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Abstract: A bank or company which holds funds or securities 

deposited by others, and where exchanges of these securities take 

place. In this paper we studied about Depositories, Depositories 
System and its role in role in the Indian Capital Market. 

Apparently a depository can be equally treated like a bank. 

Generally we open an account in a bank where our money is kept 

for giving us their services in money transaction mostly in a 

transparent way. Likewise, a depository holds shares, 
debentures, bonds and units etc of an investor in electronic form 

and offers their transactional services towards selling and buying 

of shares/stocks in stock market also in a transparent manner. 

 

I. INTRODUCTION 

 

n the simplest level, depository is used to refer to any 

place where something is deposited for storage or 

security purposes. More specifically, it can refer to a 

company, bank or an institution that holds and facilitates the 

exchange of securities. Or a depository can refer to a 

depository institution that is allowed to accept monetary 

deposits from customers. Depository is an institution or a kind 

of organization which holds securities with it, in which  

trading is done among shares, debentures , mutual funds, 

derivatives, F&O and commodities.  

 

Indian capital market has been witnessing rapid growth in 

recent past. However, this growth has not watched with 

supporting infrastructure to handle the growing volume of 

paper that has flooded the market, choking our existing 

system. This has caused problems like delay in transfers, long 

settlement period, high levels of failed trade and bad 

deliveries, high-risk exposure etc. These characteristics were 

normally the attributes of an under developed market . To  

overcome delay in forgerly cert ificates , mutilation of 

certificates , settlement, loss in transit, , stolen certificates, 

lit igation etc. a new system of trading, viz. Depository system 

was introduced, which facilitates investor to hold securities in 

electronic form and to trade in these securities. 

 

The needs for depository occur mainly due the following  

reasons: 

 

 Limitations of Physical Transfer 

 To ensure transparency in allotment of shares 

 Consolidation of folios & instruments . 

 Reduced cost of transaction 

 Centralised Systems in Securities Dealings  

 

The first depository set up in India is National Securit ies 

Depository Limited (NSDL) and is promoted by IDBI, UTI 

and NSE. 

 

Services provided by Depository 

 Transfer of securities, change of beneficial 

ownership 

 Corporate action benefits directly transfer to the 
Demat and Bank account of customer 

 electronic cred it in public offerings of companies  

 dematerialisation 

 rematerialisation  

 

 

II. DEPOSITORY PARTICIPANT 

 

In India, a Depository Participant (DP) is described as an 

agent of the depository or A Depository Participant (DP) is an 

agent appointed by the Depository. They are the 

intermediaries between the depository and the investors. The 

relationship between the DPs and the depository is governed 

by an agreement made between the two under the 

Depositories Act. In a strictly legal sense, a DP is an entity 

who is registered as such with SEBI under the sub section 1A 

of Section 12 of the SEBI Act. As per the provisions of this 

Act, a DP can offer depository-related services only after 

obtaining a certificate of registration from SEBI. As of 2012, 

there were 288 DPs of NSDL and 563 DPs of CDSL 

registered with SEBI. A DP can offer depository services only 

after it gets proper registration from SEBI.  Banking services 

can be availed through a branch whereas depository services 

can be availed through a DP. 

 

 

III. DEPOSITORY SYSTEM  

 

O 
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The Depository System is an improvement over the age-old  

scrip based share trading system, where shares were held in  

the form of physical share certificates. 

 

Under the Depository System, shares are kept in the form of 

electronic entries in the records of Depository. The share-

related transactions are also done electronically. The actual 

shareholders enjoy all their rights, viz., dividend, voting rights 

etc. 

 

NSDL: National Securit ies Depository Limited (NSDL) is an 

Indian central securities depository based in Mumbai. It was 

established on 8 November 1996 as the first electronic 

securities depository in India with national coverage based on 

a suggestion by a national institution responsible for the 

economic development of India. NSDL has stated it aims are 

to ensuring the safety and soundness of Indian marketplaces 

by developing settlement solutions that increase efficiency, 

minimise risk and reduce costs. NSDL plays a quiet but 

pivotal role in developing products and services that will 

continue to nurture the growing needs of the financial services 

industry.  

 

 

CDSL: Central Depository Services Limited (CDSL), is the 

second Indian central securities depository based in Mumbai. 

Its main function is the holding securities either in certificated 

or uncertificated (dematerialized) form, to enable book entry 

transfer of securities. 

 

Benefits of Depository System: 

 

 no bad deliveries 

 It enhances the liquidity of securit ies in the market.  

 reduction in transaction cost 

 It eliminates problems relating to change of address 

of investors, transmission etc 

 It makes faster disbursement of non cash corporate 

benefits like rights, bonus, etc. possible.  

 faster settlement cycle  

 no stamp duty on transfer of shares; 

 faster disbursement of corporate benefits like rights 

and bonus; 

 It eliminates problems relating to selling securities on 

behalf of a minor. 

 

Disadvantage of Depository System: 

 

 Discrimination between dematerialized and physical 

shares will affect transactions in the market. This has 

to be avoided. 

 Lack of control 

 Depository system is not effectively regulated by 

SEBI. This is evident from the fact that the Clearing  

and Settlement Corporation is not effectively  handled 

by the SEBI. 

 Complexity of the system 

 Promoters of some companies dematerialised shares 

in excess of the company’s issued capital. 

 Some listed companies had obtained duplicate shares 

after the originals were p ledged with banks and then 

sold the duplicates in the secondary market to make a 

profit. 

 

 

IV.DEPOSITORIES AND THEIR ROLE IN THE INDIAN 

CAPITAL MARKET 

 

All the functions of depositories are undertaken by NSDL 

with the help of electronic network. The magnitude of 

transactions of NSDL could be judged by the volume of 

transactions undertaken by NSE which has gone up multifo ld. 

This is no mean an achievement, especially when the NSE 

could overtake BSE within 10 years of its inception. 

Comparatively, BSE is 125 years old. Their role comes into 

play from the time an investor makes a decision on investing. 

Their role comes into play from the time an investor makes a 

decision on investing. In India, there are two depositories 

namely National Securities Depository Limited (NSDL) or 

Central Depository Services (India) Limited (CDSL) that are 

registered with SEBI. 
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