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MCX  
BSE SENSEX S&P CNX CMP: INR885 TP: INR1,220 (+38%) Buy 25,102 7,707 

Stock Info 
Bloomberg MCX IN 
Equity Shares (m) 51.0 
52-Week Range (INR) 1,189/726 
1, 6, 12 Rel. Per (%) 7/6/-8 
M.Cap. (INR b) 45.1 
M.Cap. (USD  b) 0.7 
Avg Val ( INRm) 284.1 
Free float (%) 100.0 

Financials Snapshot (INR b) 
 Y/E Mar 2016E 2017E 2018E 
Sales 2.1 2.9 4.2 
EBITDA 0.6 1.2 2.4 
PAT 0.4 1.6 2.6 
EPS (INR) 20.2 30.3 48.6 
EPS Gr. (%) -17.8 50.2 60.2
BV/Sh. (INR) 235.5 250.9 275.6 
RoE (% 3.6 12.5 18.5 
RoCE (%) 8.8 12.2 18.0 
P/E (x) 40.6 27.0 16.9 
P/BV (x) 3.5 3.3 3.0 

Shareholding pattern (%) 

As On Dec-15 Sep-15 Dec-14 

Promoter 0.0 0.0 0.0 

DII 40.4 41.1 41.0 

FII 15.7 15.3 15.3 

Others 44.0 43.6 43.7 

FII Includes depository receipts 

Stock Performance (1-year) 

Tide appears to be turning for the better 
Signs: Investment by formidable global player; approval delays for peers 

 Likelihood of aggressive competition from NSE in due course (and possibly BSE too) 
has driven fears of market share erosion for MCX.

 News articles indicating CME’s interest to own 15% stake, if true, would bring in a 
formidable global player that would drive execution excellence to keep competition 
at bay.

 Additionally, SEBI reportedly favors the chronology of new participants followed by 
exchanges. This would give MCX an opportunity to further consolidate its position.

 While transaction charges on options are levied on premium, the realization on the 
underlying is ~16% lower at 3% option premium. This can, however, be offset by 
volume uptick.

 Our base case of INR500b average daily turnover (ADT) with 50% from options yields 
INR48.6 EPS in FY18. Our price target of INR1,220 discounts FY18E earnings by 25x. 
Buy. 

Concerns around competitive intensity have loomed large thus far 
 Following FMC’s merger into SEBI, one of the many reforms underway is

emergence of “universal exchanges”. Stock exchanges will be able to become 
universal exchanges, where equities, debt instruments and currencies are 
traded under the same roof as commodity derivatives.  

 While this opens avenues of new products for commodity exchanges including 
MCX, it also invites competition from established equity exchanges interested 
in offering commodities derivatives on their platforms. Both BSE and NSE have 
reportedly submitted their requests to be allowed to offer commodities. 

 The notion that NSE and BSE may go aggressive on commodity derivatives had 
an obvious impact on MCX’s perceived prospects: [1] MCX may not be able to 
match NSE’s prowess, and [2] Even if it battled them out and successfully 
retained leading market share, this could be at the cost of financial 
performance.

Exhibit 1: Leading market share has not changed for years 
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Two reported developments alleviate concerns 
#1: Likely investment by CME for 15% stake 
 Reportedly, CME Group, one of the world’s largest derivatives exchanges, is

planning to take 15% stake in MCX. The move follows the government’s decision
to increase foreign holding by an individual institution in Indian commodity
exchanges from 5% to 15%.

 LINK: CME Group eyes 15% stake in MCX
 Were it to materialize, CME’s presence as an active investor could strengthen

MCX’s capabilities and alleviate the concerns around competitive intensity. CME
Group has two major exchanges: C-Bot and Nymex. It trades in derivative
instruments across markets such as interest rates, commodities, currencies, and
equities. As The Economist put it, this is “the biggest financial exchange you
have never heard of”.

#2: Potential delay in nod for NSE/BSE to offer commodities 
 A separate report cites that SEBI has decided against allowing NSE and BSE to

launch commodity trading platforms in the near term. The applications have
been kept in abeyance, as the market regulator feels that the commodity
market needs to have more depth through new participants and better risk
management practices. SEBI would first like to see more players participate in
the market rather than allowing exchanges to diversify.

 LINK: BSE, NSE fail to get nod for commodity trading platforms
 SEBI is not against granting licenses to existing stock exchanges to offer

commodity trading platforms, but has a different chronology of reforms in mind.
Any head start for MCX to cater to newer participants will only be welcome from
the company’s perspective. It only makes the liquidity switch problem for the
likes of NSE more complex. The second notable implied positive is the signaling
that the much awaited reforms are around the corner.

How will options impact financials? 
Unknowns such as option premiums, transaction charges levied by the exchanges on 
those premiums, and the proportion of options volumes are factors that make the 
impact on financials tough to determine. That said, we take cues from charges levied 
in equity options and present scenarios for combination of option proportion / ADT 
and option proportion / option premiums. 

Exhibit 2: EPS scenarios in FY18 (INR) 
  % of options in total volumes 

30% 40% 50% 60% 70% 

2% 46.5 43.2 39.9 36.6 33.3 

3% 51.7 50.1 48.6 47.0 45.4 

Option premium (%) 4% 56.9 57.0 57.2 57.4 57.6 

5% 62.1 64.0 65.9 67.8 69.7 

6% 67.2 70.9 74.5 78.2 81.8 

Source: MOSL 

http://www.business-standard.com/article/markets/cme-group-eyes-15-stake-in-mcx-116042100963_1.html
http://www.economist.com/news/finance-and-economics/21577387-biggest-financial-exchange-you-have-never-heard-futures-capitalism
http://www.economist.com/news/finance-and-economics/21577387-biggest-financial-exchange-you-have-never-heard-futures-capitalism
http://www.livemint.com/Money/Td4z7tkoJAFb8BIFvnidaL/BSE-NSE-fail-to-get-nod-for-commodity-trading-platforms.html
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Exhibit 3: EPS scenarios in FY18 (INR) 
% of options in total volumes 

30% 40% 50% 60% 70% 
300 25.7 24.7 23.8 22.9 21.9 

400 38.7 37.4 36.2 34.9 33.7 

Average Daily Turnover (INR b) 500 51.7 50.1 48.6 47.0 45.4 

600 64.7 62.8 60.9 59.1 57.2 

700 77.7 75.5 73.3 71.1 69.0 

Source: MOSL 

Valuation and view 
 Market leadership in winner-takes-all business: MCX has retained its market

leadership position, with a share of 80-90% over FY09-16. Even in the most
turbulent of months during FY13-14, when the parent’s existence was in deep
waters on issues of fraud around National Spot Exchange (NSEL), the exchange
managed to retain its share. Additionally, it has remained without a fulltime MD
& CEO since May 2014 when Mr Manoj Vaish resigned after just three months.
This is a reflection of the winner-takes-all nature of the business model.

 Monopoly share in multiple commodities takes care of concentration risk:
MCX’s golden run in terms of volumes came at the time of significant run-up in
gold and silver prices in FY12 and FY13. That was also perceived to be a risk,
given that the share of volumes from these two commodities had exceeded
70%. However, presence in multiple commodities helps avert the concentration
risk, and this was evidenced in FY15, when action in oil prices drove energy to
exceed gold as the largest traded commodity at MCX by value.

 All eyes on reforms as SEBI-FMC merger is complete: SEBI’s merger with FMC is
now complete, paving way for much awaited reforms in the ecosystem. The
upside for MCX may yet be partly a function of reports around approvals to
competition and entry of a credible global exchange materializing. We don’t
expect these at one-go or immediately, but rather in a gradual phased-manner
over the course of next calendar year. In the interim, the reports suggest that
competitive intensity may take a while to get the regulatory norms, and
meanwhile MCX could: [1] get a head-start and [2] potentially strengthen itself
with investment from CME.

 Volume reversal to pre-CTT levels is our base case: Our base case assumes
return to pre-Commodity Transaction Tax (CTT ) Average Daily Turnover of
~INR450-500b by FY18. This compares with current ADT of ~INR200-250b.

 Multiplier effect on operational earnings from operating leverage, Buy: Given
the fixed nature of MCX cost base, increase in volumes will help improve its
EBITDA margin significantly. We assume FY18 to be the first full year with at
least one key reform, with ADT returning to pre-CTT levels. We assume this to
be split equally between futures and options. That drives our EBITDA margin
estimate of 56% in FY18 and earnings of INR48/share. Our price target is
INR1,220, which discounts 25x forward earnings.
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Key triggers 
 Introduction of new products like Options / Indices
 Introduction of new participants like Banks / FIs
 High volatility in key commodities like Bullion / Crude

Key risk – increased competition from equity exchanges 
One of the implications of FMC’s merger with SEBI is that stock exchanges will be 
able to become universal exchanges, where equities, debt instruments and 
currencies are traded under the same roof as commodity derivatives. Stock 
exchanges already have depositories and clearing corporations that will cater to the 
needs of commodity traders as well. If NSE enters the commodities segment, MCX 
could see stiff competition, which may impair both market share and profit margins. 

Exhibit 4: One year forward PE (x) 

Source: Company, MOSL 

Exhibit 5: One year forward PB (x) 

Source: Company, MOSL 

Acronyms and abbreviations 

NSE: National Stock Exchange of India 

BSE: Bombay Stock Exchange 

CME: Chicago Mercantile Exchange 

SEBI: Securities and Exchange Board of India 

ADT: Average Daily Turnover 

FMC: Forward Markets Commission 

CTT: Commodities Transaction Tax 
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 Financials and Valuations 
Income Statement     (INR Million) 
 Y/E Mar 2011 2012 2013 2014 2015 2016E 2017E 2018E 
Net Sales 3,689 5,262 4,992 3,197 2,038 2,145 2,866 4,249 
     Change (%) 28.4 42.6 -5.1 -35.9 -36.3 5.3 33.6 48.2 
EBITDA 1,918 3,347 2,932 1,248 689 591 1,220 2,398 
     EBITDA Margin (%) 52.0 63.6 58.7 39.0 33.8 27.6 42.6 56.4 
Depreciation 247 272 307 343 259 253 245 243 
EBIT 1,671 3,075 2,625 905 430 338 976 2,155 

Interest 0 0 0 11 14 0 0 0 
Other Income 784 1,027 1,427 1,202 1,285 1,181 1,183 1,279 
Extraordinary items 0 -142 0 0 0 -650 0 0 
PBT 2,455 3,960 4,051 2,097 1,701 869 2,159 3,434 
Tax 727 1,098 1,065 569 450 435 514 824 
     Tax Rate (%) 29.6 27.7 26.3 27.1 26.5 50.1 23.8 24.0 
Min. Int. & Assoc. Share 0 0 0 0 0 0 0 0 
Reported PAT 1,728 2,862 2,986 1,528 1,251 433 1,645 2,610 
Adjusted PAT 1,728 2,862 2,986 1,528 1,251 433 1,645 2,610 
     Change (%) -21.7 65.6 4.4 -48.8 -18.1 -65.3 279.5 58.7 

Balance Sheet    (INR Million) 
 Y/E Mar 2011 2012 2013 2014 2015 2016E 2017E 2018E 

Share Capital 510 508 510 510 510 510 510 510 

Reserves 7,975 9,461 11,058 10,931 11,512 11,469 12,254 13,511 

Net Worth 8,485 9,969 11,567 11,441 12,022 11,979 12,764 14,021 

Debt 127 432 569 2,169 2,214 2,241 2,241 2,241 

SGF 0 0 0 1,720 1,871 1,921 1,921 1,921 

Total Capital Employed 8,612 10,401 12,136 13,610 14,236 14,220 15,005 16,263 

Net Fixed Assets 1,953 1,369 2,044 1,735 1,552 2,412 2,393 2,398 

Capital WIP 0 1 0 0 0 0 0 0 

Investments 8,236 11,502 10,682 10,898 12,927 10,895 10,895 10,895 

Current Assets 4,808 5,887 5,131 4,782 3,764 5,111 6,757 9,041 

     Debtors 489 514 69 90 107 112 142 210 

     Cash & Bank 3,310 3,124 3,475 3,417 2,655 3,912 5,312 7,036 

     Loans & Adv, Others 1,010 2,249 1,587 1,275 1,002 1,087 1,303 1,796 

Curr Liabs & Provns 6,385 8,358 5,721 3,805 4,007 4,197 5,039 6,072 

Net Current  Assets -1,577 -2,471 -590 977 -243 913 1,717 2,970 

Total Assets 8,612 10,401 12,136 13,610 14,236 14,220 15,005 16,263 
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 Financials and Valuations 
Ratios 
 Y/E Mar 2011 2012 2013 2014 2015 2016E 2017E 2018E 

Basic (INR) 

EPS 33.9 56.1 58.6 30.0 24.6 20.2 30.3 48.6 

Cash EPS 38.7 61.4 64.6 36.9 29.6 13.5 35.1 53.4 

Book Value 166.4 195.5 226.8 225.4 235.8 235.5 250.9 275.6 

DPS 5.0 24.0 0.5 10.2 0.0 14.3 20.4 30.6 

Payout (incl. Div. Tax.) 17.1 50.0 0.9 39.0 6.9 198.8 79.7 74.7 

Valuation(x) 

P/E 29.5 36.0 40.6 27.0 16.9 

Cash P/E 24.0 29.9 60.8 23.3 15.4 

Price / Book Value 3.9 3.8 3.5 3.3 3.0 

EV/Sales 9.7 14.7 12.7 9.0 5.7 

EV/EBITDA 24.9 43.4 46.1 23.1 10.7 

Dividend Yield (%) 1.3 0.2 2.1 2.9 4.4 

Profitability Ratios (%) 

RoE 22.4 31.0 27.7 13.3 10.7 3.6 12.5 18.5 

RoCE 16.7 24.8 26.5 12.8 10.4 8.8 12.2 18.0 

Turnover Ratios (%) 

Fixed Asset Turnover (x) 27.0 31.2 27.3 18.1 11.4 11.7 14.9 20.1 

Debtors (No. of Days) 48 36 5 10 19 19 18 18 

Leverage Ratios (%) 

Net Debt/Equity (x) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Cash Flow Statement    (INR Million) 
 Y/E Mar 2011 2012 2013 2014 2015 2016E 2017E 2018E 
Adjusted EBITDA 1,918 3,347 2,932 1,248 689 591 1,220 2,398 
Non cash opr. exp (inc) 248 -650 319 1,085 0 0 -101 -138
(Inc)/Dec in Wkg. Cap. 1,080 1,160 -1,941 -1,565 503 128 596 471
Tax Paid -546 -1,097 -782 -384 -220 -46 -206 -467
Other operating activities 0 0 0 0 0 0 0 0
CF from Op. Activity 2,700 2,760 529 385 972 673 1,509 2,264 
(Inc)/Dec in FA & CWIP -286 -200 -462 -59 -9 -205 -226 -248
Free cash flows 2,414 2,561 68 325 963 468 1,284 2,016
(Pur)/Sale of Invt -2,042 -2,723 1,910 586 -1,080 3,083 875 922 
Others 0 0 0 0 0 0 0 0 
CF from Inv. Activity -2,328 -2,923 1,448 527 -1,089 2,878 650 674 
Inc/(Dec) in Net Worth 0 0 0 0 0 0 0 0 
Inc / (Dec) in Debt 0 0 0 0 0 0 0 0 
Interest Paid 0 0 0 0 0 -14 0 0 
Divd Paid (incl Tax) & Others 232 -23 -2,134 -1,133 0 -532 -758 -1,215
CF from Fin. Activity 232 -24 -2,134 -1,133 0 -546 -759 -1,215
Inc/(Dec) in Cash 604 -186 -156 -221 -117 3,005 1,400 1,724
Add: Opening Balance 2,700 3,310 3,124 3,475 3,417 2,655 3,912 5,312
Closing Balance 3,304 3,124 2,968 3,254 3,300 5,660 5,312 7,036



MCX 

OTHER COMPANIES 

SECTOR UPDATES 

MCX GALLERY 
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http://institution.motilaloswal.com/emailer/Research/INFO-20140916-MOSL-CU-PG042.pdf
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http://institution.motilaloswal.com/emailer/Research/MCX-20160204-MOSL-RU-PG008.pdf
http://institution.motilaloswal.com/emailer/Research/MCX-20151028-MOSL-RU-PG010.pdf
http://institution.motilaloswal.com/emailer/Research/HCLT-20160428-MOSL-RU-PG014.pdf
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absence of specific exemption under the Acts, any brokerage and investment services provided by MOSL, including the products and services described herein are not available to or intended for U.S. persons.  
 

This report is intended for distribution only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the Exchange Act and interpretations thereof by SEC (henceforth referred to as "major institutional investors"). This 
document must not be acted on or relied on by persons who are not major institutional investors. Any investment or investment activity to which this document relates is only available to major institutional investors and will be 
engaged in only with major institutional investors. In reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the "Exchange Act") and interpretations thereof by 
the U.S. Securities and Exchange Commission ("SEC") in order to conduct business with Institutional Investors based in the U.S., MOSL has entered into a chaperoning agreement with a U.S. registered broker-dealer, Motilal Oswal 
Securities International Private Limited. ("MOSIPL"). Any business interaction pursuant to this report will have to be executed within the provisions of this chaperoning agreement.  
 

The Research Analysts contributing to the report may not be registered /qualified as research analyst with FINRA. Such research analyst may not be associated persons of the U.S. registered broker-dealer, MOSIPL, and therefore, 
may not be subject to NASD rule 2711 and NYSE Rule 472 restrictions on communication with a subject company, public appearances and trading securities held by a research analyst account. 
 

For Singapore  
Motilal Oswal Capital Markets Singapore Pte Limited is acting as an exempt financial advisor under section 23(1)(f) of the Financial Advisers Act(FAA) read with regulation 17(1)(d) of the Financial Advisors Regulations and is a 
subsidiary of Motilal Oswal Securities Limited in India. This research is distributed in Singapore by Motilal Oswal Capital Markets Singapore Pte Limited and it is only directed in Singapore to accredited investors, as defined in the 
Financial Advisers Regulations and the Securities and Futures Act (Chapter 289), as amended from time to time.  
 

In respect of any matter arising from or in connection with the research you could contact the following representatives of Motilal Oswal Capital Markets Singapore Pte Limited: 
Varun Kumar            Kadambari Balachandran 
Varun.kumar@motilaloswal.com    kadambari.balachandran@motilaloswal.com 
Contact : (+65) 68189232                        (+65) 68189233 / 65249115  
Office Address:21 (Suite 31),16 Collyer Quay,Singapore 04931  
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