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CU) Central Depository Scrwccs (India) Limited

Convenient * Dependable * Secure

Central Depository Services (Indla) lelted (CDSL) is one of |
| the two securities depositories operating in India and the only |
 listed Depository. The company offers dematerialization |
services for different types of securities. It received the |
certificate of commencement of business from the Securities |
| and Exchange Board of India (SEBI) in February 1999 and |
- | was initially promoted by the BSE Ltd, which thereafter
- | divested its stake to leading private and public sector banks. |
- It facilitates holding and transacting in securities in the | =
~ | electronic form and facilitates settlement of trades executed [
| on stock exchanges. These securities include equities,
| debentures, bonds, Exchange Traded Funds (ETFs), units of
mutual funds, units of Alternate Investment Funds (AIFs),
Certificates of deposit (CDs), commercial papers (CPs),
Government Securities (G-Secs), Treasury Bills (TBills), etc.
T BY: HIMANSHI KHOSLA
JUNIOR RESEARCH ANALYST
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Need for establishment of Depositories in India

. With growth in Indian capital
'~ market, it became difficult to
- handle the growing volume of
' paper. This caused problems like
~ delay in transfers, long settlement
~ period, high levels of failed trade Ever wondered

and bad deliveries, high risk what happened if

exposure etc. To remove these there were no

bottlenecks the Depositories Act depositories.

was legislated in August 1996.

Subsequently three years later in

1999, CDSL was established

following the implementation of

compulsory trading in

dematerialized securities for all

investors.
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g Evolution of Indian Broking Industry

To overcome the problem of paper based trading, online trading
system established. After the screen based trading system, now
mobile trading has also been introduced for the convenience of
investors and traders. CDSL was listed on June 30, 2017 on the
National Stock Exchange (NSE) through Initial Public Offer
(IPO) and thereafter became the first and the only depository to
get listed in Asia-Pacific region and second in the World

MOBILE
TRADING

OPEN OUTERY
SYSTEM
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' What does a Depository do? gkt
~ Depository is a type of institution that holds securities (Shares, B,
bonds, debentures etc.) in an electronic form (in financial
terms, it is known as dematerialized form or Demat Account). |
The work of a depository is similar to a bank. Just as a bank |
holds money on behalf of its depositors, a depository holds|
shares and other securities on behalf of its investors. However, |
unlike bank accounts, an investor cannot open his Demat| 3
account directly with the Depository; rather, he needs to gof
through an intermediary known as depository participants. E
Depository Participants (DPs): More popularly known asf
stockbrokers, DPs are an intermediary between the Depository g
and the investors. So an investor is a member or client of a|
Depository participant (when they open a Demat account), i
whereas a Depository participant is a member of a Depository.
Basically, brokers offer a platform for the transaction, but
securities are held by Depository in Demat form.
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.~ 1Annual issuer charges:- Every issuer (Listed securities) isf = =
- required to pay an annual fee to the depositor, which is decided
- by the market regulator, SEBI and remains the same for both"'

- depositories. Currently, it is levied at the rate of Rs. 11 per folio =

~ (ISIN position) subject to the Nominal Value of Securltles |

- admitted (Paid-up capital). '
- Transaction Charges:- As mentioned earlier, investors' holdmgs
_;:;;.-g",,;.-_:'_JJare kept by the Depository, but the transaction is carried through
- the broker/DP. For any transaction done by an investor, the
- broker has to pay a fixed amount to CDSL for the transaction |
. settlement. ’

= Online data charges:- The company is also engaged in KYC s
~|services through its subsidiary CDSL Ventures Ltd (CVL). CVL isf

- the largest KYC Registration Agency (KRA) in India, with 60% of
the market. The primary revenue in the segment includes one
time charges for KYC creation and additional charges for data
fetching
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IPO & corporate action charges:- The company also
facilitates crediting of securities for Initial public
offerings and other corporate actions, such as share splits
and consolidation, as well as payment of dividends. For
these services, CDSL charges a fixed amount to the issuer
company based on the number of folios.

Other segments:- Besides the above category, the company

also earns through account maintenance charges, E-voting
charges, ECAS charges and other operating revenues.

The major part of the revenue, around 34%, comes from
Annual issuer charges, which is a kind of stable revenue
stream. The transactional charges, which are the 2nd
biggest contributor, is quite cyclical in nature as the income
on this dependent on the transactional volume.
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™ CDSL Subsidiaries
o CDSL Ventures Limited (CVL) : CVL is registered with

s ; ’ s 7 rf X ; il .
ey i rlar i
WY S0 B ot g
3 r ot 7

Securities Exchange Board of India, UIDAlI and Goods
and Services Tax Network. It is the first KYC
registration agency registered with SEBI as a
Registrar and transfer agent to provide various
services to corporates. CVL is registered as GST
Suvidha Provider with GSTN.

CDSL Insurance Repository Limited (CIRL) : CIRL is
regulated by insurance Regulatory and Development
Authority of India and is in the business of enabling
policy holders to hold life policies, motor policies,
health policies and all other types of general (non-
life) policies. The subsidiaries has arrangements with
several life insurance companies, health insurance
companies and general insurance companies for
holding policies in electronic form. The arrangement
enables policy holders to hold, centrally manage the
e-insurance account and monitor insurance policies
with ease.
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o CDSL Commodity Repository Limited (CCRL) :
CCRL is regulated by the Warehousing
Development and Regulatory Authority(WDRA)
and is in the business of holding and
transacting in electronic negotiable warehouse
receipts (eNWR). The arrangement enables
farmers, Farmer Producer Organizations (FPOs),
etc. to hold commodities in eNWR form as
against holding it in the form of a physical
storage receipts. This also allows Banks/ Non-
Banking Financial Institutions (NBFs) to pledge,
depledge or invoke eNWRs and control the
eNWRs more effectively, cut down their risk of
funding against duplicate/fake warehouse
receipts and thereby realize their income at a
lesser risk due to clearer title on the eWNRs.
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Peer Comparison
CDSL vs. NSDL

. CDSL . NSDL
MARKET SHARE

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
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Reasons for increasing market share of
CDSL

CDSL has a centralized server model that requires no
upfront investment vs setting up on-premise servers to
connect to NSDL.

CDSL focuses on retail DPs, particularly discounted
brokers

Deposit requirement for CDSL is 50 lakhs, half of

NSDL's requirement of Rs 1 crore.

The minimum net requirement for starting a DP
account with CDSL is Rs. 2 crores vs Rs 3 crores for
NSDL. The cost of setting up a

DP account with CDSL is more attractive than that
with NSDL.

CDSL offers a tariff based on slab system vs Fixed rate
structure for NSDL.
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i ?‘ Competitive Advantages 'kf s
' ¢ Operates in a duopoly market:- Depository business in India
operates under a duopoly structure with 2 leading players |
NSDL and CDSL. CDSL enjoys a market-leading position |
with a 58% market share. Additionally, the business |
operates in a highly regulated environment with a strong
entry barrier coupled with decent growth prospects. |

o License Cost :- As per the regulations of SEBI, a company |
needs to have net worth of 100 crores to obtain a licenseto |
open depository. This acts as an entry barrier for a new |

company to enter the market. E e

= 0 Network effect:- Another great moat that discourages new

Gy players to enter the industry is the Network effect. The |

- | company has 589 registered DPs across India and 289.34 |

lakhs investor account as of Q3 2021. Due to the higher | =

switching charges, DPs prefer to stay with the Depository
for a long period, and this offers a stable revenue stream
for the depository company and makes it difficult for a new
entrant to compete with the existing players.
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% Diversified Revenue stream:- CDSL, along with its &,,
subsidiaries, offers a variety of services to several |
| financial players such as mutual fund houses, =
securities market, insurance companies. This helps '
the company earn from multiple sources and remain
- lessvulnerable to market cycles. s
0 Asset Light business model:- The company has an [ =
| asset-light business model with minimal fixed cost |
requirement. Due to this, CDSL enjoys a significant
degree of operating leverage and an excellent |
operating margin. Thus any rise in income will directly
expand the net profit and ROE.

2 v Exit Barriers :- Though SEBI has removed the
| regulation of entry barriers, any new depository is
allowed to be opened on fulfilling the necessary
requirements. But no new depository enter because of
exit barriers involved.

|
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Increasing Retail Participation

The active participation of retail investors was
demonstrated with the increase in the turnover of
shares traded in BSE rising from 5.21 lakh crores in
FY 2014 to 6.61 lakh crores in FY 2020 at CAGR of
4.05%, while trading on NSE increased from 28.08
lakh crores in FY 2014 to 89.99 lakh crores in FY

2020 at CAGR of 21.42%.

Moreover the share of client participation in capital
market at NSE has risen to 45% in year 2021 as
compared to 33% in 2016. This acts as a structual
growth in Indian capital markets.
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Why we like CDSL share

Steady growth & Room for growth: - The company's total
active BO (Beneficial Owner) accounts have grown at a
CAGR of 19% from 1.08 crore in FY 2015-16 to 2.12 crore
in FY 2019-20. Though the industry has grown
tremendously in the last few years, the Indian capital
market is still highly underpenetrated in terms of equity
participation, and there is significant room for growth.

Business execution:- Despite being a late entrant in the
depository market, CDSL has outgrown its competitor
NSDL with its unique business strategy. CDSL focuses on
retail DPs, particularly discounted brokers, and with its
relatively low fee structure and relaxed registration
requirements, it has become India's largest Depository in
terms of DP accounts.
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Risks involved

o Cyclical revenue streams:- Transactional charges and IPO =
charges which together contribute 29% to the revenue, are |
market-linked in nature. These income are dependent on
stock market performance, and the downfall in market level | 4
may bring volatility in the total revenue.

Regulatory hurdles:- The charges for some of the services
like annual issuer charges are controlled by SEBI, and thus

the company does not enjoy any pricing power on the same.
The e-KYC segment is also exposed to the risk of changes
in government policies.

Competition from NSDL:- CDSL needs to maintain its
current market share. It can even expand the market share
further. It can attract more depositary participants and
should keep an eye on the competitor i.e. NSDL.
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Share Holding Pattern

Promoter Pledging %
DATE PROMOTER %
[ Public: 4379% Dec 2021 20
B Dll: 27.04% Sep 2021 20
[} Promoters:20% Jun2021 20
W Fll:916% Mar 2021 20
Others: 0% Dec 2020 2

PARTICULARS DEC2020 % MAR 2021 % JUN2021 % SEP 2021 % DEC2021 %

Promoters 20,00 20.00 20,00 20.00 20.00

Bse Limited 2000 2000 2000 2000 2000
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CONSOLIDATED BALANCE SHEET AS AT MARCH 31, 2021

Particulars

_ASSETS

As at
31.03.2021

(Zin Lakh)
As at

U 20

Prorrerty. plantand equipment
__Capital workinprogress

. _Intangible assets

_d. _Intangible asset under development
. .Right-of-useassets .

. _Financial Assets

o E .D..efer.rgd taxassetsnet)
_Noncurrent taxassets

_Investments

_Loans
Dther ﬁnannal assets -

i Otherassets

2 Currentassets
A Flnanﬂal Assets

_Investments
,Cash and cash equivalents 1

Trade receivables

. Loans

vi. Otherfinancialassets 6 |

TotalAssets(1+42) |
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_Bankbalances otherthan (i) above 11 |

.. 208331
231

o ﬁﬁﬁﬁ1ffi5'"6'5'i"'1"8" o

546

33924
105893
TotalNon-CurrentAssets | 785751
1657959 |
184088
o 126082
80, 542.39
108,399.90 |

711425
28333
3739
2733771

1220

1,99054
99.62
92466

15815
37,957.85

3912097

260262

37173
4,998.15

11.03
47915
79075
48,374.40
86,332.25




...ECIU|TY AND LlABlLT"ES N S S
b OtherEqun 1B a6l 94946,,,
__Equity attributable to owners of the Company o smmam| 7239946
. Non-controlling Interests | 427834| 418173
_,Total Equlty 0200045 | 76,584.69
Otherﬁnanualllabllltles A 15363 11688
¢ Otherliabilies g
~d. Provisions e 10363
_,Tntal Non-Current Llabllltles S ARSRT L 59375
3 Currentllabllltles T e
Tutaluutstandlngduesofmlcruenterpnsesandsmallenterprlses 55 65 _
Total outstandmg dues of creditors other than micro enterprises 1,269.89 -~ 1,15055
o || “Otherfinancial liabilitess 14 1007020 446630
b valsmns 7L 1546981 162776
o Currenttax Ilablhtles e 0857 26191
Total Current Liabilities T 15,9];,5,&" - 9,1,5,3,.31, ,,
Total Eqmty and Llahllltles (1 +2+3] S 108,399.90 ¢ 86,332.25
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Balance sheet analysis

./'N

1YEAR

1 YEAR 3 YEAR 5 YEAR

25.56% 18.54% 17.4% 32.96% 23.81% 22.83%

Though the return ratios of the company are volatile in comparison
to the other NBFC, it appears to be quite high. The hefty cash and
investments in the books have weighed down the return ratios, but
due to regulatory requirements, CDSL is required to carry these
liquid assets.

The Company is almost debt free and has good cash reserves.
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CONSOLIDATED STATEMENT OF PROFIT AND LOSS
FORTHE YEAR ENDED MARCH 31, 2021

(% in Lakh)

Particulars Note RIEGEATETXLLILE For the year ended
31.03.2021 E

No.

__RevenueFrom Operations

Other Income

4 Expenses

__Employee be”EﬁtS E"PE"SE . . | . .
__ Depreciation and amort|sat|on E"PE"SE

Flnance Cost

|IT'Ip3II'ITIEﬂt |USS un ﬁnancnal assets Y I

Other expenses

i Total expenses

5 Profitbefore tax (3-4) ﬁﬁﬁ ﬁﬁﬁ ﬁﬁﬁ ﬁﬁﬁ ﬁﬁﬁﬁ ﬁﬁﬁﬁf.fﬁ[ﬁﬁﬁ.fﬁjfffﬁffﬁfﬁﬁﬁﬁffﬁfffﬁffffffff.ffjfﬁ [ A
__Taxexpense: &2 0  |

o Cu rrent tax

B I
~ Deferedtax

Tax expense
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3 Towlheome(s |

5691 58

4006329
o amxn|

230

1411095 :f:f o
25 952.34

5,325.61

31.03.2020

2251053
5914.58

28,4251

472934
1,173.24
294

7,069.07
1,056.09

:147su33:

270900
-62.70

32666
2,972.96




1 Prnflt for the year (5-6)
Attrlbutable to

Other compr!hel'lswe ||'|CDm!

00673
 OwnesoftheCompry | ums|
~ Non- contmlhng Interests

10678
1061553
56.29

| e Hemeasurements of the defined benefit plans;

i Income tax relatmg to items that wil not be reclassfed to

" pmﬁtur Iuss

 Totalothercomprehensivencome /(oss netoftan) i) |
_Total Comprehensive Incomefor the year (748 |

| Atlyibutable to
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T

_ OwesoftheCongary | A

~ Non-controlling Interests

10 Earnings per equity share (EPS}
Basic and Diluted EPS [’x‘]

e o
1000

| Weightedavragenumberofshares | 104500000

194
297

897

1062469
5610

1016
1000
104500000




Profit & Loss analysis

Compounded Sales Growth
10 Years:

5 Years:

3 Years:

TTM:

Compounded Profit Growth
10 Years:
5 Years:

3 Years:
TTM:

Stock Price CAGR
10 Years:

5 Years;

3 Years:

1 Year:

Return on Equity
10 Years:

5 Years:

3 Years:

Last Year:
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CDSL has been consistently growing both in terms of
revenue and profit. The revenue has grown at
a CAGR of 22% and 23% in the last 3 and 5 Years
period. The company requires low incremental
Capital expense and low Operating expense, thus the
bottom line grew at a higher rate on the back of

Increasing operating leverage.
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Cash Flow Statement

PARTICULARS

(T in Lakh)

SR GRS EL N For the year ended
31.03.2021 31.03.2020
A. CASH FL'DW FHDH DPEHATlHG M“UI'"ES

Pmﬁt haf-nmtax
Adjustments for

Depreciation and Amortisation expense

Gain on sale / disposal of Property, plant and equipment and Intangible [15.23]
assets (Net)

 ovadsion e vy o T v
mortosion o premm om o e
s e O
e R

B {3,521??] - [4,.1]"?.3?} l

Interest income recognisad on fixed deposit and bonds in profit or loss

Met gain arising on financial assets measured at FWVTPL

Impairment Inss on ﬁnanclal assets 967.88 74965

Operating :ash ﬂlﬂw h-ifn-ri wnrl:lng capltal r.hangﬁ 21,932.!9 10 503.30

Movements in wnrking :apltal
(741.28) (1,438.63)
{Increas«e:l f Decrea_f.e in Inans and nther ﬁnancnal assets (480.48) {142.53}

(1,362.69) (8.81)

{Increas«e} ! Dea‘ea:.e in trade recelvable:.

{Increas«e} f Den‘ea_f.e in nther a_r.sets
.....Incre I ;D ) SE} in tmde payames 35? 39
Incre.ase .r' tDecrease] in prmrls ns ‘ 434.31
:Decrease} f Im:rease in other ﬁnann;ual Ilablllties and :::;iher Ilabllurjes 41 2 5?

Ca:sh Gnnmtnd frnrn ‘operations 10,61 8.10

Dlrect taxes pald l[net nf refunds}

Net l‘.ash gnmratm:l fmm npmtlng Actlvltins

PEE AAR SECURITIES LTD.

{5 ?92 91 ]
19,256.41

t2,400 96}
3,21? 14




'CASH FI.'D‘H' FRDH IH'H'““NG AL_I'IV'I'I'IES

Purchase nf property, plant and equipment and capit.al ad\.rances

C. CASH FLOW FROM FINANCING ACTIVITIES

. Dlvidend ahd taxes paid thereon
Payment of lease rental |
Net cash used in ﬁnanclng actlvitles
Net Incnase in cash and cash oqulvalents (A+B+C)
Cash and cash equivalents at the beginning of the year
Cash and cash equivalents at tho end of the period
Cash and cash equivalents at the end of the year comprises |
i) Cashonhand |
ii) | Balances with banks

= In unpaid dlvidend account (Refer note 2 below)

- In current account (Earmarked against llablllty) (Refer note 2 below)

- In Current Accounts

(o19a1)

(34,791.33)

34,112.07

12,151.18

(13,325.11)

(5,617.36)

3,867.76

70250 |
 (1399) |
(4,716.45) |

3,817.05 |

371 73

4,1 88.78

34.26
538 09

361643

4,917.14

(5,039;35)
(1 4;42)
(5,053.77)
| (102.21)
| 473.94
371.73
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~  KEY RATIO ANALYSIS
- 0 Profitability ratios: Profit margin (PAT margin) of the
- company shows how well a company controls its cost. It is
one of the important indicators to show the financial
health of the company. Net profit of the company is
Rs 200 Cr and the compounded growth of profit in the
past 3 years is 25 %.

EPS growth: Investors should ensure the EPS figure is
growing faster than revenue numbers because it indicates
company management is increasing the efficiency with
which it runs the company. In Central Dep. Service , the
EPS is Rs. 19.17 which is growing at a good rate.

Return on capital employed: The Company has
a healthy ROE track record. The ROCE of CDSL is at 32 %
for the latest year.

o Return on Equity (ROE): The Company has a healthy ROE
track record. The ROE of CDSL is at 25 % for the latest
year.
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o P/E Ratio: Relative valuation metrics like the P/E
ratio can be used to see if the stock of Central Dep.
Service is worth at the current Ilevels at
Rs 1,498.80. The stock is trading at a current P/E
ratio of 61.4

o Debtor days Debtor days have improved from 35.03
to 25.21 days.

o Dividend payout Company has been maintaining a
healthy dividend payout of 42.69%

o Cash Conversion Cycle The company’s cash
conversion cycle has reduced from 44 days to 25
days which is a good sign.
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Conclusmn P,

0 The equity investment in India has a very low penetration of |
2-3%, whereas, in developed nations such as the USA, the |
ratio stands at 45%. With the growing financial literacy and |
the relative outperformance of Equity instruments over other |
asset classes, the share of equity investments as |
proportions to total household savings & investments is |
expected to rise. '

- 0 One more growth trigger for the company is the recent MCA |

~ guidelines which makes it compulsory for the unlisted |
companies to dematerialize their shares before any transfer |
or corporate action. Out of 80,000 unlisted companies, =
around 11,000 have been admitted for dematerialization till |
now. The company's duopoly business structure, repeat |
business in several offerings, and robust financials makes it ==
a no brainer stock. However, regulatory factors and f
competition from the equally strong player, NSDL, may create
a risk to the company's future growth.

Therefore we recommend to buy CDSL share now and hold for long term
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