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BSE is Asia’s first and one of the most recognisable brand names
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of listed companies and tenth largest exchange by market
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:
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:
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in India, which enables it to attract companies to its listing platforms
and retail investors along with other market participants. As of
October 2016, BSE was the world's largest exchange by number

Diversified revenue stream
AT A GLANCE

BSE has diversified sources of revenues with securities services
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:1178.35/726.00

(includes transaction income from equity, equity derivatives and
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4591

other derivatives but excludes CDSL revenues now), services to

Major Shareholders

corporates, data dissemination and income from investments and

Promoters (%)

:NA

Others (%)

:100.00%

deposits constituting 44.4%, 20.8%, 3.3% and 31.5% of operating
revenues respectively
Outlook & Valuation

Background: BSE Ltd (BSE) owns and operates the BSE We Initiate coverage of BSE Ltd with a BUY rating. Given the strong brand,

exchange platform (formerly, the Bombay Stock
Exchange), the first stock exchange in Asia, which was
formed on July 9, 1875. At the end of October 2016, the
BSE was the world's largest exchange by number of listed
companies, and India's largest and the world's 10th largest
exchange by market capitalization, with US$ 1.7 trillion
in total market capitalization of listed companies. It
regulates listed issuers and provides a market for listing
and trading in various types of securities as may be
allowed by SEBI from time to time.

diversified product portfolio, Stable market share and entry into international
exchange are key positives for the stock. At the CMP of INR 862, the stock trades
at 27.86x EPS of FY19. Key Risks to our recommendation include any steep
increase in competition and steep decrease in stock markets which might
adversely impact the company.

Investment Arguments
BSE Ltd (BSE) owns and operates the BSE exchange platform (formerly, the
Bombay Stock Exchange), the first stock exchange in Asia, which was formed on July 9, 1875. At
the end of October 2016, the BSE was the world's largest exchange by number of listed
companies, and India's largest and the world's 10th largest exchange by market capitalization,
with US$ 1.7 trillion in total market capitalization of listed companies. It regulates listed issuers
and provides a market for listing and trading in various types of securities as may be allowed by
SEBI from time to time.
Company Profile:

BSE has 1,446 unique members across all segments, and in FY2016 the BSE accepted an
average of 284.92 million orders and 1.55 million trades in equity shares per trading day, placing
it as the 12th most active exchange in the world in terms of electronic book trades in equity shares.

Primary lines of business:



The listing business, which consists of the primary market, which relates to the issuance
of new securities and annual fees from listed companies.
The market business, which consists of (i) the secondary market, which relates to the
purchase and sales of previously-issued securities, (ii) BSE StAR MF ("BSE StAR"), BSE’s
online platform for the placement of orders and redemptions of units in mutual funds, (iii)
NDS-RST, its platform for the reporting of over-the counter corporate bond trading, (iv)
membership, which includes membership in the Exchange and clearing







corporation ICCL, and membership of depository participants in its depository CDSL,
and (v) post-trade services, namely the clearing corporation and depository.
The data business, which consists of the sale and licensing of information products.
Providing IT services and solutions through subsidiary Marketplace Technologies Pvt.
Ltd
Licensing index products such as the S&P BSE SENSEX
Providing financial and capital markets training through BSE Institute Ltd
An active treasury function focused on managing its cash, including both its own funds as
well as funds that it holds on behalf of third parties (such as margins placed by clearing
members).

The standalone business consists of listing fees, data dissemination business, treasury income
from investments and cash equivalents in standalone balance sheet and transaction services
income from equity cash, derivatives (equity, currency, interest rate), debt trading and mutual fund
platform.
The consolidated financial statements, in addition to revenue sources of standalone business,
include revenues from Indian Clearing Corporation Ltd (ICCL), IT services (Marketplace
Technologies), BSE institute and income from associate CDSL (Equity method accounting
followed now, as against line by line consolidation done earlier when it was subsidiary). Once
International exchange is monetized, it will contribute to the consolidated revenues and profits.

Strong brand recognition:
BSE is Asia’s first and one of the most recognisable brand names in India, which enables it to
attract companies to its listing platforms and retail investors along with other market participants.
As of October 2016, BSE was the world's largest exchange by number of listed companies and
tenth largest exchange by market capitalisation. According to World Federation of Exchange
(WFE), BSE ranks third globally in terms of currency options and futures contracts traded in 2015
with 430 mn currency derivatives traded.

Diversified revenue stream
BSE has diversified sources of revenues with securities services (includes transaction income
from equity, equity derivatives and other derivatives but excludes CDSL revenues now), services
to corporates, data dissemination and income from investments and deposits constituting 44.4%,
20.8%, 3.3% and 31.5% of operating revenues respectively.
Within transaction revenues, equity cash (non exclusive), equity cash (exclusive), derivatives and
other revenues stood at 44%, 51%, 5% and 1% of transaction revenues respectively. Though it
has lower market share in equity segment, it is making up for the market share loss by expanding
in currency futures, debt placement, SME listing and mutual fund businesses successfully. It has
also launched interest rate futures and international exchange and is waiting to launch commodity
derivative trading.

Stable market share
After addressing its management legacy issues and revamping its technology to become the
fastest exchange in the world, BSE has been able to keep its market share stable in the equity
cash segment at 15-17% over FY14 till date. It has terminated its efforts to expand in the equity
derivatives segment where NSE is the market leader with almost 100% market share. Instead it’s
focusing on developing derivatives in the international exchange set up at GIFT City.
Considering that approximately 2500 stocks are listed exclusively on BSE, in January 2016 the
exchange increased transaction charges in this segment from Rs 27.5/mn to Rs 1000/mn which
led to steep increase of 122.7% in transaction charges revenue. Besides this in order to attract
bulk deals from NSE it changed pricing structure in non exclusive segment from ad-valorem basis
(Rs 27.5/mn) to a flat fee structure that was Rs 0.3-1 per trade w.e.f April 3, 2017, which was
increased to Rs 0.5-1.5 per trade w.e.f August 1, 2017. As a result of stable market share coupled
with price and volume increases we expect transaction revenues in the equity segment to grow
at a CAGR of 13.5% over FY17-FY19E from Rs 1.2bn in FY17 to Rs 1.5bn in FY19E.

SME Platform - Emerging Opportunity
BSE launched SME platform in December 2012 to facilitate capital raising by SMEs and startup
companies and provide easy exit options for angel investors, VC, PEs etc. At present the
current tariff is Rs 27.5/mn turnover for trading on SME platform. Besides, this platform also
contributes to listing revenues. From 2012 until now 191 companies have been listed on the
SME platform of which 33 have moved to main platform of BSE, which have a market
capitalization of Rs 72.2bn. At present 158 companies are listed on SME index which have a
total market capitalization of Rs 105.7bn. BSE had a market share of 80% in terms of number of
companies listed in the SME segment in FY17.

Currency Market:
In FY16, BSE generated estimated revenue of Rs.33.1 mn on turnover of Rs.27639 Bn from
currency futures business. BSE charged transaction fees of Rs.10 for brief period in FY16. The
journey of price hike is interesting in case of BSE. BSE had launched its currency derivatives
platform in November 2013 and did not levy any transaction fees for trades done on this segment
for almost a year. However, since December 2014 it began charging for currency derivatives.
Since October 2015, the exchange has been levying a transaction fee of Rs 10 on the currency
derivative trades.
The currency derivatives market has just started its dream run and it is able to deliver exponential
growth in next 5 years. BSE’s pricing is far below competitor NSE’s fee structure. While BSE
charges Rs.12 per crore, NSE levies humongous Rs.110 per crore. This gives BSE enough scope
to scale up its price from current Rs.12 to Rs.80 in phased manner (3-4 years) and without
impacting its market share. Assuming a modest growth of 20% in turnover and conservative
transaction fees of Rs.65 per crore would generate Rs.447.0 mn in revenue and translate to
approximate profit from currency segment of Rs.150 mn. Since most of the incremental revenue
would be generated due to price hike, fixed and variable cost would be mildly affected. This profit
of Rs.150 mn on FY16 PAT of Rs.1590 mn would mean significant contribution of currency
derivatives segment of approximate 9.5% from meagre 0.1% currently.
NSE’s market leading streak continues from start and it is a dominator in currency derivatives
segment. NSE has around 59% market share in this segment and this is followed by BSE with
36.7%. MSEI is lagging behind with market share of approximate 4% which has reduced
considerably from its 37% market share in FY12. However, in the options segment, BSE has
overtaken NSE by a long shot. This could be attributed to the pricing structure where BSE charges
transaction fees of Rs.12 per crore, NSE charges hefty transaction fees of Rs.110 per crore on
both legs.
International Exchange - Early mover advantage
BSE is investing about ~Rs 500 crore in the international exchange over the next three years,
International exchange in GIFT City (Ahmadabad) may turn into major success due to first- mover
advantage. Establishing this exchange will increase BSE’s brand's profile and also provide with
additional sources of revenue. BSE intends to offer across equity and index derivatives, currency
derivatives and commodities in foreign currency. It will also offer interest rate futures, fixed income
securities and provide an electronic trading platform.
The exchange will be a beneficiary of several tax sops, including exemptions from stamp duty,
service tax, dividend distribution tax, as well as commodity and securities transaction tax (STT).
STT is one of the biggest sore points for investors participating in derivatives trading and the new
exchange will eliminate that. A lot of Indian traders dealing in equity derivatives from Singapore
and Dubai may be tempted to set up desks here. At present, sellers of options contracts have to
pay an STT of 0.05 per cent on the premium value. In addition, STT on buying options that get
exercised is 0.125 per cent of the entire contract value. For futures contracts, sellers have to pay
an STT of 0.01 per cent.

Indian Exchange Industry:
India is in sweet spot and one of the preferred global investment destinations given its macroeconomic stability, long-term growth prospects and ongoing economic and social reforms. With
India's GDP growing at a rate of 7% to 8% in the current financial year, India is one of the fastest
growing economies in the world compared to the relatively muted growth of other major global
economies. We expect the growth of the Indian economy to attract foreign investments in coming
years. Global events such as Brexit are also expected to attract new investors to India given
slower growth in the European continent. Given the rise in the Indian capital markets, 269 new
Foreign Portfolio Investors ("FPIs") registered with SEBI in April 2016.
Globally, there are over 70 major stock exchanges with a market capitalization of more than US$5
billion. The total global market capitalization of WFE member exchanges aggregated to US$66
trillion at the end of June 2016. The Intercontinental Exchange: NYSE dominates with a market
capitalization of about US$18.7 trillion at the end of June 2016. In terms of turnover, the Shanghai
Stock Exchange topped the list with a turnover of about US$21.3 trillion in 2015. The BSE Limited
was the largest exchange in the world in terms of number of listed companies at the end of
December 2015, with 5,836 companies.
Equity - Cash Segment
The two major stock exchanges in India are the BSE and the NSE. The market capitalisation of
both stock exchanges has gradually increased in line with a rise in trading activities and increasing
share prices for listed companies. NSE is leader in equity cash segment.

Primary Market
The number of listed companies in the BSE and the NSE has grown over the period of FY2012
to FY2016, resulting in the rise of market capitalisation of both exchanges. From 5,133 companies
listed on BSE in FY2012, this number has increased to 5,911 in FY2016. On NSE, the number of
listed entities increased from 1,646 in FY 2012 to 1,808 in FY2016. As at the end of September
30, 2016, there were 5,844 and 1,822 listed entities on the BSE and NSE, respectively.

Global peer comparison
Bombay Stock Exchange has lowest figures in both the variables i.e. value of equity turnover
(USD Bn) and market capitalization of listed companies (USD Bn). BSE has market cap of listed
companies at around USD 1516 Bn in FY15 with value of equity turnover at USD 121 Bn while
NSE has market cap of listed companies at USD 1485 Bn in FY15 with accelerating value of
equity turnover at USD 677 Bn. This shows poor performance of BSE in equity segment compared
to country peer National Stock Exchange (NSE) which even though having similar market
capitalization of listed companies has almost 5x value of equity turnover.
Marketcap of listed companies (USD Bn)
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Disclaimer for Investors
This report is for private circulation and for the personal information of the authorized recipient only, and we are not
soliciting any action based upon it. This report is not to be construed as an offer to sell or the solicitation of an offer to
buy any security in any jurisdiction where such an offer or solicitation would be illegal. It does not provide individually
tailor-made investment advice and has been prepared without regard to any specific investment objectives, financial
situation, or any particular needs of any of the persons who receive it. The research analyst who is primarily responsible
for this report certifies that: (1) all of the views expressed in this report accurately reflect his or her personal opinions
about any and all of the subject securities or issuers; and (2) no part of any of the research analyst’s compensation
was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this report. This
report has been prepared on the basis of information that is already available in publicly accessible media or developed
through analysis of Sublime Financial services pvt Limited makes every effort to use reliable, comprehensive
information, but we make no representation that it is accurate or complete. The views expressed are those of the analyst
and the Company may or may not subscribe to all the views expressed therein. Sublime Financial services pvt Limited
reserves the right to make modifications and alterations to this statements as may be required from time to time without
any prior approval. Sublime Financial services pvt Limited, its affiliates, directors and employees may from time to time,
effect or have effect an own account transaction in or deal as agent in or for the securities mentioned in this report.
The recipient should take this into account before interpreting the report. All investors may not find the securities
discussed in this report to be suitable. Sublime Financial services pvt Limited recommends that investors independently
evaluate particular investments and strategies. Investors should seek the advice of a financial advisor with regard to
the appropriateness of investing in any securities / investment strategies recommended in this report. The
appropriateness of a particular investment or strategy will depend on an investor’s individual preference. Past
performance is not necessary a guide to future performance. Estimates of future prospects are based on assumptions
that may not be realized. The news items appearing in this are collected from various media sources and we make no
representations that it is complete or accurate.

