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TER regulations: Balanced outcome with hope of a stable regime

The SEBI's final rules on the total expense ratio (TER) for mutual funds are more
balanced than the initial proposals. The removal of the 5-bps exit-load allowance
was widely expected and should largely be passed on. Importantly, the TER
reduction has been moderated to 10 bps (versus the 15 bps proposed earlier),
which should keep the earnings impact negligible. The cut in brokerage caps is
also less aggressive than initially outlined (6 bps versus 2 bps earlier). With
greater clarity on regulations and their financial implications, we expect a
positive sentiment for AMC and wealth-management stocks.

Revised TER structure

The new expense ratio structure framework is primarily aimed at enhancing
transparency and consistency in expense ratio calculations and disclosures. As a
principle, expense ratio limits, now called Base Expense Ratio (BER), shall exclude
all statutory levies. The key changes include: (1) the removal of additional expense
allowance. The additional 5 bps currently permitted to be charged to schemes has
now been removed; (2) revised base expense ratio limits. The base expense ratio
limits (see Exhibit 1) are revised so as to exclude all the statutory levies; and (3)
the rationalization of brokerage limits. Cash market brokerage cap has been
reduced to 6 bps (from 8.59 bps of the like-for-like number) and derivatives
brokerage cap has been reduced to 2 bps (from 3.89 bps of the like-for-like number).

Final guidelines are relatively more bhalanced

We see the final guidelines as more balanced compared to initial proposals. The
removal of the 5-bps allowance for exit load was expected to be part of the final
guidelines. On the other hand, the reduction in TER slabs by 10 bps (compared to
the 15 bps proposed in the consultation paper) is a positive and would provide some
flexibility, in addition to offsetting the impact of GST on distribution commissions.

A 5-bps cut on the equity regular TER of 1.8% implies a 3% hit to the value chain.
We expect AMCs to pass on 60-70% of the 5-bps impact (in line with TER sharing)
to distributors and possibly some with RTAs. The residual impact (Exhibit 2), along
with the possible benefit of the TER cut (10 bps) being lower than GST on
distribution commissions (Exhibit 3), is likely to be zero-to-mid single digits.

AMCs and wealth players in focus

We believe that markets will view the final guidelines favorably, as they bring clarity
and conclude the current regulatory cycle. Larger AMCs with strong performance
(such as HDFC and Nippon) stand to benefit. Diversified wealth managers (360
One, Nuvama) will also gain from milder brokerage cuts and their lower reliance on
MF distribution income. RTAs, however, may face pricing pressure if AMCs try to
mitigate yield compression.

Expect a more stable regulatory regime going forward

We continue to maintain the view that India’s MF regulations compare quite well
against other large countries on metrics such as (1) ban on entry/exit loads (one
of the few countries), (2) expense ratio caps (probably the only large country), (3)
concentration of top-10 players, (4) scale of non-bank promoted AMCs, along with
non-captive distribution, and (5) easy availability of cheaper direct share class. The
experience of the past decade also shows decent elasticity of market share with
fund performance.
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Impact of TER cuts on AMC earnings

Impact (% of core PBT)

1 bps 3 bps 5 bps
HDFC AMC 1.8 5.5 9.2
ABSL AMC 1.8 5.3 8.9
NAM 2.0 5.9 9.8
UTI AMC 2.5 7.5 12.5

Source: Bloomberg, Company data, Kotak Institutional Equities estimates

Prices in this report are based on the market close of
December 17, 2025
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Final TER rules imply ~10 bps cut to reflect the carve out of GST on distribution commissions

l Exhibit 1: History of expense ratio regulations, proposal and final guidelines
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Source: AMFI, Kotak Institutional Equities
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Around 9-12% impact on core PBT due to 5 bps exit load removal, if fully absorbed by AMCs

I Exhibit 2: Impact on core earnings due to removal of exit load

Revenue
(Rs mn)
HDFC AMC 10.3
ABSL AMC 4.6
NAM 6.6
UTI AMC 3.9

Core PBT
(Rs mn)
7.8
2.7
42
1.3

Source: Company, Kotak Institutional Equities

Equity AAUM

(Rs bn)
5,720
1,924
3,276
1,332

Impact (% of core PBT)

1 bps
1.8
1.8
2.0
2.5

3 bps

5.5
53
59
7.5

5 bps
9.2
8.9
9.8

12.5

Revised TER slabs comfortable absorb GST on distribution commissions

I Exhibit 3: Weighted average distribution commission (regular-direct TER) for equity/hybrid schemes (%)
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Distributors have seen stronger revenue growth compared to AMCs in recent years
I Exhibit 4: Indexed growth in revenues for distributors and AMCs, 2013-25
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Source: AMFI, Kotak Institutional Equities

AMCs are more consolidated than distributors
l Exhibit 5: Share of top 10 and top 5 players in revenues, March fiscal year-ends, 2013-25 (%)
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AMC valuations are close to mean levels

I Exhibit 6: 1Y forward PE multiples since listing (X)
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AMC valuations are close to mean levels
I Exhibit 7: 1Y forward PE multiples, 2018-25 (X)
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AMC valuations are close to mean levels
I Exhibit 8: 1Y forward PE multiples, 2022-25 (X)
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I Exhibit 9: Regulatory proposals impacting AMCs in SEBI act, 2025
New proposal Impact Categories affected
BER thresholds cut; TER = BER + Tightens fee headroom and Active equity, FoFs; smaller AUM slabs
brokerage + statutory/regulatory levies compresses margins across schemes; per scheme
(levies excluded from BER) effect varies by AUM slab and product
mix.
Removal of additional 5 bps allowance Eliminates a direct revenue cushion Active equity schemes with exit loads
for exit-load schemes where it was being used.
Brokerage caps reduced (cash: 6 bps; Lowers scheme trading costs, Passive and high-turnover strategies
derivatives: 2 bps, both exclusive of improving investor outcomes and TER
levies) competitiveness.
Operational easing (fewer trustee Recurring compliance and AllAMCs
meetings; no duplicate half-yearly communication opex relief; faster
portfolio disclosures; digital-first processes.
ads/disclosures)
Borrowing enabled for equity index Better cash management with Index funds/ETFs
funds/ETFs; intra-day borrowing potential tracking-error reduction.
clarified for redemption timing
Higher AUM slabs revised upward vs Moderates BER impact for scale Large AMCs and large schemes
consult draft (equity = Rs20 bn per schemes, tempering margin hit.
scheme)

Source: SEBI, Kotak Institutional equities
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“Each of the analysts named below hereby certifies that, with respect to each subject company and its securities for which the analyst is
responsible in this report, (1) all of the views expressed in this report accurately reflect his or her personal views about the subject companies
and securities, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or
views expressed in this report: Abhijeet Sakhare, Nikhil Suresh.”

This report has been updated since it was released in the India Daily of December 18, 2025.

Ratings and other definitions/identifiers
Definitions of ratings

BUY. We expect this stock to deliver more than 15% returns over the next 12 months.

ADD. We expect this stock to deliver 5-15% returns over the next 12 months.

REDUCE. We expect this stock to deliver -5-+5% returns over the next 12 months.

SELL. We expect this stock to deliver <-5% returns over the next 12 months.

Our Fair Value estimates are also on a 12-month horizon basis.

Our Ratings System does not take into account short-term volatility in stock prices related to movements in the market. Hence, a particular Rating may

not strictly be in accordance with the Rating System at all times.

Distribution of ratings/investment banking relationships
Kotak Institutional Equities Research coverage universe

20% |:| Percentage of companies covered by Kotak Institutional
° Equities, within the specified category.

60% -
|:| Percentage of companies within each category for which
50% Kotak Institutional Equities and or its affiliates has
provided investment banking services within the previous
12 months.

40%
* The above categories are defined as follows: Buy = We
expect this stock to deliver more than 15% returns over
the next 12 months; Add = We expect this stock to deliver
20.9% 22.6% 5-15% returns over the next 12 months; Reduce = We

20% expect this stock to deliver -5-+5% returns over the next
12 months; Sell = We expect this stock to deliver less than
-5% returns over the next 12 months. Our target prices
10% A 51% 7.1% are also on a 12-month horizon basis. These ratings are
2.7% 2.7% used illustratively to comply with applicable regulations. As
of 30/09/2025 Kotak Institutional Equities Investment

BUY ADD REDUCE SELL Research had investment ratings on 297 equity securities.

30% o 29.0% 27.6%

0%

Source: Kotak Institutional Equities

As of September 30, 2025

Coverage view

The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following
designations: Attractive, Neutral, Cautious.

Other ratings/identifiers

NR = Not Rated. The investment rating and fair value, if any, have been suspended temporarily. Such suspension is in compliance with applicable
regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or
strategic transaction involving this company and in certain other circumstances.

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.
NC = Not Covered. Kotak Securities does not cover this company.

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and fair value, if any, for this stock, because there is not a
sufficient fundamental basis for determining an investment rating or fair value. The previous investment rating and fair value, if any, are no longer in
effect for this stock and should not be relied upon.

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.

NM = Not Meaningful. The information is not meaningful and is therefore excluded.
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complaint at SEBI SCORES/Exchange portal at https://scores.sebi.gov.in. Kindly refer https://www.kotaksecurities.com/contact-us/ and for online dispute Resolution platform - Smart ODR

Our Investor Charter is your trusted companion, offering essential guidelines to navigate the investment landscape. Discover principles for informed decision-making, risk management, and ethical investing by visiting
https://www.kotaksecurities.com/disclaimer/investor-charter/
Please refer link for regulatory disclosure and terms and conditions as applicable to Research Analyst under SEBI norms. Disclosure of minimum mandatory terms and conditions to clients
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