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CMP:INR 1,211 TP: INR 1,500 (+24%) Buy

Strong operational performance, an exceptional item impacts PAT
m  Overall futures ADT improved by 4% QoQ and options ADT jumped by 70%,

Bloomberg MCX IN which resulted in a 19% rise in revenue ahead of our estimate. EBIT margin
Equity Shares (m) 51 stood at 47.4% as compared to 35.2%/39.3% in 3QFY22/4QFY21, led by
M.Cap.(INRb)/(USDb) 61.8/038 operating leverage benefits
52-Week Range (INR) 2135/1142 P g & ’
1,6, 12 Rel. Per (%) 7/-26/-32 ™ Volumes from futures declined by 22% YoY in 4QFY22 as only the first phase
12M Avg Val (INR M) 1075 of the new margin norms were implemented in 4QFY21.
m  While option volumes kicked off from 1Q, the company started levying
Financials & Valuations (INR b) transaction charges only from 3QFY22.
Z;Z:"ar 2032§ 20243: 202545 m  While staff costs were higher by 3% YoY, it declined by 11% QoQ. Software
EBIT Margin (%) 380  49.8 545 support charges grew in line with revenue growth. Overall EBIT, at
PAT 1.4 2.0 2.5 INR505m, was better than our forecasts.
EEE (G'NF:)/) (3268'22) ig': ig'é m Net profit stood at INR366m, a decline of 5% YoY and 7% QoQ. PAT was
r. (% . . .
BV/Sh. (INR) 2781 3047 3371 lower than our estimate, owing to a one-time write-off of INR204m due to
Ratios impairment of intangible assets under development.
RoE (%) 102 138 156 w |nFY22, ADT was higher by 7%, in spite of the implementation of margin
RoCE (%) 112 145 161 . o
Valuations norms, as option volumes surged on the exchanges. Overall revenue fell 6%
P/E (x) 430 299 241 as the revenue from options was available only in 2HFY22. EBIT margin fell
P/BV (x) 4.4 4.0 3.6 to 38% as compared to 41.8% in FY21 owing to operating deleverage in the
EV/EBITDA (x) 280 165 126 o 0
Div Yield (%) 30 3s 3s Futures segment. As a result, net profit dipped by 36% YoY to INR1.4b (also
impacted by an exceptional item in 4QFY22).
Shareholding pattern (%) m  The board has approved a dividend of INR17.5 per share.
As On Mar-22 Dec-21 Mar-21 Healthy volume growth driven by Crude Oil
Promoter 00 00 00 w Total volumes grew 29% YoY and 21% QoQ.to INR26t in 4QFY22.
EIIII 22'3 :i';l :2'3 B In 4QFY22, Crude Oil volumes saw a sharp jump (over 4x YoY) to INR12t,
: ! : H H o, o, o,
Others 50 221 24 whereas Gold/Silver/Commodity volumes fell by 15%/34%/36%.
FIl Includes depository receipts Key takeaways from the management commentary

B MCXis awaiting approval from the regulators (Sebi and CERC) to launch
Electricity derivatives. The recently introduced cap of INR12/unit is a big
challenge for the same. The management expects the Gold spot exchange to
go live by Aug-Sep’22. However, the GST slab rate needs to be resolved
before the launch of the same.

Sustainability of volume key to growth

m  We remain positive on a gradual increase in ADT on the back of surging
option volumes, amid rising volatility in commodity prices. Progress on other
growth initiatives, such as a gold spot exchange and electricity futures face
certain challenges. On the cost front, transition to TCS from 63 moons will
drive savings and lead to a relatively strong (25%) APAT CAGR over FY22-24E.

m  We like MCX for its near-monopoly in the Indian Commaodity Exchange segment
(92% market share). We value the stock at a multiple of 30x FY24E EPS. Our TP of
INR1,500/share implies a 24% upside. We reiterate our Buy rating.
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MoTiLAL OSWAL MCX
Quarterly performance (INR m)
FY21 FY22 FY21 FY22  FY22E Var.
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 4QE (%/bp)
Sales 730 1,197 1,009 970 876 832 896 1,065 3,906 3,668 963 10.5
QoQ Gr. (%) -30.7 63.9 -15.7 -3.9 -9.7 -5.0 7.6 18.9 4.4 -6.1 7.6 1130bp
Staff Costs 178 202 195 177 208 206 204 182 752 800 208 (12.3)
Other expenses 287 338 327 351 300 288 309 350 1,303 1,247 326 7.5
Depreciation 48 52 59 61 67 66 67 27 221 227 68 (59.8)
EBIT 217 605 428 381 302 272 315 505 1,631 1,394 362 39.5
Margin (%) 29.7 50.5 42.4 39.3 34.5 32.7 35.2 47.4 41.8 38.0 37.6 987bp
Interest Costs 1 1 1 1 1 0 1 1 2 3 1
Other Income 497 178 248 115 213 161 145 146 1,038 665 141 3.7
PBT bef. Exceptional items 714 783 675 495 515 432 460 650 2,667 2,057 502 29.6
Tax 150 197 -42 110 116 100 111 79 415 407 126 (36.8)
Rate (%) 21.1 25.2 -6.2 22.3 22.5 23.2 24.1 12.2 15.6 19.8 25.0 -1283bp
PAT 564 586 718 384 398 327 344 366 2,252 1,435 376 (2.6)
QoQ Gr. (%) -25.2 3.8 22.6 -46.5 3.5 -17.9 5.2 6.6 -4.8 -36.3 9.5
EPS (INR) 11.1 11.5 14.1 7.5 7.8 6.4 6.8 7.2 44.2 28.1 7.4 (2.6)
Y/E March FY21 FY22E FY21 FY22
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q
ADT (INR b) 227 381 327 318 280 258 246 396 327 352
Volumes (INR t)
Gold 4.7 7.4 53 4.7 3.6 3.6 3.2 4.0 22.1 14.4
Silver 3.6 9.1 6.1 5.2 4.5 33 3.4 3.4 24.0 14.6
Crude oil 2.1 1.7 1.4 2.2 3.3 5.5 7.8 12.0 7.5 28.6
Volumes (YoY %)
Gold 107% 29% 33% -27% -24% -51% -39% -15% 20% -35%
Silver 109% 174% 113% 44% 25% -64% -44% -34% 109% -39%
Crude oil -66% -80% -83% -78% 56% 219% 442% 434% -78% 279%

Key takeaways from the management commentary

Business

m  Options on Futures contracts have seen strong traction.

B It has received additional contract approvals (like Gold options), but a lesser
duration (monthly expiry on bi-monthly futures).

B The company has 0.5m active clients in FY22, which was a marginal
improvement over FY21.

m Concentration of the top 10 members stood at 62.65%. The share of algo trading
stood at 48% v/s 41% in FY21. The increase in the share of algo trading was on
the back of the addition of two international players, one of which is very active.

B The share of Mobile trading has fallen to 41% from 47% in FY21, with people
returning back to work.

m  MCX is awaiting approval from the regulators (Sebi and CERC) to launch
Electricity derivatives. The recently introduced cap of INR12/unit is a big
challenge for the same.

B The management expects the Gold spot exchange to go live by Aug-Sep’22.
However, the GST slab rate needs to be resolved before the launch of the same.
e-gold receipts have not yet been launched by the BSE due to the same issue.

Financials

m  Options on Futures contracts have seen strong traction.

m Revenue breakup
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MoTiLAL OSWAL MCX

B In FY22, membership fees stood at INRINR30m, transaction charges on options
stood at INR320m, and data fees stood at INR50m.

B In 4QFY22, membership fees were a little lower than INR10m, transaction
charges on options stood at INR220m, and data fees were more than INR10m.

m  Depreciation: The useful life of a few assets was reworked in 4QFY22, and
accordingly depreciation saw a sharp decline.

m Software support charges: There is a fixed monthly component of INR12.4m
and variable payment is based on turnover payable to 63 moons. In 4QFY22,
energy products saw good volumes. It has created a provision of INR9m for
variable software charges to be paid. The management is yet to take a call if any
payment is to be paid to the vendor (CME) over and above this commitment.

B An exceptional item: This is on the back of a dispute with a London-based
software firm to develop a trading system for the spot market. While currently
no use case exists, any future developments can utilize these codes.

m  Employee cost: The higher employee cost was due to senior level recruitment
and no hike in FY21. However, a sequential decline was on the back of attrition.

m  The tax rate will be ~22% in FY23.

B Tech cost paid to TCS: There will be no charges levied till Sep’23. After Oct’23, a
fixed AMC and software upgradation charges will be paid, but the same is
expected to be less than INR100m. Upfront cost paid for development will be
part of intangible assets and will therefore lead to higher depreciation.

Exhibit 1: Gold volumes remain rangebound Exhibit 2: Sustained silver volumes
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Exhibit 3: Copper volumes remain muted Exhibit 4: A sharp jump in Crude Oil volumes
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Exhibit 5: Overall volumes grew by 29% YoY...

Exhibit 6: .

MCX

translating into strong revenue growth
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Exhibit 7: Margin continues to trend upwards Exhibit 8: Trend in PAT
EBITDA (INRm) —O—EBITDA % PAT (INR m)
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Exhibit 9: Revisions to our estimates
Changes in our estimates Revised Earlier Change (%)
FY23E FY24E FY23E FY24E FY23E FY24E
Volumes (INR t) 122 143 121 147 1.5 (2.9)
Volume growth (%) 39.3 16.8 39.1 22.1 0.2 (5.3)
Revenue (INR m) 4,634 5,325 4,596 5,600 0.8 (4.9)
EBITDA margin (%) 56.9 61.3 534 59.2 340bp 200bp
EPS (INR) 40.4 50.2 41.8 53.4 (3.2) (6.0)

Source: MOFSL
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MoTiLAL OSWAL MCX
Financials and valuations
Income statement (INR m)
Y/E March FY17 FY18 FY19 FY20 FY21 FY22 FY23E FY24E
Sales 2,594 2,598 3,001 3,742 3,906 3,668 4,634 5,325
Change (%) 10 0 15 25 4 (6) 26 15
Cost of Services 1,071 1,174 1,338 1,463 1,388 1,440 1,247 1,168
SG&A Expenses 723 679 743 730 667 607 753 894
Provisions
EBITDA 801 745 920 1,549 1,851 1,621 2,635 3,263
As a percentage of Net Sales 31 29 31 41 47 44 57 61
Depreciation 186 167 154 182 221 227 327 359
Interest 2 - - 2 2 3 - -
Other Income 1,164 884 986 1,289 1,038 665 699 772
EO Item (net) - - 238 - - 204 204 204
PBT 1,777 1,462 1,513 2,654 2,667 1,853 2,803 3,471
Tax 512 377 75 389 415 407 752 919
Rate (%) 29 26 5 15 16 22 27 26
Minority Interest - - (24) (99) (1) 12 11 5
PAT 1,266 1,085 1,462 2,365 2,252 1,435 2,040 2,547
Extraordinary
Net Income 1,266 1,085 1,462 2,365 2,252 1,435 2,040 2,547
Change (%) 198 (14) 35 62 (5) (36) 42 25
Balance Sheet (INR m)
Y/E March FY17 FY18 FY19 FY20 FY21 FY22 FY23E FY24E
Share Capital 510 510 510 510 510 510 510 510
Reserves 13,078 13,253 11,999 13,084 13,672 13,671 15,024 16,678
Net Worth 13,588 13,763 12,509 13,594 14,182 14,181 15,534 17,188
SGF 1,705 1,806 3,298 4,098 4,692 5,256 5,256 5,256
Loan and other long-term liab. 420 408 414 546 576 658 714 775
Capital Employed 15,713 15,977 16,221 18,237 19,451 20,095 21,504 23,219
Net Block 1,633 3,624 3,451 6,094 7,395 5,060 5,053 5,014
Other LT Assets 281 281 281 281 281 281 281 281
Investments 4,404 5,316 4,839 5,943 6,066 4,440 4,440 4,440
Curr. Assets 12,340 10,393 12,175 15,028 11,283 18,225 20,432 23,057
Current Investments 7,544 8,878 5,824 6,618 5,985 7,135 7,135 7,135
Debtors 28 63 60 65 90 115 126 139
Cash and Bank Balance 3,890 596 5,346 7,593 4,261 9,755 11,828 14,306
Loans and Advances 3 3 2 2 1 222 245 269
Other Current Assets 875 854 943 751 948 998 1,098 1,208
Current Liab. and Prov. 2,945 3,636 4,524 9,109 5,575 7,911 8,702 9,572
Net Current Assets 9,395 6,757 7,651 5,919 5,709 10,314 11,730 13,485
Application of Funds 15,713 15,977 16,221 18,237 19,451 20,095 21,504 23,219
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Financials and valuations

Ratios

Y/E March FY17 FY18 FY19 FY20 FY21 FY22 FY23E FY24E

Basic (INR)

EPS 24.8 21.2 28.7 46.4 44.2 28.2 40.4 50.2

Cash EPS 28.5 24.5 31.2 48.0 48.5 32.8 46.6 57.1

Book Value 266.4 269.9 245.3 266.6 278.1 278.1 304.7 337.1

DPS 15.3 17.3 204 30.6 28.2 30.5 35.7 35.7

Payout (%) 73.1 96.7 85.7 81.6 75.9 127.6 105.2 84.6

Valuation (x)

P/E 46.7 54.6 40.5 25.0 26.3 41.2 29.9 24.1

Cash P/E 40.8 47.3 37.1 24.2 23.9 354 26.0 21.2

EV/EBITDA 60.0 67.2 52.6 294 26.7 26.4 16.5 12.6

EV/Sales 18.5 19.2 16.1 12.2 12.7 11.7 9.4 7.7

Price/Book Value 4.4 4.3 4.7 4.4 4.2 4.2 4.0 3.6

Dividend Yield (%) 1.6 1.8 2.1 3.1 2.9 3.1 3.5 3.5

Profitability Ratios (%)

RoE 9.9 7.9 11.0 17.4 16.2 10.2 13.8 15.6

RoCE 9.6 7.7 12.4 16.8 15.6 11.2 14.5 16.1
17 May 2022 6
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Explanation of Investment Rating

Investment Rating Expected return (over 12-month)

BUY >=15%

SELL <-10%

NEUTRAL <-10% to 15%

UNDER REVIEW Rating may undergo a change

NOT RATED We have forward looking estimates for the stock but we refrain from assigning recommendation

*In case the recommendation given by the Research Analyst is inconsistent with the investment rating legend for a continuous period of 30 days, the Research Analyst shall within
following 30 days take appropriate measures to make the recommendation consistent with the investment rating legend.
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