IMPACT: International Journal of Research in e
Humanities, Arts and Literature (IMPACT: IJRHAL) L e e e =5
ISSN (P): 2347-4564; ISSN (E): 2321-8878 H [] L ﬂ‘ L |
Vol. 6, Issue 6, Jun 2018, 661-672
© Impact Journals

PERFORMANCE EVALUATION OF DEPOSITORY INSTITUTIONS | N INDIA

Manisha Pallavi Chauhar & S. S. Prasada R&o
'Research Scholar, GITAM Institute of Managemersiaktiapatnam, Andhra Pradesh, India
“Director, Academic Affairs, GITAM University, Visapatnam, Andhra Pradesh, India

Received:25 May 2018 Accepted: 05 Jun 2018 Published: 18 Jun 2018

ABSTRACT

‘Depository’ is an institution which holds the seéties such as shares, government bonds, mutualsfetc on
behalf of shareholders in a  dematerialized form otlgh  depository  participants  (DPs).
A Depository Participant acts as an intermediaryaor agent between the customers and the depositdriee depository
participants play a very significant role in the aath functioning of the Indian capital market. Qufehe main objectives
of the depository is to reduce the paperwork byeaing the securities in electronic form and d@nsfers the shares from
one account to another whenever there is any tretima of shares takes place. In India there are tapository
institutions, namely, NSDL (National Security Defyg limited) and CDSL (Central Depository Sendckimited).
The current research paper is focused on a comperaitudy of the two depositories i.e. NSDL and CibSterms of
performance, total income, total asset, growth, @edncustody (value) for a period of 5 years statfrom 2011-12 to
2015-16 The data used for analysis are collectenhfthe annual reports of the depositories. Th@égahave been used to
compare the performance of the Depositories. Theepalso discusses the volume and value of deralization of

securities, growth of centers/ beneficiary accounts
KEYWORDS NSDL, CDSL, DP, Depository, AGR
INTRODUCTION

A competent financial system is the key to the ecoinc development of a nation. The financial systmpplies
essential financial inputs for the production obdse and services which in turn helps to advanceviiebeing and uplift
the living standards of the people of the counfitye financial system is a wide term inclusive ofaficial markets and
financial institutions which facilities mobilizatio of savings in the form of money and monetary tasse
It allows the free flow of funds for productive aties that promotes investments. Therefore tharicial system serves as

an intermediary between the savers and the inveggtwreby leading to rapid economic development.

A speedy progress of the Indian capital marketh®es) acknowledged over the years which led to xistesmce
of 23 stock exchanges in India. Basically, the a&ndicapital market can be classified into two sedsen
i.e. primary market and the secondary market. Tiragry market deals with the securities which ased to the public
for the first time where as the secondary marketne which provides liquidity to the instrumentsotigh trading and
stock exchange. The reform in the capital markebésed on market regulation, development of @tine market,
development of proper debt securities trading ntareehnological investment in exchanges and imreptotection.

Security exchange board of India, Reserve bankdifil] department of company affairs and ministrffiefnce are the

| Impact Factor(JCC): 3.7985 - This article can be dowalited fromwww.impactjournals.us |




[ 662 Manisha Pallavi Chaah & S. S. Prasada Rad

regulatory bodies of Indian capital market whiclsumes the smooth functioning of the system.

Post liberalization, technology has played a kdg in revamping the structure of the Indian Capitarket.
The boost in the competition among stock exchargdsto increase in the volume of activity. But teepporting
infrastructure proved to be inefficient in handlitiee mounting volume of paper that flooded the rabdnd blocked the
existing system, leading to a long settlement pkribigh risk exposure and high level of failed #adheft,

forgery, mutilation and bad services. This ledh® émergence of a new system called “the Deposggsyem®”.

The Depository system was initiated in July 1992 Shock Holding Corporation of India Ltd (SHCIL) eh it
prepared a concept paper on “National ClearancéDapasitory System” in collaboration with Price \WaHouse under a
program sponsored by the US Agency for internatideaelopment. This led to the concept of Demali@etion or scrip
less trading because the shares are held in adécfiarm. Dematerialization is a method in whicle ttertificates of an
investor which is in physical form are convertetbithe equivalent number of securities in electtdoirm and credited to
the investor's account with his Depository Partcip The first depository in the world was set opGermany in 1947.
In India, National Securities Depository Limited§RL) was the first depository which commenced fisration from 8
November, 1966. The primary function of the demogitis to dematerialize the securities of the ineesand facilitate

their transaction in public application form.
Services Provided by the Depositories
» Dematerialization
* Rematerialisation
» Settlement of off market trade
» Transfer of securities
» Electronic credit in public offerings of companies.
e Maintenance of holding in electronic form.
National Securities Depository Limited (NSDL)

The passing of the Depository Act in 1996 pavedviag for establishment of NSDL. NSDL is India’ssfirand
the largest depository which was set up fiN&vember, 1996. Institutions like IDBI, UTI and BSvhich are responsible
for the economic development of the Nation, promd#&DL and now it has become a recognized infragira of Indian
capital market where most of the securities ardelain dematerialized form. The shareholders of N&Be prominent
banks like State Bank of India, HDFC Bank, Axis kaBanara bank, Dena bank, Citibank, and HSBC,N&DL group
is composed of NSDL, NSDL Database Management konfNDML), NSDL e-Governance Infrastructure Limited
(NSDL-e-Gov).

With the help of modern and flexible technology, DNSropes its investors and brokers by ensuringtgadad
settlement solutions. It plays a vital role in depéng products and services in the financial serwndustry. NSDL offers
services to the investors and other participahts dlearing members, stock exchanges, banks andr&sf securities.

Value Added Services like pledge, hypothecatiosaxfurities, automatic delivery of securities toadieg corporations,
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distribution of cash and non cash corporate ben@ibnus, RightdPOs), stock lending, demand of NSC/KVP, demat of
warehouse receipts and internet based serviceSRIEED-e and IDeAS. In November 30, 2002 NSDL laedca service
named STEADY (Securities Trading Information Easycéss and Delivery) that helped the brokers toveeltontract

notes to the custodian electronically.
Central Depository Services (India) Limited (CDSL)

CDSL is India’s second largest central securitiggaditory whose headquarter is situated in Mumbaiarted its
operation on July 15, 1999 after getting a cedificof commencement from SEBI. All top stock exgemlike NSE, BSE
Ltd, Metropolitan Stock exchange of India have bestognized along with CDSL. It was formed with {hérpose of
providing convenient and safe depository servicagasonable cost to all the participants. CDSL prasnoted by BSE
Ltd in association with Bank of Baroda, State Bafkindia, Union Bank of India, Standard CharteregnB. CDSL
Venture Itd, CDSL Insurance Depository Limited (AD#R), CDSL Commodity Repository limited (CCRL) ighe
subsidiary bodies operating under CDSL. Securitibigh are available for dematerialization are egsitares, preference
share, mutual funds unit, debt instrument, govemtrsecurities, certificate of deposit and comméngéper. The role of
CDSL in the Depository system is to maintain ariitilal’ investor's beneficial holding in electranform. It has a vast
network spread across the country. CDSL has degdlapunique internet facility, namely EASI and EBST for easy
operations of the Depositories.

Analysis of NSDL and CDSL on the basis of Growth

The growth of NSDL and CDSL has been analyzed enhihsis of different parameters such as beneficiary
account, depository participant, depository sergester, number of demand companies, holding afrétéxs in terms of

value.
Growth of Beneficiary Account of NSDL and CDSL

A beneficiary account holder is the person whosees registered with the Depository. In spiteh#f securities

being registered with the Depository, the rightndfits are confined to the beneficiary owner.

Table & Chart 1: Growth of Beneficiary Accounts of NSDL and CDSL from 2012-16

Year NSDL(In Lakh ) AGR | CDSL (In Lakh) AGR
2011-12 120.48 79.17
2012-13 126.88 5.31 83.27 5.18
2013-14 130.57 2.91 87.77 5.40
2014-15 137.08 4.99 96.1 9.49
2015-16 145.66 6.26 100.08 4.14
Average Annual Growth Rate 4.87 6.05
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Interpretation

Table and Chart No 1 shows the beneficiary accamivth of NSDL and CDSL from 2012 to 2016.
The beneficiary account of NSDL shows a continugnasvth from 120.48 lakh to 145.66 lakh. The peragatgrowth was
highest in 2016 at 6.26 and low at 2.91 in 2014 &berage annual growth rate was 4.87 per centb&heficiary account
of CDSL has also increased continuously from 7%9akh to 100.08 lakh. The percentage growth wasdsgin 2015 at
9.49 and lowest in 2016 as 4.14. The average amgmaath was 6.05 per cent. The annual growth réte@SL is higher
than that of NSDL. The reason for the growth ofdfemary accounts could be the introduction of Désgstem, leading

to a tremendous growth in the number of clientsrduthe entire period of study as shown in the altable and chart.
Growth of Depository Participant of NSDL and CDSL
Depository Participants are the agents through lwthie depositories offer service to the investors.

Table and Chart 2: Growth of Depository Participants of NSDL and CDSL

Year NSDL(No of DP's) | AGR | CDSL (No of DP's) | AGR
2011-12 283 568 | ...
2012-13 282 -0.35 579 1.94
2013-14 278 -1.42 578 -0.17
2014-15 273 -1.80 574 -0.69
2015-16 270 -1.10 583 1.57
Average Annual Growth Rate | -1.17 0.66
3.00
200 4 194
1.57
1.00
0.66+NSDL
0.00 ods17 CDsL
100 K 2 "3 0@ S
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Interpretation

Table and Chart No: 2 show the growth of Depositpayticipants of NSDL and CDSL from 2012 to 2016.
The DP of NSDL has decreased from 283 in 2012 @ i#72016. The average annual growth of NSDL wasl{)
per -cent. DP of CDSL has shown fluctuating grovitht has increased from 568 to 583 in 2016. Theaaeeannual
growth of CDSL was 0.66 percent, which is highemttNSDL. It may be inferred from the above data bmth the NSDL
and CDSL are trying to increase the number of DRiglwin turn is enhancing their business. The sanadysis has been

graphically presented in the above chart.
Growth of Depository Service Centers of NSDL and CBL
The depository Service Centre is the DP networkagacross the country for the service of the tioves

Table and Chart 3: Depository Service Centre Growthof NSDL and CDSL

Year NSDL AGR | CDSL | AGR
2011-12 14033 10600
2012-13 14641 4.33 12500 17.92
2013-14 14444 -1.35 11381 -8.9p
2014-15 15960 10.5Q 11000 -3.35
2015-16 26765 67.70 16500 50.00
Average Annual Growth Rate | 20.30 13.91
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Interpretation

The table and chart no 3 depicts a rise in the &Rice center of NSDL and CDSL from 2012-16. DPvieer
center of NSDL has grown at a fluctuating rate fro#033 to 23765 in 2016. The percentage growthhigizest in 2016
at 67.7 and lowest in 2014 at (-1035). The avegargath of NSDL was 20.03 per cent. DP service aeoteéCDSL has
grown from 10600 to 16500. There has been decrgasirthe DP service center in 2014-15. The peagenof growth of
CDSL was highest in 2016 as 50 and lowest in 2044-&95). The average annual growth rate of CDSls W3.90
percent, which is lesser than NSDL. It may be irdférfrom the above data that the number of berefi@account holders
is increasing because of which DPs are opening brawches all over the nation which will lead torgased business.

The same analysis has been graphically presentée imbove chart.
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Growth of Demat Companies in NSDL and CDSL
Demat companies are the companies which are regiisteith NSDL and CDSL in dematerialized form.

Table and Chart 4: Growth of Demat Companies in NSD and CDSL

Year NSDL AGR | CDSL | AGR
2011-12 9741 9983
2012-13 10843 11.31 11030 10.49
2013-14 12210 12.61 12765 15.73
2014-15 13992 14.59 9069 -28.95
2015-16 15605 11.53 9658 6.44

Average Annual Growth Rate | 12.51 0.94
20.00
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0.00 T T T T —0|-94
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Interpretation

The table and chart no 4 is showing the Demat campan NSDL have continuously increased from 9%l
15605 from 2012 to 2016 which means that NSDL isticoously adding companies to meet their incredagsiness.
The percentage growth was highest in 2014 with aad®lowest in 2013 with 11.31. The average angt@ith rate was
marked 12.51 per cent. In case of CDSL it has bssen a decrease from 99983 to 9658 from 2012 t@.201
The percentage growth was highest in 2014 at 1&nlowest in 2015 as (-28.95). The average angraalth rate of
CDSL was 0.94 per cent. It can be noted from thevaltable that number of demat companies are asorg due to the
current regulations framed by SEBI as well as pasistock market sentiments and digitization of reaeurity classes.

The same analysis has been graphically presentée imbove chart.
Demat Custody (Value) of NSDL and CDSL

Demat custody of security is the total value of dw@ralized securities which is registered with NS&nd
CDSL.

Table and Chart 5: Demat Custody (value) in NSDL and CDSL

Year NSDL (In Lakh) AGR | CDSL (InLakh) | AGR
2011-12 713230000 | ... 101503100 o]
2012-13 767902700 7.67 98692400 -2.Y7
2013-14 893987600 16.42 108760300 10)20
2014-15 1174831500 31.41 139426400 28/20
2015-16 1171570000 -0.28 132679700 -4.84

Average Annual Growth Rate | 13.81 | 7.70
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Interpretation

The table and chart no 5 is showing the value ohaterialized securities in NSDL and CDSL from March
2012-16. The value of dematerialized securities ¢nasvn from Rs. 713230000 Lakh to Rs. 117157000RhL& he
percentage growth was highest in 2015 with 31.4llawest in 2016 with a negative growth of (-0.28)case of CDSL
there has been a fluctuating growth from 1051033RB to 132679700 lakh. The percentage growth vigiselst in 2015
as 28.2 and low as (-2.77). The average annualtgrofv NSDL and CDSL was 13.81 per cent and 7.7 quart.
Hence, it can be understood that the higher theevalf demat custody; more is the growth of the dipry.
This facilitated the increase in the number of d#poy participants, number of beneficiary accoustsl the value of

demat custody of depositoriekhe same analysis has been graphically presentbe @bove chart.
Analysis of NSDL and CDSL on the Basis of Performace

NSDL and CDSL have been analyzed on the basis rédnpeance with the help of various ratios. Theasatare

current ratio, debt-equity ratio, debt-asset ratityrn on investment, and return on asset.
Current Ratio

Current ratio is a ratio which is used by the ingesand analysts to know the liquidity positioraofompany and
its capability to pay short term liabilities wittsishort term assets. To judge this ability, curratio compares current

total asset of the company with that of its totairent liability.

Table and Chart 6: Current Ratio of NSDL and CDSL

Year NSDL | CDSL
2011-12 1.31 8.55
2012-13 1.57 6.88
2013-14 1.08 5.79
2014-15 1.32 2.99
2015-16 1.93 3.54
Average 1.44 5.55
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Interpretation

The current ratios of the depository institutioms presented in table and chart ncAs the higher current ratio
explains thestronger position of solvency,an CDSL can be considered the better as comparéS®L because it
current ratio$ more than that of NSDL. It can be sthatthe current ratio of CDSL is decreasing year by yksathe yea
2011412, the current ratio of CDSL was 8.55 which waghkst and 3.54 was recorded lowest in the year-16. In case
of NSDL there has beensignificant year wise increment of current raticept the year 20:-14. In the year 2015-16 it
was theyear 1.93 which was highest and 1.08 was r in the year 20134. The average current ratio for NSDL is 1..
and CDSL is 5.55. It can be inferrfdm the tablethat the current ratio of tHeSDL is very much satiiedand the current
ratio of CDSL is more than the industry norm. He CDSL may use the excessigarrent assets for investm in the

long term investments to increase theenue The same analysis has been graphically presenthe above chart.
Debt-Equity Ratio

A debtEquity ratio is a long term solvency re, which compares company’s total debt to total eq
It shows the soundness of tleag term financial polic of the company. It depicts the relationship betweew much dekb
a company is using to finance its assets relative to the amoaintvalue represented in shareholders’ eq
A low debt equity ratio means the business is niim@ncially sound. Compars who havea high debt equity ratio are

considered more risky to both creditors and inwess:

Table anc Chart 7: Debt- Equity Ratio of NSDL and CDSL

Year NSDL | CDSL
2011-12 0.32 0.17
2012-13 0.25 0.24
2013-14 0.31 0.27
2014-15 0.33 0.32
2015-16 0.22 0.23
Average | 0.286 0.246

0.3
| 0.32
0.4 g g 3 =—CD5SL
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Analysis

The average delguity ratio of the depository institutions are gasted in table and chart no NSDL has
recorded highest debt-equity ratio0a83 in the year 20-15 and lowest in 20156 i.e. 0.2Z In case of CDSL, 2014 was
marked as highest withdebt equity ratio as 0.32 and lowest in the ye28.0The average de equity ratio of NSDL and
CDSL are 0.51 and 0.23t may be inferred that both the institutions am msing more de, though there is an
opportunity to rise. Hence, bothe institutions may take tax advantage wiaking advantage of leveragThe same

analysis has been graphically presentethe above chart.
Debt-Asset Ratio

A debt Asset ratio is a kind of leverage r, which measures what amount of total assets aradathfrom the
creditors rather than the investol$ revealsthe proportion of the company’s assets is funded fromnrdwings as
compared to the proportion of resources which aneléd by the investo Analysts use De- asset ratio to measure the
overall risk of the company. Companies whose -asset ratio is more than 0.5 is considered to ¢idyleverage, which
means the assets are acquired mostly from eittloet t'1m or long term borrowings. lower deb-asset ratio is considered

as symbol of sound financial stability of the comp.

Table andChart 8: Debt - Asset Ratio of NSDL and CDSL

Year NSDL | CDSL
2011-12 0.24 0.15
2012-13 0.20 0.19
2013-14 0.24 0.21
2014-15 0.25 0.24
2015-16 0.18 0.19
Average | 0.22 0.20

0.6
0.24
0.4 - . : .196
: —E—CDSL
0.2 _%ﬂ_& NSDL
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Analysis

The average del#quity ratio of the depository institutions aregmeted in table and chart n. We can see that
NSDL has seen consecutive growth in the -Asset ratio in 2013:5. The ratio was 0.25 which was highest in 201db
0.18 was thdowest in 2016. In case of CDSL we can see congieowth from 201-15 but 2016 the ratio dropped
0.19. The average debt-asset ratioN&DL ard CDSL was 0.23 and 0.2@DSL is showing a better sign of financ

stability as compared to NSDThe same analysis has been graphically presentheabove char
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Return on Investment (ROI)

Return on investment is a profitability ratio, whicalculates the profits of depositories as a pgagge of original
cost. It measures gains or losses generated amvastinent relative to the amount of money invesidis ratio helps to
review depositories’ profitability from the view i of shareholders funds. Higher the ratio beigethe income earning

capacity of the depository. Shareholders fund ihetushare capital and reserve and surplus durinfiridncial year.

Table and Chart 9: Return on Investment of NSDL AndCDSL

Year NSDL | CDSL
2011-12 20.52 16.16
2012-13 7.15 13.25
2013-14 12.68 12.65
2014-15 12.67 10.39
2015-16 19.66 17.31
Average 14.53 13.95

40

I\16.16 &1
30

"W 13.952
10.39
20 %% —m—CDSL
o s T5 o7 14.536
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Analysis

The table and chart no 9 shows a return on Investrag a percentage of NSDL and CDSL from 2012-16.

The profit which is taken for the study is post.t&he ratio shows the returns earned by the depist on their
investment. It is seen that return on Investmeriiath NSDL and CDSL is not constant. NSDL has acdehighest ROI
in 2011-12 at 20.52 per cent and lowest in the ®&#k2-13 at 7.15 per cent. The average percentage 14.536.
The Profitability of CDSL has continuously decrefsevhich affects the company’s competence levelatiegly.

In 2015-16 the companies ROI raised t017.31 pet asnhighest which means CDSL is improving its pabflity.

The lowest as marked in 2014-15 as 10.39 per ddwt.average was 13.952 per cent. Thus NSDL ishatter position
than CDSL. Hence, it can be inferred that NSDL ifeado earn more because of its volume of operatidine same

analysis has been graphically presented in theeabloart.
Return on Asset (ROA)

Return on asset is a profitability ratio, whichneasured in terms of the relationship between ngfit@and
assets. The ROA may also be called profit to assiet The ROA measures the profitability of theatdunds/ Investment
of a firm. It helps us to know how efficiently aropany manages its assets to generate return damnagticular period.
A positive return on assets is favored by the itorssas it shows that the company is managingsi$gta to produce a

great amount of Net Income.
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Table and Chart 10: Return on Asset (ROA) of NSDL and CDSL

Year NSDL CDSL
2011-12 15.6 12.87
2012-13 5.71 9.89
2013-14 9.67 9.04
2014-15 9.5 7.07
2015-16 16.12 14.05
Average 11.32 10.584
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Analysis

The table and chart no 10 shows the return on assgfpercentage of NSDL and CDSL from 2012-160gitjve
ROA ratio indicates an upward profit trend. Frora thble and chart no 11 it can be seen that bofbLNgd CDSL show
fluctuating trend in the ROA. ROA is continuouslgalining from 2012-15.In case of CDSL in 2016 itneased its
highest to 14.05 per cent and lowest was witnegs2815 as 7.07 per cent. The highest ROA of NSIs 6.12 percent
in 2016 and 5.71 per cent in 2013. The averageotfi NSDL and CDSL was 11.32 per cent and 10.584cpet.
So NSDL was more financially stable than CDSL.dhde inferred that the amount invested in assetdatively less so

the return is more. The same analysis has beehigedly presented in the above chart.
CONCLUSIONS

The Indian capital market experienced growth in teeent years with the introduction of demateratian,
which helped the capital market to gain recognitiorthe world. Indian Security market has growrtérms of trading
volume, security volume, depository participantggimediaries, etc. The analysis of NSDL and CD&k &hown that
both the depositors have been growing in terms efopmance and growth. The services like PledgeseBie,

STEADY reveals that depositors are uplifting tretatus to international standards.

NSDL has shown growth in terms total income, prafier tax, depository service center, total agakte, demat
companies, demat custody in terms of value, returinvestment, return on asset. We have seen divegmowth in
number of depository participants of NSDL.CDSL isrfprming better than NSDL in terms of the curreatio,
debt-equity ratio, debt-asset ratio.
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