
IIFL Capital Services Ltd — Oct 2023 Quarterly Analysis

1. VERDICT & BUSINESS QUALITY SNAPSHOT

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

Result: Strong Beat One-line: Massive outperformance in institutional brokerage and a significant mark-to-

market gain on BSE shares drove a record quarter, though core retail brokerage remains in a strategic "waiting

room" for the 5paisa demerger.

Dimension This Quarter Signal / Evidence Sentiment

Beat/Miss vs Guidance /

Prior Quarter
Strong Beat

PAT of ₹107.4 Cr surged 42% QoQ, far exceeding the ₹75.4 Cr

in Q1.
🟢

Earnings Quality Moderate
Significant portion of profit growth (₹27 Cr) came from non-core

BSE share MTM gains.
🟡

Guidance Confidence Neutral
Management remains vague on the 5paisa NOC timeline but

firm on the "Affluent" pivot.
🟡

Management Credibility Strong
Successfully scaling Institutional Equities (#1 in IPOs) despite

retail regulatory overhangs.
🟢

Business Quality Signal Improving
Structural shift towards fee-based Distribution and Institutional

revenue is reducing retail cyclicality.
🟢

Key Q&A Exchange
Q4 Derivative

Growth

Management admitted surprise at the "Gamification of India"

and the endless rise of option volumes.
🟡

The Street's Primary

Anxiety
Regulatory Risk

Concerns over SEBI intervention in retail options trading and the

stalled 5paisa demerger NOC.
🔴

Capital Cycle Stage Consolidation
Preserving cash to fund higher margin requirements; pausing

buybacks/real estate firesales.
🟡

Margin / Return Ratio

Trajectory
Improving

Annualized ROE reached 24% for H1FY24 vs 20% in FY23;

PBT margins expanded to 26.1%.
🟢

Pricing Power Eroding (Retail)
Management noted a "race to the bottom" in option brokerage,

necessitating the affluent pivot.
🔴

FCF Conversion & Quality Distorted
Cash being locked in exchange margins/MTF; CFO data absent

in quarterly PPT.
🟡

Competitive Moat Signals Stable
Deep research coverage (270+ stocks) keeps the Institutional

moat wide.
🟢

Balance Sheet Strength Adequate
Leverage increasing to support MTF book growth (₹895 Cr);

debt is working capital-linked.
🟡

Working Capital Efficiency Deteriorating
Finance costs jumped 44% QoQ due to tighter SEBI regulations

on upstreaming funds.
🔴

Mgmt Guidance Track

Record
Reliable

Delivered on the promise of scaling the IB pipeline; 17

transactions closed in Q2.
🟢

Key Vulnerability / Red

Flag
Cost Explosion

Admin & Other expenses (₹221 Cr) now consume 41% of total

income, driven by tech and sub-broker payouts.
🔴

Management Tone Confident
Optimistic on the "India Story" and Investment Banking pipeline;

defensive on retail churn.
🟢



Sentiment: 🟢 Positive

Key Takeaways: * Positives: The business has successfully transitioned to a "multi-engine" model. Institutional

Broking saw massive traction, and the Investment Banking arm completed 17 transactions (including Brookfield

REIT and Union Bank QIP), reinforcing its #1 rank in ECM. Distribution income (FPD) remained stable at ₹85 Cr

despite a seasonal dip in insurance, proving the stickiness of AIF/PMS products. * Negatives: Operating

leverage is being masked by rising costs. Administrative expenses grew 22% QoQ and 78% YoY, primarily due

to higher sub-brokerage payouts and technology investments. Finance costs are also ballooning (+44% QoQ) as

the company is forced to borrow to meet exchange margins following new SEBI upstreaming norms. * Street

Concern: Analysts are highly focused on the sustainability of derivative volumes and the potential for a

"regulator-led" slowdown. Management’s response—that they are shifting focus to "affluent financial planning"

rather than chasing low-margin option market share—is the correct strategic move but will take time to offset

potential retail revenue hits. * Forward Watchpoint: Monitor the 5paisa NOC receipt. Until the retail demerger is

complete, the "Affluent" strategy remains diluted by the high-cost legacy retail infrastructure.

2. BUSINESS PERFORMANCE

2A. KEY METRICS

DATA SOURCE: PPT figures used as primary source. Concall used for Mgmt Commentary and MTF/Market

Share data.



Metric
Current

Qtr

YoY

Change

QoQ

Change
Trend Mgmt Commentary

Total Income (₹ Cr) 533.7 ↑ 65% ↑ 30% ↑
Driven by 66% jump in brokerage and ₹27 Cr

MTM gain.

PAT (₹ Cr) 107.4 ↑ 94% ↑ 42% ↑
Record quarter; includes one-off BSE gain of ₹27

Cr.

Brokerage Income (₹

Cr)
271.1 ↑ 66% ↑ 53% ↑ Massive surge in Institutional; retail plateauing.

IB Fee Income (₹ Cr) 38.0 ↑ 52% ↓ 31% ↓
Seasonal dip vs Q1 peak but strong deal pipeline

(17 deals).

Distribution (₹ Cr) 85.0 ↑ 57% → 0% →
Strong AIF/PMS sales offset muted life

insurance.

Employee Cost (₹ Cr) 126.7 ↑ 43% ↑ 41% ↓ Driven by bonus provisions for IB and Insti units.

Admin/Other Exp (₹

Cr)
221.0 ↑ 78% ↑ 22% ↓

High sub-brokerage pass-through and tech

spend.

Finance Cost (₹ Cr) 39.0 (est) ↑ 58% ↑ 44% ↓
Borrowing to fund MTF and tighter exchange

margins.

PBT Margin % 26.1% ↑ 380 bps ↑ 120 bps ↑ Improved mix; Institutional leverage playing out.

ROE (Annualized) % 24.0% ↑ 400 bps ↑ 200 bps ↑
Target mid-20s being achieved ahead of

demerger.

AUM/Custody (₹ Cr) 169,822 Not in doc ↑ 15% ↑ Massive inflows into institutional custody.

ADTO (Total) (₹ Cr) 249,979 Not in doc ↑ 8.3% ↑
Cash ADTO up 47% QoQ; Derivatives up 8%

QoQ.

MTF Book (₹ Cr) 895.0 Not in doc Not in doc →
Funded 50:50 between own funds and bank

borrowings.

Cash Market Share

%
~3.0% Not in doc Not in doc →

Consistent performance in high-yield cash

segment.

2B. SEGMENT BREAKDOWN

Segment
Revenue (₹

Cr)

YoY

Growth
Margin Trend

vs

Avg
Key Development

Broking (Insti/

Retail)
271.1 ↑ 66% Moderate ↑ Below

Institutional gains offset retail margin

pressure.

Investment

Banking
38.0 ↑ 52% High ↓ Above

Completed 17 transactions; pipeline

remains lumpy.

Distribution (FPD) 85.0 ↑ 57% High → Above
Shift toward AIF/PMS wrappers and health

insurance.

Other Income 27.0 ↑ 293% 100% ↑ Above
Mark-to-market gains on BSE

shareholding.



3. MANAGEMENT OUTLOOK & EXECUTION TRACKER

Dimension Category
Management Target /

Claim
Required Run-Rate Historical Delivery

Risk

Flag

Guidance
5paisa

Transfer

Pending regulatory NOC

from SEBI/Exchanges.

Scheme typically takes 6

months post-NOC.

Delayed; status

unchanged from Q1.
High

Guidance
Affluent

Strategy

Pivot to customers with

AUM ₹10 Lakh+.

Requires RM hiring;

employee costs already

up 41%.

Early stages; acquisition

pace has slowed (50k/

qtr).

Medium

Strategy
Tech

Investment

Continued spend on Algo-

trading platforms.

Must show market share

gains in HVT segment.

New focus; traction noted

in Sensex options.
Medium

Strategy
Asset

Monetization

Sell real estate when

"good price" is achieved.

Needs ₹100 Cr+

realization to impact

debt.

Delivered one sale in

Ahmedabad this quarter.
Medium

Macro
Derivative

Growth

Unclear if volumes are

sustainable (Regulator

risk).

N/A
Exceeded internal

expectations for 3 years.
High

Balance
Capital

Allocation

Payout via dividends; no

immediate buyback plan.

Maintain 30-35%

dividend payout ratio.

Consistent dividend

payer; Buyback avoided.
Low



4. ANALYST Q&A



Q# Rel.
Analyst /

Firm
Theme Category

Underlying

Concern

Management

Response &

Investment

Implication

Evaded Cred. Verdict

1 4.5
Narendra /

RoboCap
Volumes Business

"What do you

think, how

much of it

[ADTO] is

sustainable

and what is

your outlook?"

Management

admitted the

growth in Algo

and Option

platforms is

difficult to

predict but

highlighted their

new

investments in

Algo platforms.

Investment

implication:

Revenue is

increasingly

tied to volatile

HVT (High

Volume Trader)

segments,

making

earnings

unpredictable

quarter-to-

quarter.

Specific

numbers
3.0

Directional

only

2 4.0
Narendra /

RoboCap

Invst.

Bank
Business

"What kind of

pipeline are

you seeing in

the investment

banking

business?"

Management

expressed high

optimism citing

India's "sweet

spot" and

CAPEX cycle,

noting that mid-

cap ECM

remains their

strength.

Investment

implication: Fee

income will

remain lumpy

but provides a

high-margin

cushion to

brokerage

volatility.

Numerical

target
4.0

Specific

on deals

3 3.5
Narendra /

RoboCap

BSE

Options
Business

"BSE has

launched its

option

derivatives...

are you seeing

any kind of

traction?"

Management

confirmed they

are benefiting

from Sensex

options and

seeing

humongous

growth there.

Investment

None 5.0
Quantified

in ppt



Q# Rel.
Analyst /

Firm
Theme Category

Underlying

Concern

Management

Response &

Investment

Implication

Evaded Cred. Verdict

implication:

Revenue

diversification

across

exchanges

reduces NSE-

concentration

risk.

4 5.0

Prayesh

Jain /

MOFSL

Reg. Risk Outlook

"Whether the

regulator will

intervene and

kind of restrict

retail activity

participation?"

Management

noted they

have been

"proven wrong"

every time they

predicted a

peak in

volumes but

acknowledged

regulators may

curb "unhealthy

practices."

Investment

implication:

Regulatory

intervention in

the F&O

segment

remains the

single largest

tail-risk for the

brokerage

valuation.

Likelihood of

risk
3.0

Cautious

tone

5 4.0

Prayesh

Jain /

MOFSL

Strategy Business

"What are the

channels that

these

acquisitions of

clients

[Affluent] and

how do we see

this further

scaling?"

Management

clarified that the

pace of

acquisition has

intentionally

slowed (50k vs

higher prior) to

focus on RM-

led affluent

quality.

Investment

implication:

Short-term

active client

counts will

drop, but AUM/

revenue per

client should

rise if execution

succeeds.

Client

demographics
3.5

Strategy

shift



Q# Rel.
Analyst /

Firm
Theme Category

Underlying

Concern

Management

Response &

Investment

Implication

Evaded Cred. Verdict

6 4.5

Prayesh

Jain /

MOFSL

Demerger Strategy

"Discount

broking will be

in the 5paisa

and the main

business... in

the IIFL

securities?"

Management

confirmed a

clear divide:

DIY/No-touch

customers go

to 5paisa,

assisted/

affluent

customers stay

at IIFL.

Investment

implication: IIFL

Securities will

eventually

become a

"pure-play"

Wealth/IB firm

once the retail

overhang is

removed.

NOC Timeline 4.0 Clear split

7 3.0

Prayesh

Jain /

MOFSL

MCX Business

"Are we facing

any challenges

or some form

of transition

[software]?"

Management

admitted to

"teething

problems" but

characterized

the MCX

software

transition as a

non-issue now.

Investment

implication:

Operational risk

from the

software switch

has been

neutralized.

Nature of

problems
4.0 Resolved

8 3.5
Sumit

Jankar

MTF

Funding
Financials

"How much

percentage of

MTF is

outsourced?"

Management

explained the

book is 50%

own funds and

50% borrowed,

as per

regulatory

limits.

Investment

implication: The

MTF book

(₹895 Cr) is a

key lever for

interest income

but increases

sensitivity to

None 5.0
Clear

disclosure



Q# Rel.
Analyst /

Firm
Theme Category

Underlying

Concern

Management

Response &

Investment

Implication

Evaded Cred. Verdict

borrowing

costs.

9 4.0
Pranay /

JNJ
Buyback Allocation

"Is there any

thought

process of

doing a

buyback...

rewarding the

shareholders?"

Management

stated they are

preserving cash

for margin

requirements

and the Board

will decide at

an "opportune

time."

Investment

implication:

Cash

conservation is

prioritized over

immediate

capital return

due to

regulatory

tightening.

Threshold for

buyback
3.0 Defensive

PATTERN FLAGS & SENTIMENT Analyst anxiety is primarily focused on Derivative Sustainability and

Regulatory Overhang. Multiple questions prodded for management’s view on whether the "options frenzy" has

peaked and how regulators might react. Management’s posture was a mix of surprise at the volume growth and

a defensive pivot towards the "Affluent" segment to hedge against a potential retail crackdown.

Analyst Sentiment Verdict: Analysts remain skeptical but impressed. While the operational beat (PAT +42%

QoQ) is undeniable, the skepticism stems from the high reliance on derivative volumes and the "stuck" 5paisa

demerger. Management’s credibility in Investment Banking is at an all-time high, but the lack of a clear timeline

on regulatory NOCs for the retail exit remains a persistent valuation cap.

GUIDANCE GAPS REVEALED IN Q&A | Topic | What Mgmt Claimed (Prior Q) | What Q&A Revealed | Gap /

Walk-back | Risk to Thesis | | :--- | :--- | :--- | :--- | :--- | | Customer Acquisition | High growth potential | "Pace of

acquisition has slowed" | Pivot from quantity to quality. | Slower active user growth. | | Real Estate | Plan to exit

non-core assets | "Not distressed sellers... waiting for good deals" | Asset monetization is stalled/slow. | Capital

locked in non-core B/S. | | Capital Return | Focus on dividends/buybacks | "Company might like to retain cash" |

Buyback is now lower priority vs margins. | Lower near-term yield. |



5. WHAT CHANGED vs PRIOR QUARTER

What Changed Prior Quarter This Quarter Direction

Profitability PAT: ₹75.4 Cr PAT: ₹107.4 Cr ↑ Improving

Earnings Mix Core Fee Income driven Heavy contribution from BSE MTM (₹27 Cr) ↓ Low Quality Gain

Cost Pressure Admin Exp: ₹181.1 Cr Admin Exp: ₹221.0 Cr ↓ Deteriorating

Institutional ADTO ₹1.65k Cr (Cash) ₹2.44k Cr (Cash) ↑ Strong Growth

Finance Costs ₹26.2 Cr (Q1) ~₹39 Cr (Q2) ↓ Rising Opex

Strategic Focus Demerger pending Demerger pending + Tech spend in Algos → Stalled/Evolving

Real Estate Stagnant One property sold in Ahmedabad ↑ Small Progress

ROE Trajectory 22% (Annualized) 24% (Annualized) ↑ Improving

STOP HERE.
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