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A WHOLLY OWNED SUBSIDIARY OF CANARA BANK

‘Financial Services’ to 33.3 crore consumers and over 2.18
crore merchants registered with them, as of June 30, 2021.
Their 2-sided (consumer and merchant) ecosystem enables
commerce, and provides access to financial services, by lev-
eraging technology to improve the lives of their consumers
and help their merchants grow their businesses.

Date: 03.11.2021
One97 Communications Limited (“Paytm”) launched in Issue details
2009. It is India’s leading digital ecosystem for con- Price Band (Rs in per share) 2,080-2,150
sumers and merchants. It offers payment, commerce, -
cloud, and financial services through its payment app. Fresh Issue (in Rs. crore) 8,300
The high penetration in internet and smartphone us- Issue size (Rs in Crore) 18,300
ers has supported the company to grow at faster pace Offer for Sale (Rs in Crore) 10,000
due to attractive user interface by Paytm app. In addi-
. . . Issue open date 08-11-2021
tion, the app users can avail Banking as well as Non-
Banking financial services on the mobile application. Issue close date 10-11-2021
The company has market share of approximately 40% Tentative date of Allotment 15-11-2021
in the overall payments transaction volume, and 65% — . L
pay . °. Tentative date of Listing 18-11-2021
70% market share of wallet payments transaction in
India as of FY 2021. Total number of shares (lakhs) 879.81-851.16
No. of shares for QIBs (75%) (lakhs) 659.86 - 638.37
The company exhibits substantial growth in user base
0, =
and GMV since its inception within the Fin-tech sec- No. of shares for NIl (15%) (lakhs) 131,97 -127.67
tor. Moreover, the business is scalable due to high No. of shares for retail investors (10%) 87.98 - 85.12
convenience of digital banking. However, the issue is (lakhs)
available at P/B of 49.74x for FY21 which is expen- Minimum order quantity 06
sive. However, we recommend Subscribe for long
- term to the issue. Face value (in Rs) 1.00
| Amount for retail investors (1 lot) 12480-12900
3 pa g l m Maximum number of shares for Retail 90 (15 Lots)
:-E mm investors at lower Band
S Maximum number of shares for Retail 90 (15 Lots)
8 About the Company : investors at upper band
721 | One97 Communications Limited (“Paytm”) was incorporated |Maximum amount for retail investors 1.87 200-1.93.500
éé on December 22, 2000. The company is India’s leading digi- |at lower Band- upper band (in Rs) e e
tal ecosystem for consumers and merchants. Paytm offers
g . v ., y , Exchanges to be listed on BSE, NSE
Payment Services’, ‘Commerce and Cloud Services’, and
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Promoters

One97 Communications Limited (“Paytm”) is a professionally managed company and does not have an identifiable pro-
moter in terms of SEBI ICDR Regulations and the Companies Act, 2013.

Objective of the Offer
The objects of the Issue are:

e Growing and strengthening the Paytm ecosystem, including through acquisition and retention of consumers and
merchants and providing them with greater access to technology and financial services.

e Investing in new business initiatives, acquisitions and strategic partnerships.

e Sale of equity shares by the promoter group.

e General corporate purposes.
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Brief Financials *

Particulars (Rs. Cr) Q1FY22 FY21 FY20 FY19
Share Capital 60.50 60.50 60.40 57.50
Net Worth 6265.80 6534.80 8105.20 5724.90
Revenue from Operations 890.80 2802.40 3280.80 3232.00
Revenue Growth (%) 61.62 (14.58) (1.52) -
EBITDA (370.90) | (1767.30) | (2634.40) | (4366.10)
Net Profit / (Loss) for the period (381.90) (1701.00) (2942.40) (4230.90)
Net Asset Value (X) 104.00 108.00 135.00 100.00
Sales Per Share# 54.96 43.23 - -

PB# 20.67 19.91 - -
Price/Salest 39.12A 49.74 - -

Source: RHP, * Restated financial statements, # Calculated at the upper price band, “annualised price/sales

Industry Overview

Digitization changing the way people transact in India

Indian payment system has evolved significantly in since 1980. For a long time cheque clearing systems dominated the
payment landscape in India. The cheque clearing system underwent significant transition from Magnetic Ink Character
Recognition (MICR) in 1980’s to the cheque truncation system first introduced in 2008. In 2004, Real-Time Gross Settle-
ment (RTGS) was launched. RTGS is mainly used for higher value transfers that require immediate clearance. In 2005,
National Electronic Funds Transfer (NEFT) was introduced enabling transfer of fund between any two NEFT-enabled
bank accounts on one to one basis and in 2010 Immediate Payment Service (IMPS) was launched.

In 2008, National Payments Corporation of India (NPCI) was set up as an umbrella organization for retail payment sys-

tem. It is an initiative of RBI and Indian Banks Association (IBA) to create a robust payment and settlement infrastruc-
ture in India. In last 10 years, it has introduced various digital platforms and mode of payments such as:

e Unified Payments Interface (UPI): single mobile application for accessing different bank accounts, facilitates easy
transactions using a simple authentication method

e RuPay: supports the issuance of debit, credit and prepaid cards by banks
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e Aadhaar Enabled Payment System (AePS): Bank led model which allows online interoperable financial inclusion
transaction at PoS through the business correspondent of any bank using the Aadhaar authentication

e NPCI has also developed the National Electronic Toll Collection (NETC) program to provide for a digital payment
Ic_gggllc_m alt toll plazas across the country through a FASTag. All National highway toll plazas are mandated to have a
ag lane.

Evolution of mobile payment landscape in India
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Total digital payvments by value

Total digital payvments by volume

USS$ trillion Billion
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Notes:
Digital payments here include all categories classified by EBI including ECS. PPL, Card Payments, NACH. IMPS. UPL NEFT and RTGS

Source: RHP

This will be driven by growth in:

e Mobile payments, which includes mobile wallet and UPI. As unique mobile payment users increase from 252 million
in FY 2021 to 650-700 million in FY 2026, mobile payments expected to increase by 5x crossing 100 billion payments
in volume.

e Increasing digital payment adoption by merchants through POS machine, QR codes and payment gateway

e Digital payments being accepted by non-traditional merchants — e.g. vendors, each delivery person having a QR
code etc.

e Increasing penetration of digital banking products.

Mobile Payments

There are various ways in which payment can be done using mobile, some of them are:

Mobile wallets: It allows carrying cash in digital format. Customers can link credit card or debit card information to mo-
bile wallet applications or transfer money online to mobile wallets and use that for their purchases. Mobile wallets pro-
vide consumers with greater convenience, better security and control over expenses.

Unified Payments Interface (UPI): Rolled out in August, 2016, it provides a simple, easy to use digital interface. Powers
multiple bank accounts into a single mobile application (of any participating bank), merging several banking features,
seamless fund routing and merchant payments into one hood. It has single click 2 factor authentication that is aligned
with the Regulatory guidelines, yet provides for a very strong feature of seamless single click payment.

Mobile Payments by Value Mobile payments (consumer to merchant ) by value
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Notes: Includes UPI and Mobile wallet transactions

Source: RHP

In mobile payments consumer to merchant segment, Paytm is market leader in India. Paytm’s market share across
various mobile payment instruments:

Consumer to Merchant Consumer to Merchant Wallet Transactions

By Transaction Volume (FY 2021) By Transaction Volume (FY 2021)
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Digital Payment Adoption by Merchant

In India, 45 million have access to internet of approximately 65 million merchants. Merchants including medium and
small enterprises are rapidly adopting new age payment technology in order to offer hassle free shopping experience to
their customers. Digital payment mode at merchants typically include QR code, Point of Sale (POS) machines and pay-
ment gateway.

India Digital Payments Merchant Funnel

(#Merchants in million)
FY --CAGR (FY21- -——--- > FY

e N

No of merchants
Includes Traders, Other
Services, Kirana and
shopkeepers

Digitally Enabled
Merchants

Merchants with internet
connectivity

Merchants using QR for
payments

30-35
L

49%

Merchants using EDC for
payments

. ‘

4%

QR Code

Payment via QR code is a contactless payment method where payment is performed by scanning a QR code from a mo-
bile app. QR codes came as a revolutionary way to onboard merchants with the positives of lower acquisition cost and
scalability. Currently, over 97 million QR codes are issued. In October 2020, RBI mandated proprietary QR players to im-
plement QR code interoperability by March 2022 to facilitate seamless payments for customers.

According to RedSeer estimates, in FY 2021 there are 30-35 million unique merchants which are using QR codes for digi-
tal payments in India and expected to increase to 55-60 million by FY 2026. Out of all the players driving QR adoption,
Paytm has the highest QR code coverage amongst merchants. TPV of QR code is expected to increase from USS 40 bil-
lion in FY 2021 to USS 300-550 billion in FY 2026.

POS Machines

Point of Sale terminal is a hardware used for processing payments at retail locations. India’s POS device base has been
steadily expanding with 13% CAGR over FY 2017-2021. One of the biggest levers for strong POS deployment in FY 2017-
2021 period was demonetization in Nov 2016, which led to the adoption of alternate payment modes such as cards and
drove rapid POS adoption across merchants. TPV of POS machines is expected to increase from USS 94 billion in FY 2021
to USS 275 billion in FY 20262.
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Payment Gateways and Payment Aggregators

Payment Gateways and Payment Aggregators allow e-commerce businesses to process transactions on their website/
app. They allow payment acceptance through credit/debit cards, net-banking, e-wallets and UPI. A payment aggregator
facilitates only payments by connecting merchants with payment acquirers. Paytm is the largest payment gateway ag-
gregator in India based on total transactions3, for the fiscal year ended March 31, 2021, with the widest ecosystem of
payment instruments. TPV of payment aggregator is expected to increase from USS 170 billion in FY 2021 to USS 550
billion in FY 2026.

Regulatory initiatives driving digitization of payments and financial services

The Gol and regulators like the RBI, SEBI and IRDEAI have acted as enablers of “Digital India” through continual reforms
and encouraging innovation in the marketplace. Additionally, RBI’s introduction of payments bank licensing regime, wal-
let licensing regime, AADHAR universal identity and creation of UPI has contributed to digitization of payments.
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Competitive Strengths:

The ecosystem allows to address large market opportunities

Paytm has a wide addressable market in India across payment services, commerce and cloud services and financial ser-
vices. The market segments that they serve have a massive scale and growth, are significantly underpenetrated, and
have potential of technology to grow the industry. Their ecosystem allows them to address these multiple large market
opportunities at scale and gives them multiple growth vectors.

The trusted brand, scale and reach

Paytm brand stands for Trust, Convenience and Transparency. Paytm is available across the country with “Paytm karo”
evolving into a verb for hundreds of millions of Indian consumers, shopkeepers, merchants and small businesses. The
"Paytm" brand is India's most valuable payments brand, with a brand value of USS 6.3 bn, and Paytm remains the easi-
est way to transact across multiple methods. They had 33.7 crore consumers and over 2.18 crore merchants as of June
30, 2021.

The deep insights of Indian consumers and merchants

Paytm has developed unparalleled insights into the way Indian consumers spend and save, and the way merchants op-
erate their businesses. Each transaction on their ecosystem provides insights that help them improve personalization for
their consumers and merchants, which in turn improves consumer and merchant experience and the quality of their
engagement on the ecosystem.

The product and technology DNA

Paytm has an average engineering and technology team of 2,550 members and 2,471 members in FY 2021 and in the 3
months ended June 30, 02021. Their technology stack is built ground up and integrated across all aspects of their eco-
system which allows them to ensure that they are able to launch products and services quickly, build various features,
offer integrated and synergistic products, ensure system stability, handle large scale and provide highest success rates.
This significantly improves the experience of their consumers and merchants on their ecosystem. Paytm is the only pay-
ments company in India that, together with their affiliates, owns each layer of the payment stack. Paytm offer ser-
vices such as Paytm Wallet, Paytm QR, Paytm Soundbox, Gold investments and Fixed Deposit, Paytm Postpaid, Mer-
chant Cash Advance and FASTag.

The network effect creates sustainable advantages for Company
Paytm benefits from self-reinforcing network effects, which leads to low acquisition costs, higher monetization and life-
time value of consumers and merchants, and better economics across their offerings.
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Risk Factors:

Competitive Intensity

The high attraction of users towards digital payment apps will provide opportunities to many domestic and international
players to enter into the digital transactions sector offering digital transactions such as bill payments, buying insurance,
credit cards payments, movie/ flights/ trains ticket bookings, etc. with discount/ cashback/ promotional offers to attract
customers and gain market share. Banks offering digital payments app can leverage its customer base to gain market
share.

Regulatory Risk

The Digital payment being one of the emerging sector is susceptible to government intervention in terms of permitting
the transaction limits, fees/ commission charges, services offerings. An unexpected ceiling on charges of digital transac-
tion payment method can impact revenue growth and profitability of the company adversely.

Loosing companies offering services through app

Paytm has many tie-ups with companies that offer various products/ services through its portal/ app. So, if such compa-
nies divert towards other payment apps having high customer/ user base and charging less commission/ brokerage.
Then, this may adversely affect the revenue streams of the company.

Loosing merchants

Transactions made through Merchants are one of the key revenue streams for payment apps so if merchants are
attracted by other payment apps in terms of better services, high-end technology devices can lead to reduction in mer-
chants.
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Failure of Technology

Technology plays key role in carrying a digital transaction and has to be kept updated timely, Failure to do so can lead to
increase in transaction failure/ rejection and may lose the users dependency on the app/ website to perform a digital
transaction. In addition, having loss or theft of user’s data can be reason for customer to switch to more secured pay-
ment apps.

OUR VIEWS

One97 Communications Limited (“Paytm”) launched in 2009. It is India’s leading digital ecosystem for consumers and
merchants. It offers payment, commerce, cloud, and financial services through its payment app. The high penetration in
internet and smartphone users has supported the company to grow at faster pace due to attractive user interface by
Paytm app. In addition, the app users can avail Banking as well as Non-Banking financial services on the mobile applica-
tion. The company has market share of approximately 40% in the overall payments transaction volume, and 65% — 70%
market share of wallet payments transaction in India as of FY 2021.

The company exhibits substantial growth in user base and GMV since its inception within the Fin-tech sector. Moreover,

the business is scalable due to high convenience of digital banking. However, the valuation appears to be expensive at
P/B of 49.74x for FY21. Thus, we recommend Subscribe for long term to the issue.

Sources: Red Herring Prospectus
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Analyst Certification
Well, Sankita V, MBA , Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report
accurately reflect our views about the subject issuer (s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related
to the specific recommendation (s) or view (s) in this report. It is also confirmed that above mentioned Analysts of this report have not received any compensation
from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the
report.

Disclosures and Disclaimers

CANARA BANK SECURITIES LTD (CBSL), a wholly owned subsidiary of CANARA BANK; is a SEBI registered intermediary offering broking services to its institu-
tional and retail clients; we also run a proprietary trading desk. CBSL is member of BSE & NSE. We are registered as RESEARCH ANALYST under SEBI
(INH000001253). CBSL or its associates do not have an investment banking business. Hence, they do not manage or co mange any public issue. Neither CBSL nor
its associates, neither the research analysts nor their associates nor relatives (i) have any financial interest in the company which is the subject matter of this re-
search report (ii) holds ownership of one percent or more in the securities of subject company (iii) have any material conflict of interest at the end of the month imme-
diately preceding the date of publication of the research report OR date of the public appearance (iv) have received any compensation from the subject company in
the past twelve months (v) have received any compensation for investment banking merchant banking or brokerage services from the subject company in the past
twelve months (vi) have received any compensation for any other product or services from the subject company in the past twelve months (vii) have received any
compensation or other benefits from the subject company or third party in connection with the research report. (viii) Research Analyst involved in the preparation of
Research report discloses that he /she has not served as an officer, director, or employee of subject company (ix) is involved in market making activity of the compa-
ny.

We shall adhere to SEBI guidelines from time to time.

We may have earlier issued or may issue in future reports on the companies covered herein with recommendations/ information inconsistent or different those made
in this report. We may rely on information barriers, such as "Chinese Walls" to control the flow of information contained in one or more areas within us, or other are-
as, units, groups or affiliates of CBSL. The Research Desk does not solicit any action based on the material contained herein. It is for the general information of the
clients / prospective clients of CBSL. CBSL will not treat recipients as clients by virtue of their receiving the research report. It does not constitute a personal recom-
mendation or take into account the particular investment objectives, financial situations, or needs of clients / prospective clients. Similarly, the Research Desk does
not have regard to the specific investment objectives, financial situation/circumstances and the particular needs of any specific person who may receive it. The secu-
rities discussed in the report may not be suitable for all investors. The appropriateness of a particular investment or strategy will depend on an investor's individual
circumstances and objectives. Persons who may receive the research report should consider and independently evaluate whether it is suitable for his/ her/their par-
ticular circumstances and, if necessary, seek professional/financial advice. And such person shall be responsible for conducting his/her/their own investigation and
analysis of the information contained or referred to in the research report and of evaluating the merits and risks involved in the securities forming the subject matter
of the reports. All projections and forecasts in research reports have been prepared by our research team.

The client should not regard the inclusion of the projections and forecasts described herein as a representation or warranty by CBSL For these reasons; The client
should only consider the projections and forecasts described in the research reports after carefully evaluating all of the information in the report, including the as-
sumptions underlying such projections and forecasts. Past performance is not a guide for future performance. Future returns are not guaranteed and a loss of origi-
nal capital may occur. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to
change without notice. We do not provide tax advice to our clients, and all investors are strongly advised to consult regarding any potential investment. CBSL or its
research team involved in the preparation of the research reports, accept no liabilities for any loss or damage of any kind arising out of the use of these reports. The
technical levels and trend etc mentioned in our reports are purely based on some technical charts/levels plotted by software used by us and these charts/levels are
believed to be reliable. No representation or warranty, express or implied is made that it is accurate or complete. The recommendation expressed in the reports may
be subject to change. The recommendations or information contained herein do/does not constitute or purport to constitute investment advice in publicly accessible
media and should not be reproduced, transmitted or published by the recipient. This research reports are for the use and consumption of the recipient only. This
publication may not be distributed to the public used by the public media without the express written consent of CBSL. The Research reports or any portion hereof
may not be printed, sold or distributed without the written consent of CBSL. The research report is strictly confidential and is being furnished to client solely for cli-
ent’s information, may not be distributed to the press or other media and may not be reproduced or redistributed to any other person. The opinions and projections
expressed herein are entirely based on certain assumptions & calculations and are given as part of the normal research activity of CBSL and are given as of this
date and may be subject to change. Any opinion estimate or projection herein constitutes a view as of the date of this report and there can be no assurance that
future results or events will be consistent with any such opinions, estimate or projection. The report has not been prepared by or in conjunction with or on behalf of or
at the instigation of, or by arrangement with the company or any of its directors or any other person. Any opinions and projections contained herein are entirely
based on certain assumptions and calculations. None of the directors of the company or any other persons in the research team accepts any liability whatsoever for
any loss arising from any use of the research report or its contents or otherwise arising in connection therewith. The information contained herein is not intended for
publication or distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination, distribution or copying of this communication is
prohibited unless otherwise expressly authorized. Please ensure that the client has read “Risk Disclosure Document for Capital Market and Derivatives Segments”
as prescribed by Securities and Exchange Board of India (SEBI) before investing in Securities Market. Please remember that investment in stock market is subject to
market risk and investors/traders need to do study before taking any position in the market.
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