURCE: PPT figures used as primary source. Concall used for commentary and
unlisted metrics.

Current Qtr
Mgmt Commentary

(Q4FY25)

Impacted by fall in exchange volumes and

Total Income (CICr) [573.5 1 18.6% 111.3% ! .
muted primary market.

Revenue from Ops

(ocn (b37.1 1 21.8% 1 7.8% ! Broking and IB both saw sequential declines.
Hit by [162.8 Cr employee cost and lower
PAT (OCr) 127.3 1 29.4% 1 35.3% ! )
brokerage income.
Distribution Assets Growth driven by focus on annuity products
81,300 1 20.8% 1 2.6% 1
(&Cr) (MF/AIF/PMS).
Mutual Fund AUM (O . .
cn (14,300 1 32.4% 1 0.8% - Market volatility offset new inflows.
Retail Brokerage ([ SEBI tightening on derivative expiry hit F&O
117.0 139.7% 122.3% !
Cr) volumes.
Insti. Broking & IB Muted primary market impacted fee
97.0 1 54.9% 1 56.4% ! .
(OCr) recognition.
Distribution Income Boosted by one-time unlisted share (NSE)
[190.0 1 62.4% 1 77.4% 1 )
(OCr) transactions.
Employee Cost ([ Inclusion of (B0 Cr ESOPs and 150+ new
[162.8 1 33.0% 1 9.3% ! .
Cr) hires.
Net Worth (CICr) [2,510.0 1 40.2% 1 5.4% ) Strong internal accruals for the full year.
Full year FY25 at 33%; Q4 annualized
ROE (%) 33% - i ! .
significantly lower.
F&O volumes fell to [1.90 lakh Cr vs [2.96
ADTO (Total) (ICr) [1,92,871 1 35.7% 130.7% !

lakh Cr YoY.

2B. SEGMENT BREAKDOWN



Revenue (O

Segment cn Key Development

Transitioning to an acquisition funnel for

Retail Broking  [117.0 -40% Average | Below
Wealth.
Fin. ) Yields at 0.75-0.9% on core MF/PMS/AIF
. [190.0 +62% High 1 Leader
Distribution assets.
I ) . Hexaware & Sudarshan Chem mandates
Institutional/IB  [97.0 -55% High ! Volatile o
highlight IB strength.
Interest . . . .
I 97.0 -8% N/A ! Average Margin funding book declined marginally.
ncome

3. MANAGEMENT OUTLOOK & EXECUTION TRACKER

Management Target / Required Run-Rate / Math Historical

Dimension Category

Claim Feasibility Delivery

Target 100-120 UHNI RMs Needs 6 new senior hires/month;
in one year (from 50). feasible given ASK Group exits.

Guidance UHNI Wealth Delivered Low

Needs [¥5 Cr monthly net inflow;
Double AMC AUM from

Guidance Asset Mgmt . high but possible with new fund First entry Medium
[B00-900 Cr in one year.

manager.
Broking Move from "Transaction" to Implies higher SIP/AIF cross-sell to .
Strategy . . In-Progress Medium
Pivot "Asset Gathering." offset F&O revenue loss.
Name Rebrand to IIFL Capital Completed Mar '25; signal of focus .
Strategy ) . Delivered Low
Change Services. on non-broking fees.
Separation of MD and Rekha Warriar appointed .
Strategy Governance . ) . Delivered Low
Chairperson roles. Chairperson; MD roles clarified.
1-2 quarters of Implies Q1/Q2 FY26 P&L ma
Macro Market View g ) . P . QR v New Signal Medium
"unconstructive" volatility. remain soft.

o . . Declared [B/share; 13% payout ratio .
Balance Dividend Maintain payout ratio. . Missed O
for FY25 vs 18% in FY24.



4. ANALYST Q&A



Analyst /

Rel. i
Firm

Nidhesh,
Investec

Nidhesh,
Investec

Pavan
4.5 Kumar,
Indiv.

Prayesh
4.0 Jain,
Motilal

Theme

Categor
Cluster gory

Market . .
Financials

Share

Strategy Management

Yields Financials

Wealth Business

Hires Overview

Underlying
Concern

Trend in
retail ADTO
market
share.

Impact of
Wealth pivot
on
profitability/
cost-to-
income.

Spike in
distribution
income
despite lower
AUM growth.

RM count
and Ultra-
HNI strategy.

Management
Response &
Investment
Implication

\\[o] ¢

Addressed

Cash market
share is stable
at ~2.6%, while
F&O is ~0.96%
with consistent
trends across
3-4 quarters.
Stable market
share in a
falling volume
environment

None

confirms no
major
competitive
churn.

Management
admitted the
transition will
spike
manpower
costs in the
short term for
long-term
"annuity" gains.
Confirms near-
term margin
compression as
RM hiring leads
revenue
recognition.

Exact C/I
guidance

Revenue was
boosted by
transactional
income from
unlisted shares
(NSE), while
core blended
yields on MF/
PMS are
0.75-0.9%.
Investors
should strip out
one-offs to
value the core
recurring fee
engine.

One-off
guantum

Currently have
450 affluent
RMs and 50
UHNI RMs, with
plans to double

None

Evaded /

Verdict

Clear and
4.0 »

quantified
a5 Directional/

' Hedged

Vague but
3.0

useful

Specific
5.0 -p .

timeline



Q# Rel.

5 3.5
6 4.0
7 4.5

Analyst /

Firm

Prayesh
Jain,
Motilal

Kshitij
Taraf,
Tusk

Pranay,
J&J

Theme
Cluster

IB Strategy

AMC Plans

Investments

Category

Business
Overview

Capex/Alloc

Governance

Underlying
Concern

Dependence
on 360 One
(formerly IIFL
Wealth) for
IB deals.

Plans for the
AMC/
FinTech fund
scale.

Investment in
Avanti Feeds
by
subsidiaries.

Management
Response &
Investment
Implication

\\[o] ¢

Addressed

the UHNI count
to 120 in one
year. High fixed
cost additions
will create an
operating
leverage "lag" in
FY26.

Management
claims IB deals
are won on
research and
distribution
strength, not
just legacy
group
relationships.
Suggests the IB
franchise is now
fully
independent
and self-
sustaining.

None

Current AMC
assets of
[B00-900 Cr are
expected to
double in 12
months, with no
plans to enter
Mutual Funds
(Retail) yet.
Focus remains
on high-margin
AIF/PMS for
HNIs.

None

Management
denied holding
any stake,
stating it was for
"selling
purposes" and
is already off
the books.
Resolves
potential
concerns
regarding non-
core capital
misallocation.

None

Evaded /

Cred
(a- Verdict
5)

3.0 Consistent

Specific
4.0

target

Specific
5.0 P .

denial



PATTERN FLAGS & SENTIMENT Analyst questioning focused heavily on the Wealth Transition Payout. There
is a clear anxiety regarding the "double whammy" of rising employee costs (RM hiring + [0 Cr ESOPs) and
falling transactional brokerage revenue. Management's posture was transparent about the short-term pain,
framing the employee expense not as a cost, but as "capital expenditure” for a future annuity business. The pivot
is being led by external hires from ASK Group, which analysts viewed with cautious optimism but tempered by
the high "burn" evident in Q4.

Analyst Sentiment Verdict: Skeptical on near-term margins, but constructive on the long-term pivot. Friction
points included the sharp drop in F&O revenue and the lack of clarity on the Income Tax search outcome.
Credibility was bolstered by the explicit denial of non-core investments (Avanti Feeds) and the appointment of an
independent Chairperson, but the 35% QoQ PAT drop remains a significant near-term overhang.

GUIDANCE GAPS REVEALED IN Q&A | Topic | What Mgmt Claimed (Q3 FY25) | What Q&A Revealed | Gap /
Walk-back | Risk to Thesis | | :---| :--- | :--- | :--- | :--- | | Admin Costs | "Aggressive reduction... slashed by [48
Cr." | Admin costs rose to [BO Cr (from [71 Cr in Q3). | Cost rationalization was temporary; marketing/tech spend
is returning. | Low | | IB Revenue | "14 deals closed... blockbuster Q4 expected.” | IB/Insti revenue down 56%
QoQ. | Primary market muted; "milestone" recognition is lumpier than anticipated. | Medium | | Dividend |
Implied steady payout. | FY25 DPS [B (Payout 13%) vs FY24 DPS [B (Payout 18%). | Payout ratio fell despite
39% PAT growth. | Low |

5. WHAT CHANGED vs PRIOR QUARTER

What Changed Prior Quarter (Q3 FY25) This Quarter (Q4 FY25) Direction
Leadership Nemkumar (MD) R. Venkataraman (MD); Nemkumar (CGO) ~ (Restructuring)
Governance Combined MD/Chair Separate MD & Independent Chairperson 1 (Improving)
Employee Cost [148.9 Cr [162.8 Cr (incl. (30 Cr ESOP pool) | (Margin Pressure)
Brokerage Revenue [150.5 Cr (Retall) (117.0 Cr | (Regulatory Hit)
Distribution Mix Organic Growth Boosted by one-time NSE share fees o~ (Quality Dilution)
UHNI RM Team Foundation phase 50 RMs active; target 120 t (Aggressive Build)
Legal/Regulatory Normal operations Post-Income Tax search "wait and watch" I (New Risk)

STOP HERE.
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