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DOM'INANCE IN domestic equity
markets, profitability and plans
to diversify business add to charm

NSE’s Public Ofter
Likelyto See Good
Investor Demand
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ET Intelligence Group: The
National Stock Exchange (NSE)
is planning to file for an initial
publicoffering(IPO) in January
next year to give an exit to some
of the institutional holders.
Given its dominance in the do-
mesticequity market, profitabil-
ity record and efforts to diversi-
fy the business model, investor

*reversing exceptional items; Source: NSE

recently done away with thisre-
quirement.

NSE reported a healthy 9%
CAGR in profit before excep-
tional items during the last five
financial years. Adjusting for
this exception, return ratios
have stayed strong aver the last
fiveyears. In FY16, returnonav-
erage assets (RoAA) and return
on equity (RoE) stood at impres-
sive levels of 10.7% and 18.8%,
respectively. Although the total
debt to equity ratio has hovered
around 2 times since FY12, the
IPO proceeds are likely to bring




response to the forthcoming eq-
uity offering is likely to be good
although valuation premium
may depend on some of the
emerging concerns for the in-
dustry, including recently pro-
posed algo-trading guidelines
and impending implementation
of GAAR (General Anti
Avoidance Rules).

NSE has proved its foothold in

- the Indian exchange space by
fetchingmajority of equity trad-
ing on its platform. While it ac-
counts for 85% turnover in the
equity cash segment, itisanun-
disputed leader in the deriva-
tives division, driving the mar-
ket volumes. It is present in the
growing currency derivatives
segment with more than 30%
and 60% market share infutures
and options, respectively.
Although it offers trading on
interest rate futures and debt
market instruments, the activi-
ty there isrelatively muted, with
the total average daily turnover
(ADT)beingjustaboutaquarter
of that in the equity cash seg-
ment. Eight years after its intro-
duction, NSE has made a good
headway in the direct market
access, algorithmic tradingand
co-location services; more than
40% of trading currently takes
place through thesemodes.

Whilemajority of revenueand
earnings come through trading
and clearing services, index li-
censingand data feed collective-
ly contribute about 10% to the
~ topline. NSEpmvideaindexmd
related product services even to
other market participants
through subsidiary India Index
Services (IISL). Ithas a thriving
treasury book; in FY16 total in-
vestments was about Rs 5,100
crore and income from invest-
ments on average was 45% of
operating revenue in the last
threefiscals.

Given these streams of reve-
nue generations, NSE boasts
strong operating profit margin
of more than 50%, while net
profit margin stands around
40%.Inthelasttwoyears, aregu-
latory requirement that asked
for setting aside 25% of annual
profit to a settlement guarantee
fund (SGF). However, Sebi has
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itdown. Assuch, the currentra-
tio, that measures a company’s
ability to pay its short-term lia-
bilities, restsata healthy level of
1.9inFY16.

While its performance track
record proves why the IPO may
see a good reaction, the valua-
tion may depend on some of the.
emerging concerns for the in-
dustry as a whole. For instance,
recently proposed guidelineson
algo- trading by Sebi may im-
pact participation in Indian eq-
uity market due to suggestions
like speed bumps in order pro-
cessing and introduction of
minimum resting time for or-
ders. Even impending imple-
mentation of GAAR that makes
Mauritius residents also liable
to capital gains tax on certain
investments after April 1, 2017
could affect volumes.




