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Fmanclal Institutions Reforms
and ExpansIOn (FIRE) Project

Price Waterhouse LLP

August 13, 1998

Mr 0 P Gahrotra
Semor ExecutIve DIrector
Secuntles and Exchange Board of India
Mittal Court, 'B' Wmg
NanmanPomt
MumbaI 400 021

Dear Mr Gahrotra

Sub Corporate Disclosure Practices

128 T V Industnal Estate
Worh Mumbal 400 025

Telephone 4946630 4963599
Fax (91 22) 4963555

•

As part of Its technIcal assIstance to the SecuntIes and Exchange Board of India
(SEBI), Pnce Waterhouse LLPIFIRE Project has commIsSIOned a study on the
corporate dIsclosure practices by The Institute of Chartered FmanCIal Analysts of
India (ICFAI) A survey of retaIl mvestors, stock brokers, opmIOn makers, FIls and
other mstItutIOnal mvestors was done by ICFAI The study also focused on
obtammg necessary mformatIOn from stock exchanges A questIOnnaIre was
adImmstered to about 450 Investors across seven cIties In addItion, case studIes
were conducted of SIX IndIan companIes ofvarymg standards ofdIsclosure to
understand the relationshIp between the qualIty of dIsclosure and market
capItalIsation

ThIS study was conducted under the supervIsIon ofMr MIchael Sommer, SecuntIes
Attorney WIth over 14 years ofexpenence m the US SecuntIes Markets and a PW
LLPIFIRE Project consultant Mr Sommer was assIsted by
Mr R N K Prasad, Semor Market SpeCialIst and Ms Nitya Subramamam, an
mtern WIth FIRE Project

PURPOSE OF THE ASSISTANCE

The IndIan capItal markets suffer from a lack of mformatIon because many
compames do not prOVIde mformatlOn on an ongomg baSIS Further, the market IS
harmed because eXIstmg dIsclosure reqUirements do not proVIde for the WIde
dissemmatIOn of mformatIon Fmally, the ongomg reportmg that IS reqUired by
eXIstmg laws and regulatIOns falls short of mternatIOnal standards for corporate
dIsclosure

A market that IS fair and transparent, where share pnces are based on accurate
corporate and finanCial mformatIOn, reqUIres contmuous dIsclosure by compames
The Improvement of ongomg dIsclosure IS a pnonty as the IndIan capItal market
moves forward
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CONTENTS OF THE REPORT •The report covers the findmgs of the survey related to opmIOn ofvanous classes
of users, a companson wIth the eXIstmg practIces and the gap between the two
The results of the case studIes are also mcluded m the report Fmally, the report
mcludes recommendatIOns made by the FIRE Project for Improved dIsclosures
WhICh are broadly

• Includmg general and certam types of addItIonal mformatIOn m the annual
report,

• Strengthemng the enforcement mechamsm to ensure comphance WIth
dIsclosure norms and,

• CreatIOn of a dIsclosure department withm SEBI and centrahsed InformatIon
depOSItory at two levels - one withm SEBI and the other at the stock exchange
level

NEXT STEPS

We beheve that SEBI WIll benefit by the aforesaId study commISSIOned by the
FIRE Project In order to effectively utilIse the findmgs of thIS study and Improve
the corporate dIsclosure practIces we beheve, SEBI should take the followmg
steps

I Study the eXIstmg processes m the preparatIon and fihng of reports and cost of
comphance WIth the eXIstmg dIsclosure norms,

11 Make a comparatIve study ofmternatIOnal practIces and the IndIan norms and
If found necessary bndge the gaps,

111 Set up a centrahsed mformatIon depOSItory and dIsclosure department on the
hnes ofthe FIRE Project recommendatIOns as per thIS report for effectIve
collectIOn, analySIS and dissemmatIon ofmformatIOn

IV Conduct a study on the process Involved In the preparatIOn and fihng of
statutory reports

Upon readmg the report should you have any questIOns, please call at Tel Nos
4973216/3238,4946630/4948718

SIncerely yours, ~ JA

vi ~ ¥~ ~VV\r
W DENNIS GRUBB
PRINCIPAL CONSULTANT CAPITAL MARKETS
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A~s,stance to Securrtles and Exchange Board of India
Swvey on cOlporate disclosure practices

I EXECUTIVE SlJMIVI t\RY

August 1998

i II11Lh <.lJ,>cIo~uIL oj dllUldtL 1I110Jll13tlon and dl\\Clllll1,ltlon of 1ll1tLlIdi IlltormatlOn
to the m~lIkd die thL "tllLnl fL<ltl1lL~ of a fair allu 11 Hl\palLllt \LlUIltle~ markct
Imc'ltor confldencc m thL m \I kct 1\ derIvLd from av,lll.1hJllt\ of rLlIdblc mformatlon
about IS~ULI \ on an ong0111g h,hl <,

Thl glOwth ot capltdl 111,11 ht 111 IndI3 1\ ,lcLomp3PILJ b\ thL \prlaU of Lllu1ty
0\\ IlLl\hlp ttl d Luge p,lIt of tilL coulltn Ill\c,>tor<, - rdlll I'> \\e11 .1'> Ill\lltutlollal ­
wIth \dljIllg nLed\ PILILlLl1lL\ ,ll1d amount of \luplu\ Il,{H1,LL\ 1\ ul,lhk ha\L
mcrea'>mgh paltlupatLd m thL dLLDulll1g ,lI1d \\Idenmg 01 L,lpll,l! 11111hLt 111 IndlJ
De<;pIlL the<;e dc\ elop111Lnh lhL I <;\ues of corpOl atL 1I1f 01 11la1Jon JI \llo<'llfL Jnd Its
l\dIlabIllt\ to IIl\C\tOI\ 1M\\.. not heen given '>Ujfi CILIlt ,ltlLntlon 111 Inuld Non­
avallabIlltv at adt-guate and qllllltJtlve corporate Il1forJllJtlon hJ'> c{)nSe4ULIlCL~ on the
etfiLlencv at a market ~ allocatloll at resources and lI1ve~tor confidellce

Gl\ en the fact that mve~tor confidence 111 the IndIan secllIltlcs mar ket IS at It~ lowest
ever thcre IS a dIle need tor
• Improvement 10 standard,> of disclosure
• fOi one 01 mOle publIc dLpo~ltone,> to be set up lor collection mOIlItollng and

IeVle\\ of Issuer repOi ts and other mformatron
• tor an enfOicement mech 1Il1<;m whIch enables SWift Lorrectl\e action to be taken

b\ a centtal Iegulatol) 3uthollt\

As part of ItS assistance to scm and With the ob]ectl\ e~ of
• Identlfymg gaps 10 the mfOlmatIOn reqUIred b\ the end users cpd c\.lstmg

disclosure norms, and
• determmmg \\-hether a lclJtIOn~hlp e,(l~ts between the k vLl at dlsclo~ure~ b)

compaI1ICS and their III 31 kLt capltalIzatIOll thL rIRf Project ha~ comml~sl<.med a
suney by the InstItute ot (harteled Fmanc13l Analy<;t'> ot India ocr L\I) to

* to reVIew the ptCSLnt disclosure practices oj cOlpOiatc films mIndlJ and to
Identify the madLqllacles m the quantlt\ 1nd qualItv at corporate
mtormatIOn avaIlable at present

* to analyze the COIpoldtc mformatron reqUlrellllnb ollIlve<;tOls
* to analyze the frequLncy and medIUm of dlSclo\ulcS
.t to suggest mea'>lIll \ to Imorove the corpordte dl'lL1o'>ure practices 111 India

fhI" I epOl t rL VILws the \w<.h tindmg~ ,lIld tIl... PRE PlOFct rLL()mmenddtlOn~ to
S[BI to 11ll,JrO\l the e'l tmg dl"c!n"ure n'Jrlll<' and to 'leI up d lLl1tlalI7<..d lllfollllation
d(~:lO~lto'\ ,II <"1 rq ,ll1d I" '-.1 H k L\.ch tIlgL:> f( I \ fiiuLl1t 11111111' 1tlon coll....ulOn and
'!.<;'-C t1 dJ' It Ie n

-------------------
PwCIFlPE Pro}( c'



/J.ss.stance to Secuntles and Excl ange BOard of IndIa
Survey on corporate dIsclosure practices

A STUDY lYiETIIODOLOGY

Augu5t 1998

\ <;une)' \\as conduded h\ Il r /II m aSSOCiatIOn \Hth r IRL P101Ld \m '>cvcral
dl<;cIo:::.U1 c related Is<;ue,>

The Plethodologv emplO\Ld \\clS an 1I1dependent survey ot end U<;CI:. 01 1I1tormatJon
\ IZ I etad II1\CStOI s lll"t'1utlonJl ' 11\ estors - domestIc dnd foreIgn "lnck hrokers
sloc1\. e\.chdnges and Opll11011 l11akel~ \\a~ conducted The OhjLc11VL \V I" to JnalV/L
and Lompare the le,>ulh 01 IhL ,>Ul\ c) to the e),.lstmg dl..,~lo'>lIlL PlclctlCL'> hung
toIlO\\t"d h compal1lc.., OPLI Illllg III India and to 'dentlh g1p'" III the'> Ime

fhl" sUlvev wa'> compkmcllLd hv c,!,>e :.tudles on Sl\. IndIan COmpal1lL.., fhL'>L alc
clJssJ1ied as LOmpal1le..,
• ""hose disclosure standald., ale hIgher eIther because

* the company Ins tapped Il1ternatIOnal capItal maIkets
* the company has voluntanly adopted mternatIOnal standard~ lor dl~closure

and
• Compa11les whIch 1fe medlllg the e\.Istmg dIsclosure requlI ement'> under IndIan

Iav. s and regulation'>

B SURVEY FINDIl\GS

The detailed analySIS of the IL'>ponses to the questlOnnane along WIth the case study
observatIOns and recommendatIOn:::. IS enclosed m Appendl\. I The findmg:. m brIef
aIe as below

1 Inform thon Disclosure

The respondents of the ,>ur\ e\ found the foIIowmg additIOndl mtOl matlon a<; havmg a
materIal mfluence on. thell 111\ L~tment deCISIons and hence desned dIsclosure ot the
same by Issuel s

(I) J)1',c1osures In Annual Report~- l\1<mddtOI")

• The dnnual report ..,hould mclude a hIstorIcal background ot the compJny and IL'>
bu,>me<;s m OIdei to ImOIO\ e the understandmg of the finanCial <;tatements

• }-lIStOlICdl ddtd fOI tlk 11'>' live ve Irs should be gIven to enabk analvzlI1g \)1 trend..,
,I'ld lelatlOll'lhIJJ.., tt) pILC1,L1 tJtUlc. edlnmg'>

• P1e tOIlO\Vlllh <Ide! IIO!) 11 dl"Llo<,urL~ '>hould be mad..:' on C\),l,Utlhk.., \\ lrl 1Ill'>

md '>tock. opt1 )Ib

* Fulh dJlutu1LP", <I'> J!Lr the Intel natIonal ACCOUI,tl11g "'tdnd lid

PwC/FIKE PIO)"'ct



Assistance to Secuntles and Exchange Board of India
Survey on corporate disclosure practices

* ~harcholdmg p.lttLin post convcr~lOn
* Due datt.<; of t.onVU'>lon
* OptlOI1'> e,\uu'>ld III the Cdse of '>tock optIons

• The follo\'vmg detalb dbo'1l1mport5 and e'<ports ')hould be gIven
* Percentage ot total ".lle~/ purchases
:I' Countnes of e'\polt/ Import
:I' CUll encle') to \\ hllh thcrc IS n~k e'<j1osure

August 1998

• Ott b.llanee ~heet HLlm 1\,.!Lquate dlSdo\ures \hould be 1l1.1de Jhout the IdentIty
financIal Impact Il'>b dlld ohlJgatlon~ Ic<;ultmg from the followmg o1f balance
sheet Items

* Leased aSSL t '>

* Contmgent lJabJlltlL'>
* Fmanclal mstI umLnts m the nature of oft balance sheet Items

• Management analvsls of the financIal statements usmg key latlOs should be
gIven RatIos such as Eall1mgs Per Share (EPS) Return On Net WOlth (RONW),
Deht EqUltV RatIO (DER) and Current RatIO should be mcluded It should also
mclude comments on ca~h flow statement

• Share performance A gl Iph of the share pnce movements dunng the reportmg
penod agamst BSE or am other SUItable mdex must be mcluded It should also
dIsclose volumes ot tIadmg

• The followmg detarls of llnestor complamts should be mc!uded
* Number of complamb lecelved dunng the reportmg perIod
* Number of complamts ~ettled

* Number of complamb pendmg for more than 30 da\ S
* Number of complamh Ieceived as a percentage ot number of shareholders
* Nature of complamts

(II) DI<;c1osures In Annual Reports - OptIOnal

• Forward lookmg mformatlon WhICh would help users to forecast for themselves
the company'<; financIal future

• A rI<;[.. management franll\\ork mdV be developed and dIsclosed cO\enng major
mttfndl a'1d external "I~k.<., <.,ut.h as bU')lJ1css rIsk finanCial lI"k mtere~t rate fIsk
.U1d fOILlgn ~'\ch1l1ge 11'>1, lhc fJaI11t:wOlk e.lI1 tllLlulk both policy dnd
pedorn'.U1ce pal ,1111\ tLr<,

• lntoll11JtInl1 on hIgh ll1d 1\ 1\\ ,)1 "hart. plICC dUlm~ th\. rq)ortmg plrIod

PwCIFIRE Project



ASSlsfdflce to SecunllPs and Exchange Board of India
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(III) I>I,dosure~ m QUdrterly and Other Repol ts

• CompaIlle~ "l~ould 111<111 th\. "L- rcport<; to the <;hareholders on a mandator) ba<;Is

• Ratmg on all fi\.eJ meon1\.. \CUIlItIes I<;<;ued by a company should be dlsclo<;ed on
a quarterly ba"l~ changc" 111 rdtll1g<; and ratmg agency should be disclosed on the
prcun enL-e of thc c\ lilt

• QuartcIly r~pOlh "hould III <ltldltLd <ll1d drawn up m tIle same fOl mat a" the
Annual Report"

• Note':> to summal\ of lL\u1h publIshed on a qUaIterly ba':>l'> <'hould 1I1clude
c\.planatlOns about \lgl1J II L111t deVIatIons trom perfOnllanCe dUlIng the p. ev lOu~

pellod for whIch com p II 111 \ c figures aI e dIsclosed

• Penalties If any 1l11pO"Ld b\ regulatory authontles for non-complIance or
VIOlatIOn of norms ~hould he disclosed on a quarterly baSIS

2 Infol III ltlOn DlssemmatIOn

• The sUlvey found \\ lCIL- dl\pant\ 111 the dIssemmatIOn of ll1fOlmatlon to different
categones of ll1Ve~tols - the FIls and other InstItutIonal InvestOl s are perceived to
be gettll1g the best 111 telm" ot qualIty analysIs and volume and the retaIl mvestors
the least, often Ju~t an outdated Annual Report The dIfferent categones of
mvestors are theretOl e 111 unequal bargammg pOSItIOns ThIS often forces the
small lI1vestors to Ie" on market rumors, broker recommendatIOns etc whIle
makmg mvestment deCISIOns

• No mechamsm e\.I"h to Ln<;ure qUlck dlssemmatIOn of pnce sensitive matenal
mformatIOn With no Plovl<;lon for share ownership reportll1g by directors,
officers etc to SEBI It \\ \\ telt that ll1slder tradmg IS rampant

• The medIUm at dl<,L!O~UIL 111 India where multiple agencies aI e 1I1volved falls to
dls~emmate corpor It<.. ll11 01 matlon 111 an effectIve manner to all the 1I1ve<;tor~ on a
real tIme baSIS Though thc pnnt medIa and the magnetIc media have grown m
terms of SIze and COy u agl the dISSemll1atlOn mechamsm IS far from etfectlve

• The surVCy IcveakJ 111<11 1110\t 01 the stock e'\change<, do not have the leqUlred
ll1fI ,1':>truLture to 11...\ II... \\ pi 0\..1'::"'" md dl<,':>emmate Il1tormdtlon ha<,cd Of' filIng~

made by I<;SUCI" fll\. 1 (l_" L\.Chd'1gl~ however agrce that the\ mu... t take the
lesponslbJllt\ 10! dl"\1I1.Jllltl m ,,1 1111ormatlOl1 to l1l\t.<'lor<;

... The '>L1l ve\ abo rt. \L lll,J lit It thl... h"I mg fet. collected hv the e\.chcll1gc" I'> JlLyuate
to COVl.l the cu'-t ... (ll 1",0\ 1\.1 111...'. lIch "en ILl.

PwC/FIRE Protect



AssIstance to Secuntles and Exchange Board of IndIa
SU/veyon corporate dIsclosure practIces

"' rnfOllulH.nt

August 1998

• I ad\. ot penal rICH l'>lOll<; tOI nnl1-l01l1nllan<..~ IS llted a<; one of the mam leason<;
1m pOOl 111101 111.lt1011 dl""LI111l11tlOl1 <Ind noor qll::,llty oj (h<;cIo~ulc<; 1 he fihngs to
be 111dde hy Is<;ucr<., a'> pu thL hstmg Igrcemenl ate not enforceahle hv the '>tock
c'<changes 1 he onlv dl d"tlC '>tcp that tIll- stock e\.changes can takt. I::> dehstmg
Howevl-r, this hlllt~ the m\ L::,tOI s more lhan the l,><.,ucr<;

• No clctlon C.il1 he t.lI\.Ln b\ SCBI on l'>"Ulf'> who h,l\c val1i<;hed \\ Ithollt J trdce
,11 tel IaISll1g l11nd" tJ110ugh puhhl I'>"lIL"

C FIRe PRo,rc T RECOMMENDATION';

Based on the detmled "UI\L\ Icporb It,> observatIOn on the eXlst1l1g JI<.,c1o~ure

practIce'> and the additIOnal dl"closures suggested by the Bhave Committee the FIRE
Project makes the tollO\\ 1I1g ILLommendatlOns

1 Impro\ lmcnt In Information Dls<;cmmatlOn

At pre'>ent SFBI doe~ not legllIate 01 leqlllre ongomg dlsclosure~ bv I~~uers Issueis
are required to comply \\ Ith Ill1ancIaI repOltmg provIsions as per the Companies Act,
1956 In additIon SEBI dlllLtS stock e'<changes from tllne to tIme to amend hstmg
agreement WIth the Issuers to mcorporate clauses for addItIOnal dIsclosures to be
made The stock e\.changL'> ho\\ ever lack the proper mechanism to enforce
complIance WIth lIstll1g agleunent reqUIrements In order to unpro\e the e,<lstl11g
l11fOrmatlOn collectIOn and dI,>,>enllnatlon mechal1lsm FIRE Project lecommends

• that contl11ull1g dI::,L!O<;UI L'> should be brought under the e'<cIusl\ e PUl\ lew of
SEBI

• settl11g up ot Information Deposltones .1t t"",o levels
* In SEBI at the national level
* In stock exchange,> .1t the regIOnal le\ eI

Issuels should be lcqum.d to file report'> WIth SEBI and the stock exchanges
whele the shares aiL It..,tcd These ~hollld be reviewed mOl1ltored checked for
accuracy and consI<.,tenC) by tIall1ed professlOnab to be emploved/outsourced by
them ')EBI and stock e\.lhanges should be re::,ponslble for plOmpt diSSeml11al10n
of matelldll prH.e SCI1'>ltlVL II1tOl matlon received by them

• ';EBI ..,hould 1<;<.,llL gUltklIncs to all <,loch exchan!!e<; lOr sc1tll1g un of a publIc
lefcICnCl, tauhty on 1 I1l 1l10dtOf) b<I'>''> ~[BI 1'10 the stocl-.. e'CI1Jnge'> '>hould
h 1\ C a hOI11L p<lgL 011 tilL IJllunLl to which all fi!Ipg::> l, 111 b2 pO<;ILd

• "h llC oWI1Lr"h,p lLpll tlllL II1d lCPOltll1g of movement of <,h lrLholdlllg b\ dltLc1<)l'

ll111 otfi"er, \ Ilo 11 1\ L "U 1
1 I ll111al l1111 ..Jl2,Lr 1\ D,1W<.r, o( a LOl11P In\ "hould Ix

made mandatorv I hi'" \\ ill allmv thL market to tlJLIt. ll1'>tclu tl,Hlll1g Jnd thu,>

PwC/FIRE Projed
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ple\ ent the pJaCtlCL 1 lIll her audltor<., ,hould bL pI u.luded lwm holdll1g ::,hare...
of the compame, \\ho<.,L lLLollnt~ ~lIe •.lUdltcd In thLm ;\11 iJ<.,tLd lompames dlC
lIlgLd to adopt ,I LOde of wnduLt for preventIon of 1Il<.,lder tr,llill1g whllh -,hould
un LI the follo\\ IIlg <., lliL 111 I1(1 lilts

* Pd <.,on~ 10 \\ hom the rules under thL code 01 eonduc.t would be
apphlablL

* Defimtlon::, 01 In::'ldu unpubh~hed pm.e ,>ensltlvL miOlmatlOn and
dedlmg III ... h,1IL<"

* PlOh'bltlon on dLJlll1g cOll11l1ul1Icatlng Of Loun::,ell11g
* PlOlLdlllL<., 101 de,lllllg 111 the ...hares of the LOn'pan'y by L1nployee"l and

...CI1IOI 1111111gLl11Lnt
* PWhlbltlOIl 101 dedllllg III ,>hare,> belOlL lI1d aftLl thL end 01 d quarter

,md belOlL dl1d ,litel d Board mectmg
* RepOlt to 130 1111 of DIrectors of the Companv and SEB!
* Penalty 101 \ wlltlon

• that SEBI undel take a dLiaI1ed analysIs of the e\.lstl11g norms procedures and
processes and II1fOll11.ltlon tlo\vs and cost of comphance wIth such practIces to
establIsh cost-benefit alnh ... IS

• that SEBI should takL nolL of the IeqUlrements of the lllvestor-, as eVIdenced by
the survey findmg::, cll1d Implement such findl11gs as ma\ be found fit

2 11111)) 0\ unents In Enforcement Mechamsm

FIRE PloJect Iecommend::, th It SEBI should bnng 111 such measures to regulate the
secUlIties mark.et as 'Would Lnlble It to emerge as a slI1gle highly VIsIble authonty
whIch can functIon mdLpen<.kntly wIth a strong statutolv baLklllg

• SEBr should tak.e up StudlLS to find out the present status and whereabouts of the
plOJects and promotLls 01 Hound 4000 publIc Issues made dUrIng AprIl 1992 and
March 1996 IdentIfv thL t1y-by-l1Ight operators flOm among them and take
exemplary pUl1ltlve lctlon agamst them Pumshment should Il1clude Impoundll1g
of I::,sue plOceeds tI 0111 thL plOmoters and refundll1g the same to the II1vestors

• Follo'Wmg altell1atl\ L::' C...ln he consIdered to weed out the numerous J11Jquld scnps
h,t<..d on the stock. e\.chJllges

* Pel mIt promotel " to bm bdCk. the ,hares
'" Before deh<;tll1g thL ::'CIlP~ make It m~lI1d,ltolv for the plomoter::, and

merch...lnt bankLl<" til make an opLn uffel to all the Il1ve::,tl)I'> to plllclllse the
"lldfL<" 11 d dLlLlll1lll~d plKL

• '-,CBI "houle! t'gh1t.n tilL. l]l)IIl1'> tnl ne\\ 1<.,"Ut.-<" \.. Ol1lp \11K" \\llh no tl ck fecOId
"hould be 3110\ ~d to 11'>[, 11\ It the () rCCI

PwC/FIRE ProJert PJge 6



AssIstance to Secuntles and Exchange Board of IndIa
Survey on corporate dIsclosure practIces August 1998

• that "EBI "hould pLlIOdlL IIlv pllblI<;h/wldely dl%Cmll1Jte II1fOlI11<1tlon to lI1\te,>lOl~

on ddall,> 01 non-colllplt 1I1LL h) It<;tcd compallle'> ~uch puhlIcl1v \"ould Jet <1'> a
~lrong detcllent 10 \ Illiltlon of nOlms h; IS<;lIer<;

• th..1t I;)EBI ~hollld dld\\ up J penalty stlUeture fOI dlffelent categone~ of non­
complIanLe dnd Lnlo!LL thL '>dllle qUIckly and mc1lCUIollsly ror tim, to be
effcc1lve 'SEBI "hould Ix lIl11cd \\ uh .ldeqllatc powcr" to 11ll1Iatc clll11mal actIOn
and to h.l\C a I11Lch 1Il1 m 101 L]lIKk ledle~<;al of lI1vc....1or gnC\anLc.... 1hI .... may Ix
enahled If ~rBI I .... \L lLd wIth the pov.er<; of a 11\11 lOUlt undlr CodL of CIvIl
Plolcdure,>

• P1anJgcl11cnt md llid ItOI '> ,>hould he held aClollntclhk III 01 der to pi cvent
compallltS 110111 gl\ Illg 1ll1,>lccldlllg InformatIOn

PwCIFIRE Project Page 7
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II. BACKGROUND

August 1998

A marl-..et tl1<1t I'" t<m <llld tlll1 ... palent \\hell- shalc pllCCS aiL h 1<;Ld on <iLcuratl
LOlpnr<lte Jnd finanual 1I111111111tlon rlqUlrL~ LontmuOll<' dl<;c]mUlt. t,y lOmpal1le<;
Full Jnd tall dl,>clo<;urL I'> l '>'>l11tl<11 tOI the m<ll ket to '>L.l VL 111\ t.~tOI<' <ind <1110\\- faIr
PIllC<; 10 hI:, e~tahhshed

The lad.. ot avaIlable mlol md[lon <ind tIll. 1I1adequatL qualIty of L'd,>tmg II1l1l1 matlO'1
<llwlIt publIc lOmpal1lLc, huc, ....LrIOlh L011<,equenLes fO! the Indl<lJ1 L1Plt.11 market
<. ullenth theft. 1<; <i IJck 01 tldn<;pJICncy m tbe l<.1pltal mJlk.et fbl<, \<, tktllmLntJI to

<111 1m L~t()l<, dnd ultll11atL" to [he compalllc<; themsel VL <,

[\ el v mJI ket palilci p1nt \\ 11L thel an 111\ L~tOl or a gO'lL! nment IeguiatOl IeLognlze~
tbat the filmg ot an ofielmg document or prospectus \\-blcb IS aCl.lllate dnd complete
IS e<;<;entlal tOI the lunctlOlllng ot a fall and transparent secuntle,> market Thl~ IS
because when the comp<lI1Y makes a dlstnbutlon ot <;hares the market need~ such
m101mation about an Is,>uer <lJ1d ItS busmess and financial condition However III

India thl~ IS v. here the empha'>l~ on disclosure comes to an abrupt Inlt

It IS the c0ncept ot pe1 lOd ILportmg \\Illch should be given equJllmpOltance by
SEBI the Issuers pi ote<,slOnal market participants and mvestors 1m e<;tol ~ bUYlllg or
sellIng shares ot an C'(I,>tlllg lOmpany m the secondarv market hU\e the e'(act same
need f01 complete mlO1m<1tlOn as mvestors do III an 111ItIai publIc offermg It IS the
penodlc disclosure and ongomg reportll1g reqUIrements that are the source of thIS
essential II1formatlOn neC\.~~11 \ fOl operatll1g 111 the <;econdary capItal markets In the
e\".l<;tmg Indian Lapltal m 11 kLt thiS contll1L1OUS reportll1g by ISSULrs 1<; lackll1g

The stock e"\changes do not ha\ e the clout neces~alY to Impose and L.l1torce
comprehensl\ e ongomg dlsclo~U1e obligations by themselves The IIstmg agreement
\\Ith the stock e'(change usually proVides tor the filIng 01 annual and quarterlY reports
\'vlth the exchange HO\'vevu many compames are not 111 complIance With such
leportmg reqUIrements and gLt a\'va'r With the same

DlsclosUle should prOVIde "ufficlent detaIls to allow mvestor~ to utilIze that
mformatIOn meal1lng1 ulh [n JddltIon to tunely and speCific disclosure oblIgatIOns
IssuelS <;hould dIsclose <ll1Y other matellal II1forrnatIOn neceSS:ln to make the given
II1toll11.111On clear 01 not 1111'-leddmg Both current and hl~torIC mtormJllon are
necess::lI v

Ilk Indl<lll (~arl!<111111IkLh "ullLl from lllLk at 1I1formatJon hecdl',>L
• l11<1n\ U'l11pdlllC'> do n \t Pld\ Ide 1I1fOlmatlOn on an ongoll1g 1-><1<;1'>
• ~\.I"llnt! dl,>Lio"lIll IUlllllLI11Ll1h do not PIO\ldc 101 tlIL \\llK Ul,>')LllllI1<ltJ,)J1 of

ll1tOl 111 111 111 mel

PwC/FIPE Project P&QP 9



August 1998
Assl<:;tance to SeCUrities and Exchange Board of IndIa
Survey on corporate disclosure piactlces------------------------

• tlK ongomg n.p()ltlll~ Il qUIll.l..1 h\ l '.1<;t1l1g 1,1\\<; ,1Ild Ilgulatl()l1~ talb ..,hort of
mtcIl1d'\Ondl ....Wnd lId" 1,)1 LlJlj1()1 ItL dl..,clo<;ure

The lmpro\ LI11Lnt oj Ol1t,!lldlg dhLlll"UI L I.., 1 key dCIllLllt l\1 the 1I1tl ft dud pI ok ctlOn
muJl<1l11"111 and I.., 1pI J()III\ '" till Indldl1 ldpltalllldrl,.Lt mme., fOI\'v<\rd

At the plt-"ent tIme "-II HI dOl .... not IcgulltL OJ 'CqUItL ongllll1g dl~closule b\ I~sucr::,

In LKt 111 thc pI-. <;Ult Il t,!ul 1101 \ fJ dmc\\Ork no autilOll1\ <;LLIll<; to j'ave L.lkcn the
IL::,,"'on::'lblhly to en<.,Ull Lll111111l1011" dl"llo..,ure by IS::'lIl1" ImestOl confidLlKc In tht
::,eUllllll', mat kch \\ hl tilL! 111\ L"101' <11 e 11ldIVldu,l! 1I1"llllltlOnaJ OJ plOtL<;::'IOIMI
lllaJkLt P11tlclpants dL(lUlll .... l\ll thl 1\ ,1I1,lbillt'v of m1011111tlOI1

Well bLllmced dl::,clo .... ull ,,[ lI1d lid" ldl1 l~l L::,tahlt::,hed b\ J lLI11Jdl "lLUlltlL<; ILguldtor
Investor confidence l,ll1 h, fUl tilu cnhdl1led If thIS centl Lli Iegulatol has thL power to
tdke "Wlft COllectl\e Ktllll1 19 1I11<;t non abldmg Issuel<;

TImely and contmuou::, dl c1o"ul e at finLll1ctal mformatlon b\ l::,suers IS a key elLment
of the legulatory pIOCl " III matllle capItal markets The tImely dl::,c1osure of
mfol11latlOn alloVvs the 11l1lht to fulfill ItS obhgatlOns to provide a fOlum tor fair
twdmg whele the pllce ot '>lLllll1Jes mav be establtshed WIthout thl::' mfOlmLltlon the
pllce determmatlOn mm !lot hL accurate Indeed the mtegnt\ of the market leqUlres
mfOlmatlon about alll::,su,1 \

The scope of leguiatlOl1 0\ LI disclosure standards and reqUIrements should be
e\.tended to be con<,l<,lLnt \\ llil "tanddrds of mtematlOnal plactlce Thus lontmuous
dIsclosure b\ I:,>suel::' O\\I1Ll .... Jllp leportmg and abIlttv at the legulatOly autl1011ty to

revIew the leqUlred filIng" can Improve standards of Is::,uer lesponslbtlltv and
corpol ate govel nanCL

It IS adVIsable to pro\ldl OI1L Ol mOle publtc deposltollL::' for I::,suer leport::, and other
mformatlon The Iegul Ito! and the e'.changes both can and ::,hould sel ve these
functIons Indeed m lill {J') th~ latgest source of mformatlOn about pubhc
compames contmue" to hl thl pubhc reference faclln\ ot the SEC In de\eloped
matKet<; mformatlOn 1<; a[..,o lollected and analyzed tlnd dl"semll1ated bv a lIumber of
compame::, that specw!J1L In "lIl h II1foll11atlon <;erVlces

Leg<1l ItJbl1lty fOI I11dtCll d 1111'>'Iatement<; \'vlthholdlng of JI1fOll11dtlon and tlK fdilurL
to complY WIth the L,,1.1hl, .... I1Ld lll<;Llo"WL leqUlru11enh 1\ dllothLr 11IIe..,:-'d I \ ,1rea tor
development Alltl !taud PI(1\ 1'>1011 .... "hould be 1dop1td llld Ll\ tlllal"'i1ltIC<, ....Lt tOlth

-----------
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III EXISTING DISCLOSURE PRACTICES­
OBSERVATIONS

A GENERAL CORPORATE INFORMATION

August 1998

Investors, specIally prospectIve Investors, requIre many general detaIls about a
company At present, all tlus mfonnatIon IS not readIly aVaIlable to mvestol s Some
of thIS mfonnatIon IS avaIlable to subscnbers of specIal publIcatIOns lIke The OffiCIal
DIrectory of the Bombay Stock Exchange, Bombay Stock Exchange RevIew, etc It IS
natural to look forward for tlus mfonnatIon In the Annual Report of a company as thIs
report serves as a pnmary medIum for dIsclosure ot lustoncal developments of a
company

Corporate firms m IndIa follow prOViSIons of the Comparnes Act, 1956, m the
preparation of Balance Sheet, and the Profit and Loss Account The la\\' [\..-qUIres a
company to prOVIde Balance Sheet and Profit and Loss account, addItIOnal Lreak-up,
detaIls of entnes m Balance Sheet and Profit and Loss account, report by dIrectors and
report by auditors to shareholders ofa company

There IS no legal reqUIrement on the part of a corporate fim to prOVide general
mformatlon to eIther shareholders or outSIde partIes WhIle a few companIes do
prOVide such detaIls, most IndIan compame~ lImIt theIr Annual Report to
• a bnefDIrectors' Report to shareholders,
• Balance Sheet and Profit and Loss Account With Schedules deSCrIbed under

Schedule VI,
• Auditors' Report and
• Balance Sheet and Profit and Loss Account of the subSIdIary companIes

In contrast, corporations m developed markets prOVide volumes of mfom1atlOn about
themselves and theIr products In fact, m Annual Reports of some developed
countnes, the finanCial statement figures are presented m the mIddle part of the report
and nearly 50 percent of the report IS devoted for general mfonnatlOl1 about a
company
The Issue of prOVIdIng genera! InformatIon on corporatIons has not been gIven
suffiCient thought m the IndIan context

In a large country lIke IndIa, locatIon of plants for manufacture of products hke
cement, fertIlIzer, sugar, etc, of a finn IS an Important factor In the deteimmatIOn of
earrung capacIty of a corporate nm} Thus, corpOlate firms should dIsclose
mformatIon on geographIcal locatIon of plants, products manufactures 111 ea~h of the
plants aPd correspondmg capaCIty detaIls

Only a few companIes are able to pass on all the cost Increases to the copsumers as
and when the Input pnce changes The change In the pnce of mputs affects theIr
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earnmgs Thus, trends m the pnces of raw matenals and other mputs have a
slgmficant mfluence on the performance ofcorporate firms Hence there IS a need to
provIde such mformatIOn to mvestors through annual reports

The Compames Act, and SEBI regulatIons do not reqUIre companies to disclose allY
mfOimatlOn related to shareholdmg to the mvestors of a corporate finn Corporates
are, however, reqUired to furnish the complete detaIls of shareholders and debenture
holders to the Registrar of Compames (RoC), every year Investors ha\ e to rely on a
vanety of data base serVIces to find the share holdmg pattern and also the volume and
pnce statIstIcs of secuntJes Hence, there IS a need to mcorporate the same In the
Annual Reports beSides contmumg the eXlstmg practIce of provIdmg to stock
exchanges

It IS generally beheved that compames m which finanCial InstItutIons and foreIgn
mstItutIonal mvestors have a large stake, adhere to profeSSIOnal manascment
standards of corporate governance and adopt good corporate ethics m theIr conduct

InformatIon on orgamzatlonal structure, management team and details of employees
WIll gIve mSIghts mto the extent ofprofesslOnabsm ofa corporate firm If powers are
com.entrated m a few hands WIthout proper external momtonng, the scope for
pursumg polICIes whIch further the self mterest of deCISion makers tends to be hIgh
In the absence of WIder partICipatIon 111 the deCISIOn makmg process, the etficlCncy
level wIll come dc.wn At present, there are only a few pubhc sector compames (for
e'lmpie HMT) wluch gIve such detaIled human resources accountmg m 1helr Annual
Reports

Contmuou~ discloc;ure proVIdes a falf and level playmg field for all Investors Tt find
the eXdct mfornldtIon reqUirements of shareholders, a survey was conducted Tht
details are gIven m the next sectIon

The ImplementatIOn of these recommendatIOns should be followed up WIth the
aSSIstance of members of the FIRE Project The Bhave CommIttee report touched on
other Improvements m disclosure ThIS group could also be used as an ongomg
committee to make concrete recommendatIons to the MInistry of Fmance and SEBI
for ImprOvements to dIsclosure norms
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IV STUDY METIIODOLOGY

August 19qa

A '>UJ\L \ \\1'> LOnduLkd h\ the (n,>tltute 01 Chartered fin mCI,ll An31) ,>1'> nf IndIa

(JCf'\() III 1,>,>uLldtlon \\lll PIllL WdtLlhou,>e on <;evual dl<;C!O'>Ulc It.latL<j l,>'>ues

The '>Iud\' \"'1'> LonLLI nLd \\ I' h L'\ 1l11111lng the feaslbIllt\ 01 1l11prO\ mg L'\I~tmg nonn'>

01 l ........ULI ongomg dl ....( In IlL dnd dl,>sel11l1latlon of mlOll11atlon 3nd pO'>'>lblv

lst<1hlI ,>hl11L11t \\1 ,I LLntnll /u.! III 1oll11allon deposttory for C,I'>\ and aLCUI uk LolledlOn

<1nd dl\\Cmm,lllon oj II1fOl111 11 Jon <lbout lOlpOldtJom,

fhe OhjLLtIVl'> 01 thL '.UI\L\ \\LlL

• 1 () \(kntlh gdp'> 1'1 thl l \I .... llllg dl,>L!O~lllC pJactlce~ ,1I1d thL nLld'. 01 thL lnd u~el'>

It ,m" ,mu
• 10 l "t,lb1l,>h l ILl It 1(111 .... 111 II bLt\\ cen levLI of dlScloSlll L'> adoptLd h\ thL lOmp<1l11es

,md then l11<11k.et C<1plt 111/ Itlon

An mdepcndent ~UI\L\ (ll Llld U"CI~ of mImmatIOn VI? (mtltutIOnal (l1\cstors ­

dome\tll and 10lelgn ">tOl k L '\ch3ngc~ Stock. Brok.el'> 0p111l0n I'v13k.el~ 3nd Retail

InVe\tOl'> \\3~ conduLted I hL oblcLtI\ e vv3s to analyze ,md compdre thc le~ults of

the "ur\ev to the e"\l,>t1l1g dl ....L!o"lllc pI lCtlCC'> bemg follO\\ed b\ compal1lc" operatmg

m Indl3 The pUlpo,>e IS to !lkntl1\ gaps 111 the eXIstmg dlsclo,>ule Pldctlce~ and the

needs at the end users

Case studies \vere conductLd on (ndIan compames

• whose dlsLlosUl e ~ta\1(111 tis dl e higher either because

'" the compall\ h3'> t lp!1L,d mternatIOnal capital markets

the LOI11p31l\ hi" \ nlullt,ll II) adopted mternatIOnal stand 11 ds tOi disclosure

and

• COmp'1I1lL~ \\hlch llL nLLtlllg thl L'\I,>tmg dlsclosurc ILqullemcnt<; undll Indian

laVv ~ and reguldtlon"

A STRUCTlll{C OF QUE"iTIONNAIRES

'Separate que<;tlonna1J LS \\ Ll L dL '>Igned for e3ch categOl) of end u'>ers Hovvever the

catep.OlY of 0p1l110n n1'1kL I " \\ Ll L admll1l~tered the S3mL questIOnnaire meant for
lI1stltutIOnal 1I1\e,>tOJ ~ \\ hdL mo,>t ot the questIOns \\ue common dddltIOnal

questIOn'> \vel L II1C ILilled I( ,,(k k e"\LL mgc <., and stock blOkLi <; to e!ILlt miOlmatlOn on

the lllha\tl uLturL a\ Illlhk \!th them tor ILcelpt proLe ...."lllg ,>tOl 1ge retl lLval and

dlS,>Ll1111i,ltlon 01 1111\)IIJllll( 11 I hL qUL<;tlonn3lre tor let ld Il1\L"tOl<; \\ 1<., bllet and

les,> tU.h.llLdl

Ihl~ quL.... tlOn\ III th ... "UI\L\ \\lll \lIgdld/lJ underthl lo1l0\\'llg LdtLgOlll"

I GcnLl.l1
2 Onc llmL DI"L]O.... LIlL
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...
Contmumg DI'>c!o"urL'" onJ

• Operatlom

• J lI1Jnt.L

• PrOjCLtJOn"

• Off BJldllLL \llLLl (tLln ...

• Rl'>"'''
• B.lI1J..u ...
• R.llll1l,'.

• I Lgdl ( Ol1lplt,IIKl

• 111\ L"tor ProkLlloll

• PropLrllL'>

• I'Lr"OIlI1<..1 t\. IIR
• ( orpor ItL (1\ 1\ L1l1dllLL

• VIL \\'> oj RLIlIl 111\ ....... tor...

August 1998

I
I
I
I
I

4 I L.l,>lbJln)' oj "toLk I \lh.lI1gL'" pldVlI1l,'. a lead rolc IJ1 dl.,"CI111I1Jtlon of

IllI00m,I[I0I1 10 IIl\l 111I"

B ;\Dl\1INI~ I RAT")N OF QlJE~TIOl\lNAIRES

I hL qUL ... tIOI1ll<lIfl,> \\ LrL dthlllnIstered b\ researchers selected b\ leIAI Busmess

"L1wo] from JI110llg It'> <;llIdLlHS 1 he ~elect1on was basLd on thLlr "nO\\Iedge of

LclPltdJ I11Jr"ct" COl11mUl1Il ltlOn ~"'J1ls etc In the InstItutIOnal 1m estor category, the
qUL~llOllndlrL~ \\L1l l(Jll1lllhtLrld to persons In top management cadre namdv CEOI
1\101 I lll1d M.lI1JgLl / IIL.!d tIl RL "Lurchi Heold of Investments In the SIOC'" L\.change

ldtll!(ln thc qlIL"tIOnI1JII L'" \\ LrL ad[l1Il11~tered to the [xecutl\ e DlrCL!or of the
J \.Ch,ll1gL 111 tlK \ IOlk IslOhr categol) the respondent<; \\ ere L tther p Irtl1erS or
1l1.1I1,1l,'.Lr... 01 th\.. HI ohr Il,'.\.. I JIm

11K (JpllllOn Mdhr... lI1Chltkd bu<;mess editors of financial ncwspapers and busmess
moll,'. 1/1111..... .In 1/\ ~«, of 1ll'>t1tUlIonal Investors financial anal) Sb finanCial and
man.1gL.lllLllt <.on,,>ult JIlts lJvolatcs and chartered accountolnts Th~ Rt.l.lIl Investors
\\LrL "'LkLtLU hOlll .1I11ong 11Igh l1<..t \\orth indIvIduals based on retcr~nCl" from Stoe'"

I \.Lh \I1gL~ JIlt! \tod, BrohLl'>

RL"pondLIlh hK.ltld 111 llllior l[lle~ (four metros and Ahmcdabad Ban:: ,urL, Pune

.1Ilt! Ihdu.d11d) \\l...I\... J1LI"on.dh II1ILJ\lL\\t.d ResponuLllh ItH...ltLd out\lde these

UIIL" (t..lolh I \t.11 lIlgt. \tulh Brohr~ and OpmlOn Mahr,,> l,lIq;Of\ onlv) Wl.fL

1ll,IlILt! tht. qlll,>tIOJlllllJ\..'>

( 1\11 Ilion OF A"iAL\'\1\

I h\.. rl"'pOI1"'l'> \\Ll~ 111 d\/ullllL!:!OI\-\\I"'L fhe dncrgLlllL In \ IL\\" 11 IIl\ l'll lhL
"lllll tJlIl ... llull'> llWIl.2 dll,~ILJlI L It~gtllIL'" \\., ... IndPPU.l J hI... dlltdll1lL" l,lUlld h.1\L

I
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beell hIghlIghted Whl-re all categones have held the same view a consohdated
picture IS gIVen

Let us now study the findlllg<, of the survev b~ues have been stated separately and
the mvestol s vlewpomt h"tcd alongVvlth

PwCIFIRE Project Page 1A
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Survef on corporatE" dlscloJure practices

V FINDINGS OF THE SURVEY

SECTiON I SURVEY FINDINGS

fh.: lc::.pcmde'1 t <, Vle\\ <; till \ ","OUS Is~ue~ were dlveq,ent on the JttllbJt('<; of
II1fOlmatlul v,blerl ::lle Il.. !e\Jnt tOl .nve<,tmenl declslOn~ Many 01 then. c"\j1Ic<;sC'd
thdt aI, attllbutl ~ \\ele 1l11rOltallt Jna were complemcntaty

A'1l1clJI 1\:..I1,)rh dnd OlfLr d(illll1Ult<; were considered to be the m0::.t Il11port<lnt ~ource

n1 InfOl l11<ltJon fhl Retail Invcstor~ also ranked research repOIis a~ lI11POrtdllt

The 1'1fOll11ation lqUll ed h 1110~t Iespondents to make Informed mvestment ae"lSICJns
\\ere (m ordel of pnonty)
• Economic, InduslIv and Company AnalysIs
• AnalysIs of FinancIal Stdtements
• Views oflmgest stakeholders other than promoters

A t;ENERAL INFORMATION

The questIOns under the Genewl SectIon were mtended to get an Idea of the
• end user s rerceptlons Jbout the attnbutes of mformatlOn
• Impoltant sources of liltormatIOn
• addItIonal mformatIon leqUired to make mformed mve~tment decIsIOns
• present state of the capItal I1l~ll let
e the dlSclOc;L,re practIces 01 compames
• the role bemg played b\ the regulatory authonties and stock exchange~

• expectatIons of ICgUlatOly authonLle~ dnd stock exchanges

On the ease of avaIlabIlity of mformatlOn about any company 78% of the
respondent~ smd It \\as not laSj to collect mformatIon about a company The RetaIl
Investors were of the VIL\\ that no mformatlOn other than the dmma1 rep,)rt was
acceSSIble

On creatIOn of a ce.ltlalllLd l11formdtIon deposItory The respondents were near
hnaIWnOUS m voting tv r :llLl1trallzed 1I1f01m31Ion depOSItory

0n \'vherher f'1': J10c.,1, L ,chdll!:,e r ,hould taKe d greatcl 10k 1[1 ';JC ~rrt1l,aTJnJ:

Il'to>-'natwn 9...j.% \)1 tile .Ii\ t..,t01 'I \. (nld hl-..e It to be ~o TIo'Wcver hI-' hl~lItl...tl )'lal
lflv'e~tor" fe,t ti, It tt tiL L ." a lei trallzed h1fC r rnatlnn deno,> ton dl~ :::'l(,~l\

Lv::h.:'il1f:..~:>de j ot 'llt L v S'jlJ\ Inpllr.:'d I( pLy a glc~Tcr 10k
Or \Jhct11er ~(llnC r,(\H..'>'>1\1I1dl l"tonnatIOl. p:<ov'd~r~ shoulCl "'011 'CI tI, It'Q'Ired

1'1forpldt1on fl\)l11l n qJ \t.ll ,111 11\.)Jltllll!OU<; b~~1~ collate lJld tll l l1l,:>1 ILL "uI1~ ~3(1o

of the re",10rdC'1I<' 'vere' II t '0' nf;JI(,fesShJnal mfrllf'1atlC'1l p~f)\ld,r' l' Ltdlee r"
Inforn1al1011 tlOll1 lonlpLlPll .... lnJ lUln]~~ the ~alnc tC\ the t.nl~ d'1Ll\ 1 J o")t ~h{) .....L.

\\ho wele not 111 !uH'1 uouhlLd thL IcltclbIllty of ~ud~ IllfOlll1 ItlOl1

- ------
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On -whether the eXlstlllg dl\c!o<,ure norms are adequate Ma]onty of the lespondents
felt that the dlcclosure nonm me l11adcquate TIanspmency on the part ofl';sllels and
mOl1ltonng on the pmt of ILgulatOly authontles IS also lacklllg

On v..hether C0mpal1}eS adhclL to e"\l~tIng disclosure nouns it was felt that the
complIance 01 adhelblce I~ 111 ktter but not 111 spmt for c"\ample the annual report
may be III the requlled form It \\!tll the lequlled 1I1formatlOn but It may still not gIve a
II ue and fair piCtUl e ThL 1L,I\OI1\ for compal1les not adhenng to dlsc!o<;ure norm<;

were attubuted to the follO\\ IIlg
• Lack. of ref:,ulatory monltol Ing and oversight
• Lack. of InSistence by cluditor\

• Loopholes 111 the norm"

On whether compal11es dellheIatdy mIslead mvestors Opmlon \\as dIVided across
categones 67% of IespondLnts 111 all othel categones felt so, while only 34% of the
InstitutIOnal categOlY of IL\pondents felt ~o InstitutIOnal Investors may feel so
because
• the mvestments of Instl tullon II InvestOi s are m 'A' category shares 'W hlch are of

compal1les wIth high m II ket cLlpltalIzatlOn and better dIsclosure standards
• It IS dIfficult to geneIclhze and sav that all compal1les do or do not mislead

mvestOis

On steps to be taken to pre\ Lnt compal1les gl\ mg mIsIeadmg m[ormatlon

• managers and dudltOI" to be held accountable
• penal proVISIOn<;
• cllmmal actIon

On correlatIOn between tht. \\ 11Illlgness to part WIth mformatlOn and the performance
of the company Wlnle the In::>t1tutlOnal Investors felt that there was a pOSItIve
correlatIOn the Opll110n M l"cr~ felt otherWIse If the performance of the company IS
generally good It]S eas\ to convev 'lome bad news WIthout attractmg too much
attentIon

On the time g'lP betweel thL t\ aJlLlbillt\ of mforma11On and ItS acceSSibilIty to
lI1vestOi 'l Md,OIltv of thL 111\ L"tOl'> said that they had access to mformatlOn 1-3
month') after II I') mdde d\l..lJldb1e bv the company

On the IeltabllJt' and ,LeU] IL\ 01 IJ1fOIlTI Ilion made a\aIlable III the tinanc al reports
':,tock C'changL<; \\Lle U)lhl~kILd (lie 1110 ....t rellable and accurate of mimmatIOn
sourLes

------------
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BONE flMf DISCLO~llR~

';ugusr 19:.16

On 'A-hethel tbl. object', Oilill ofkr d' ,L10<.,u.! 111 the plO<:pectu" were ",l!",f..lC'ory 60°0
of the r~~ponaeJ ts wue nul '> ·tl~iicd \vlt l) th~ ob]LLts at offer 01<:c!O<.,CtJ

On wl~etl~er adt!Itlol1nl dl'> II "Ull" <.,hqulJ i)c mnde It the Is~ue 1<., to Pleet the workll1f.
(apJl3! need" only MajOlIt\ of tI1lll1\lStOI<., were In favor oftll1~

On wlJcthel a \'1'lk apn'<1I,,·1 <"hould be J11<"I"ted If thL 1\<.,lIe 1<; tOI r,mln!:! wor!(mg
capItal InvestOl" pldur",d to h,l\l JJdltlOl1,\1 dl"clo~urc on
(I) vvhy the 1<;'>lILt 1\ not I 11"1I1g iund.., 110m the bank.'> ,1l1<.1

(11) detailed l~~e\..,mcnl (,I \' Olklllg eaplt,I! rlqlllremLnL

On whether thl ISSUlr COl11pal1\ ~hould long dIsclose Its mISSIOn and long term
strategy 111 ItS offer dlKumL 111 It \\ .1<., lelt that thIS would serve onh a 11111lted purpose
It \\ auld be better 11 the LOI' P,111\ gm L a bllLf on the core bus1l1es'>l~ 01 the company
as that would serve the pUt j111'>L 01 undel ~tandll1g If the company IS headed m the nght
dllectlOn

On 'A-hether the capital mal kLt IS <1dequateh momtored and supen I'>cd While 50% of
the Stock Exchanges feel II to be ')0 a maJonty of the lespondents 111 ail other
categones th111k othcm I'>L SuggestIOns on what needs to be done to Improve
superVISion of capltall11atkll"

• RegulatOl v authorlt\ tn tighten dl~closllle norms WIth strong penal prOVISIOns
tor non conlp1Jetl1CC

• Stnngent nOlI11S tor 1h,lng etnd dchst111g
• ProfeSSIOnal managLl1'lnt ot "tock exchanges
• ReductIOn 111 thc 11l1111 hLt 01 comp.1nle<: In,ted on the l::\.cl,angL'>
• Improvement 111111tra,,11 UCtUll
• Auditors to gl've detal kd qualtfieatlOn~to financldl statement~

• Management and aUllJtOls to be held accountable to both the regl'latory
authontles and ~hall holder'> \v hJle the regulatory authol1tle~ to be held
accountable to the sh lIl.holdcl ~

C CONTII\ IT\G DISCLOSURES

Opu Ilion"

QUC"llll'1~ lInde1 Ihl" "'celWII \ 'UL 0'1 W 11L,hu the end u"el" \\Olild lIke to haY,' certatl'
addll1<\l1dl l'1t0 1 11111101 011 'hl. Cl11ll1' 1111_ Oper<.l11011~ l\.pllrt .., 'l1IjXh'S tc\..hnolo!oy
expenJllure l)l1ll-"el lli l' I uL\"II)pII1Ll1 1 2h It tIll 1l101 111,II'O,l \',-1L 10 hL ILljtJlh.d
wlMt 'ShOuld II II bu, llll, III Lpollmg dnd 11K '>OLlrct. -.lllLumem I(Jl II':>

pre"en1atlon)

Pvv':;/rtR£ Proje( t
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The respondent'> WCI L 'Illongh 111 favor ot segmental repOlimg gIvmg detaIls of
operatIon~ plOductJd1\ 1'>1<)!Hvl<.,e on a quarterly baSIS Thev wanted tht dl"clo<;ure of
detmls of expol h Jnd lInpl1l h 111 the dnnuJI lepOlt Changes 111 technology/ techml.:ll
1.01labOlatiOn LOuld IlL dl'~I()'L'll 111 L1thel the dllnual report or on the OCCUlrence of
event COIl'>ldenng til II thc ,1Il1Ounts snent on R&D by Indian LOl11pal1lCS are
m''lgllJ1icant with the L\.LL plll1n () t ...ome mdllstnes lIke pharmaceuticals 1I1fOl matiOn
on R&D t.\.pLndltllle \hl ... Ih1t I\"'LJllll~d bv th.... le<;pondents

2 Fill lIH l

Questions 111 thl ... '>LLtlon pI.. I t lInu.l tt) the quality of dlsclo~uresm financial ~tatcments

and ot alcount111g 'Itand 11,1" dl"c1o"'U1es 111 quarterly half yearlY dnd annllJI reports
need for dISc]o ... ule 01 111.1111..111 ! ItIO~ dlvllknd policy 111formatlon on comertlbles
and suggestions to! Il11plO\ L1l1Lnt 111 financlalleportmg

The lespondenb felt thm 1110"t annu,ll lepOlts do not reflect a true and fair picture of
the company and the lUll Lnt dl~L1osure standards range from good to poor With
maJonty of respon~e undel 1lkquJte

On whether thL 1I1fOrmation published m the half yearly reports, 111 the abndged form
IS adequate It not \\hat lddltIOnal dlsclosUies are reqUired? 69% of the respondents
felt that the 1I1tolmatlon III the half year!" report IS not adequate Most of the
respondents 'Wanted the h til \ Ladv leports to be audited and m the same format as the
annual report

On rankmg the [ndl1n t\l\..l1Untlllg Norms as compared to those ot other developed
countlles Respondents kIt the Indian Account1l1g Standards to be good

• MaJonty of lespondenh vIL\\ed changes 111 account1l1g policy b\ cOP1pames
untavorably but an eqll,tl numbLr were ot the 0p111lOn that If It Is tor llnprov1l1g the
quality of reportll1g It \\ auld be acceptable

• Respondents felt that In ll,>e of changt. 111 the depreCiatIOn polIC) the company
should disclose plOlIh b l~t.d on deprellJtlon calculated as per the old method
also The CUITcnt m<lt h I v 1111e of the fixed assets should be disclosed to get a
bettel IdeJ ot the J'>')Lt h,l ...e \'1 the l.ompany In case 0f change Il, the ll1Vultory
valuation poilu tilL llllllp Ill' <;hould dl')c!ose plOfit~ b.1 Ld on Inventory
valuation d ... peloid nll.tl 'l,J al"o

• Re~pol1dulh \\L1~ 11111\<\1 01 Illlh~I'> ofcomp'1nv ... perl0rm<1I1LL b, It':> dlrecto,s
~p""clalJv Il.L no 11-1.. '-Ll ull\ I.. dlll..ltOl~ 1\0. the dlrLuOl" met onLL ' qUlltLr SIILh
an<1lv<;I') " I" IlL "11 lllk {I 1 C1Ul' Lily b 1"'1"
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• Re~pondu1t" w<lmed lh-.. \ ()J'lJl 1l1le- to ICPO'1 ~dect Jinuncl,,1 ratlos on an 11lnU('1

bd<;l<; Thc\ tell that tll __ L11 liitl III \)1 ... uch latlO", '>1 ould be ,>t•.mda.d,zcd LrS
RON\\' DI R dPd ( I' IUlt R I In \\(.'r( 1h\ rdtlO.... cnn<;JJcred !TIO<,1lfllpOnant

• Up ""llcth.::\ tile Il1t01111l'Inn ptn\ldld h the ....Ofllpal1\ on cOlhe'tlhle"I"...and[l·~
etc. V"hILh I-..<'ldt" II' 11I1'lt.l11 (J Lt,U'I\ I~ aJequate If not what add1tI(\tl.lI
mfOlm..ltloll IS ru.jUllLd I (1"'), ul t1." 1t,,,lltutIonal Il1\e'>tOls and 0IJln'On Mak ... r"
felt that the ll1fO,l11.lt((l1i I .... !h) ld12L1UdlL I)thel~ were Lqually dl\ Ided on th' IS~lie

puhL1p<; bu. lu<;e tit thLil 11' ILlL'1Il'1tl J,..'lo\\kdge on tIll Subled

The follO\\ll1g ')UggL"I'1\ 1'- \\l'L 111 IdL on <1ddltlOnal dl<;clo'>ure.., to Ix. madL on
convertlbk"
,. fUll dl..,LlosLIlL 011 ,,\1 Illh,dl1lt1g pdttlln warrant'> due stnh pnce of \\ IIT.:mts

optlOn~ c\.elcl~ld III L l..,e 01 ~tock optlon~ and Impact on [PI.,

* Some rc~pondent'> \\ IntLd dl..,doSUlL.., on tully dIluted EPS a" per InternatIOnal
Accountll1g ~tandal d llil FP';

• Respondents wi1l'ted llil ~plLlfic details on 'othLr mcome If It formed a
~lg11lticant part of "t lIt 13L!OlC fa'\ They fa\ored such mtormatlOn to Pt"

pubhshed C'n a It''l+ ve l' h bJ<;I"

• Otnel than Instltut10n II I11\ L~tOl s respondents deSIred dlsc1o<;ure on measure~ ot
\olatdlt) ot ear. lings Ilh beta

• DI<;closure of dlvldlnd poll\,.\ \\as lun<;lOered lelevant h retdll l11ve,,'ors
MaJonty of the re,>plll1lknt<; \\CIC m jLlvor of Ju~tdicat1On bung plOvlded for
retent10n of a pOi t10n 01 ,tll 01 dlstrtbutable profits

• On whethel slg11lfic 1I1t g.1p~ were found bet\\een Internaul)nal Accountml;
Stanoards and Indian ALLountll1g Stand lids As the tamlhant' ,\ Ith Intlrnattonal
ACcollntmg Standards l~ 11111JtLd the pelcentage of no' amI '10 response 1<; high
1)[ thosL who a~reed fj, It thll e 31 e slg11lfic:.mt gaps bet V\ een InternatIOnal ond
IndIan Account1l1g ~t ll1d lids 80% felt that the li1\estment dLclslOn<; could be
Improved It aLcount'> \\Llt. presented as per the InternatIOnal Accountmg
~tandards

111 Jht follf)\\I1'~ ~l'~gL"lll' '" >'lIe lJ'arL lPl 1I11plO\\..nl\~nt j 1 fin,) In,;:.! rc,lJrtmg
:;- Ca"h no\\. ~t HL 'lln, ld hL 'W\ 'Lk j 'n, 1'1n-l.lIOrv ba<'l"
.;. C(' ',>olld 1(1,)1' lJj lLL,)l.'JI \)1 '-db'-lU 1 ," L' \\It.1 t1H parent lOI11\YI11\ a cOunt'>
... D. dO"l'rl o!U)'lIIl1;:lll' I, jl)'ll! l~ "Ill p' )\1'''' 11 Inade tur lht: o,al11L

RLpOlllll1:. ... lIould' 111 "th ",ll-d. 11 (\1,a \ __ LdUl 11'1_ ">land l~ h
Seg,ll11H I'lplJ1!1 )""
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• The respondent'> U1'<.lIlll11ol1~h agreed that management and audltor~ should he
held hable fO! 1111 ... lc 1I.1ll1g finlJ1Clal <;tdtel11tnh or for nel!hge'1cc 111 prepannb the
finanual stateml.lll<;

3 ProllLtlOn.,

rh!~ Sec-tlO'l deab \\ Itl. h ... Ul. ... reg<lI d1l1g the I1nportal1l.(: of fLll1l ...hmg proJections III

the Otfu document... <1nl1 othu I q~Ol 1"-

FIRE ProJect 110tC~ [h..lt 11K T\11l....g 1m Committee (on dl<;clo<;U1e requ'rcn,ent<; 111

Offel Document) h<1~ pLllLd <1 number of conditIons on dlsclosulc of projections 1'1
Offel Document a~ tht.\ L1I1 bL ..l ...oulce of l111smfom1utlOn and are often gro~~ly

Optl1111S11C Example of d L\ lllllItlon bcmg pi 0JeellOns should not b(' for more than two
years and should be b<1~ed ,1l1 an JPPIJlsal made by a Fmanclal Institution or a Bank or
a Lead Manage!

Feedback on the follo\\ll1g I"'~UL~ \\as obtaIned 111 the suney
• On whether ploJectlon.., ...hould be a pmt of the Annual Report and be presented 111

a prescnbed format ()X% at the respondents ft ... l that projections ~hould toml a
part of the Annual Rel'mt' Ond Document They teel that management should be
held accountable tor thl.ll plOlectlOns, 10 the extent deViations are due to mtemal
factors

MaJontv of the lespondent... Ole 111 tavol of projections be1l1g made US1l1g both
expected values opt1l111';tlC <1nd pessll111<;tlc values Respondents favor projections
for three vems 111 the UltCI document and for one year 111 the Annual Report

4 011 B.lI.\Il11 ~hcct ItlIDS

Issues addressed 111 tl11S ..,cellon ..lIe for nced for disclosures regard1l1g cont1l1gent
hablhtles, leased assets hLdg1l1g ll1struments, use of derIVatIve 111struments and
attendant nsks and accoullling tor 10rwald fOlelgn exchange contracts

• MaJonty of the respdndenb tcel that compames do not disclose cont1l1gent
lIabIlitIes 111 a proper ll1'lI1lKl nOI do the\ make adequate provIsions for them

• Mo~t of the I t::~Dolldellh \\ CI C 1'1 f<lVOl 0 t P' oper dlsLio~ure of lea<;ed as<;ets and of
hedgmg mstl urnel1ts

ca MajoJlty of tl.e rc"p()lld, Ill'> \\ Lie Il1 t<1\ or of 10r~arJ fOlugr1 exchange contracts
on bdla.1ce "11CCt btl''' lI1d t1 l,'..,lu ot g 1Jp J!v<;s an<;,llg thereflolp to profit and '0:"<;
elccount
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l".,ues ... \)lbldLlLJ bLI .. \,1 'L nil tL.... IIJtul\. 01 11'>1..S to "L l~l"dnscd 1I'l1.. dl1<1!vSl,)

l r ..1111C\\t)rl.,. 1'1d It J"lhIlll\ I IllL\Lloplllg 1l\\I11PO"ltC I.sk InJc"

• ,)n \\)'ct11e' a II"'\'" 111111'...!,Ll11lnt 11 1l11c\\ork ..,hol.ld hi. ulldi.rta~el1 b) a L,)mpan'
and dlC;clt'<"Lll 111 th, \'1'1l1 II RL1)ll.1 goo. 01 thL respolldc rlts v,ere of the \1':', tlMt
Ihi:: LOll q) ..' 11 'I.. " "hou lu 1'l111LlldkL II 11"1-. P1Jnagement IrameWOI t ,.ll1d dl,>L!qSC the
,allle 111 tIlL \nnu ..lll"I)\.)lt It ..,llotIlJ IllJmlv melll\.IL thl.. hU"IPLS', lJ"k J'ld the
fn ...nualll"k Upll11l 1 1()J1 tl1L "tdnO..lfL1I'<1th)n ofthL 1t..lme\\01~ ,Vd" n"\.ed

• 59% of tbe IL"]1()J1lkll'" \\Lle 1111.\01 of the company plOvldlllg fOfW..Ild 100kll1g
1I110fp1atlOn on I.. \'j)LLl..ltlon., about peIformancL Vls-a-vI5 mternatlOnal
competltOl "

• On vvhether It I') lL ..I"lhlL to de\Llop a composite nc;k lIldex for a compam 67% of
the stock e\.lh..ll1gLs ILlt that It IS feJslble whereas maJonty 01 the respondents 111
othel categolles \\Lle ot the opllllon that It ,') not fL<:hlble

6 BlIlku"

• Whd-= 7Cho 01 ,III.. ILL,l'ondents \\ere m Ll 0" vI dl<;clo..,mg the names of hdnkers a
<;ubstantIaI 2~% telt til II 11,P Intolmatlon \\-a<; not relc, 8nt

Issues related to II11POlt lllLL ot 11tll1g 101 III \ Lstment decI"lons IIlstll 111t-l1b tor vvlHCh
ratmg IS deslled dlSdo,>ul I.. of I.. \.1L,tdlg Iatmgs and changes m latmgs flOm all ratmg
agencies

• MaJonty of the In..,tItutlonal Imestors kIt that ratm~ IS not vel\ Important as It IS
not a lead ll1c!ICatOi 1110.,t of th... tllne \hlonty felt tll1t ratmg should be fOl fixed
mcome seclllltlL" dnL! II lL ..l~lb1L 1m the managemen1and the entIre comnany

• fne le"ponJLl1h l'll II III OU..,l\ 1\"1 .. 111m UW'I)<lPle~ ..,nollid obtal11 r..lt ngs f"u1I1 on~

~c.et ('y l..on.,l<;tenl!, 1l11l ... 11"UI,1I,pj '\\Il-.h Ilt1'1g rgctlues

.. I he C01,'P '1IIl "h,'lrlt tL jlOll UI1 <I jUdl' ... JI) 11..15'<;' Idtl,]~"" obt",nLd on lil liS fixed
i'1C0111';: ~CClilltI\"

• I h", t~"p"lld_ h ILlt ill It t11\ ItllE! kLI L'v ::.hvl1d p hl.,11 II , )[,1 1 lOll (',) 'll!
r.:l1111d:-' c 11 111 I nthl\ [, .., ..,
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8

The I%llt.~ 111 till';
wmplIa,1\..e otiicu
complall1t<;

Lq~ II Lomphdnlc dnd 'm c~tor Protection

"LlUOll l.k II \\ Itll Ilpt,ltll1g related to coml1lJupcc I1Cld for a
II1U In,nphuncc .1lIdll and dlsdo~ures reldtlllg tv mve"tor

• Most of the rc..,pomknh \\ 1l1lLlt comp ll11CS to fur111~h mform3t10n to Investors
regardll1g non-lomplldl,ll \\ lth \ ..t1101I~ "t3tutory norms and rcgulJlIons

• A ma1011ty ot H... <;pomknh \\antLd II1tellmatlOn on chulges agall1,>t the company bv
Government offiCIal" ..tnd cllll gl~ ugJlI1st promotel s/top n1dnagement to De

commu11lcated to thL 111\ e~tOl" <:lome of them rea~oned that compallle~ wIll not
furmsh the ~ame In"ILJd thl \ wanted the regulatory authontv to penodically
dlssemmate such mfOl mJtlOn

• 89% of the respondLnb wele 111 ta\Ol of detaIls of II1vestoi complamts to be
publIshed A maJonl\ \\ele In favor ot the detaIls to be fUlmshed on a mandatory
baSIS

• The Idea of a COmpdl1\ cngJgmg thL serVIces of a ComplIance Officer was
welcomed b\ most of the le<;pondents and some felt that the Company Secretary
hImself can play the JOle

• The lespondents felt thJt the offiCIal spokesperson should h3\ e the authonty to
gIve the requlled 1I111)Im3tlon about the company and he should be held
accountable tOI the stdtemenb made by hIn1 The Ietaii mvestors felt that all the
market pla\ers namch In'>tltut1oP.l1 Til' est0,s FIls RroK.f'IS and RetaIl Investors
should get the same amount of mf0l111atlOn from the ~ame source

• As regards ComplIance AudIt as IS done In the developed markets It was feIt that
no useful purpose would be sened and It would be one more IegulatlOn formalIty
to be complIed WIth

9 PlollutIcs

QuestIOns under thIS ~ectl\ll1 \\C,C on dll dl,>lrabl1'ty of ulscloS111l! mtOJ'l1atIOn about
the Immovable prOpcltll'> \)1 thl (ompdll\

• R()% ot thc Il'>po'1tknh \\ Intu:l 1Il1011l1atlOn on 1111l110vabk PIOPLrt\ to be
dl<..,.c!o,>ed M ul Lt hdLk mJ <;11 11cgll Illlpultance \\e'l the eS<;'~l1tlJI Items detmh
of vvhIch \\L1L <;ought II) be dl"l]o<;ld
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August 1fl'f;o

Oueo.,llon" lIndLl 1'11" ",-Lllon r...i Il.J 1<) de.."fdblht; oj 1Il10lhlltlon on Board of
DllectOJs and t~)P 11l1l11g~lll,-nt Icldll'1g t,) tl,,,ll compenSallOI' e'\i'Lllt IKe elL

II 1',5 110 of the H.. "pOJlll\.! .., {,,\Ol,-d (JI'-clo" lIe on detaJl.., aoout Bl)lld pf l)Iredlc)J,>!
I o~ ManagLll1Lnl In!\11111.1t!nl1 1(' hL tlilJlI~hed Sllould ,ncluoL quallficatlOl''' p I"t

L \.penence tldLk l.ll'l d 111 pIL \ 'Otl" emploVI1,ent "iJlar\ and l1,lLUre of
emplojll1ent

c M<ljOlltv of lhL I Upl111lkllt'> 1L 11 ll1dt disclosures on Ilon-c.l..,h compcn"atlOl1 to
management .lIL not It \.ljllJte

• As regards mlOll11dt!OI1 bemg pro\ Ided m the DlIcltor " RepOJt on employees
dra\\-mg rel11UnLl.l1lon ,11 not k..,.., th 111 Rs 25 000/- 1110<,t of thL respondents telt
that such mt0l111<ltWI1 I.., not \L1V ILIL\dnt and should be PIO\ .ded only fOl key
employees

11 COl purate Go, ern.lI1ce

QuestIOns undel thl~ ~Lct!On lelated to 1t1\ estor preferences for tv pes at OJ g:amzatIOn
and mechamsm to prey ent Il1s1der tl adll1g

• InstItutIonal \11\ estol .... dId not dlstll1gUISll bf'tween fdl11llv o\vned busl'll:,~es and
PlOfeSSIOllal OlgdlllL 1110'1S A l111l111l1t\ of the Ietall 1

'
1\estol S ple1elled f'lJ11l ly

owned busll1esses 111,,1.. I atas I3l1l.l~ .1I1d Ambams

• Many of the Il1\e~tOl'" kit that It IS \Llv dtificult to plc\cnt In~ldLr tradllJ~ n. few
suggestIOns WhILh CdIl1L up to cur b 1Il51der tradmg WCle
• FIlmg of pellodll o\\ncrshlp I\..POltS by key emplo\ee">
• CompanIes to dc\ Llop In-hollse Plotocol to preveJ1t lI1sldel ttadlllg

12 VIt." ... of Rtf IIi (Il\u.tors

~h(; f"ldl 1 In'(.~t\)"- dL Ilhe t10llg 'IL\\ t1..:11 the l'l,U1ct I" at th .... I1lL1C\ oftlJe

ill<;'lt Itl,)pa' In\C"t(,l~ lulu I" ,dLl1 d .tIl" t'll '>'nal! In' e,,',)I" fill. 1'-11 th,lt they hJt1
n 'I ('cces~ to COl pOI ltl In', 11'1<'1,',11 ] b.. l'- 1'- '1 1 ur~cPt Il.Ld l'lr ,LI)] to r~ll ill place.l
l~dtL".,;:l <.\~tc1l1 [0, '11\ ..,'1)1 glll\ \,1 l~ "l't"h I.., ""11LJlthHI" t IIr ,I,d Il1tuscs
"C'nfidc'1Ce In rLgdl ,tol' n"bot'Jt y

---------- -- ------
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D FEASIBILITY OF STOCK EXCHANGES PLA.VING fHE
LEAD ROLF IN DISSFMINATION OF INFOHMATION TO
INVE~TOR~

I he "toc~ b ..chJllgL~ JgILL that thLv ~hould play the 1e,IL! role ,mL! '>hould plOvlde a
Puhlic RdLlcna raubt\ Most of them however presenth lack the reqUIred
Il1ha,>tlULture 111 tum'> 01 "\,,tem'> pIOCL'>"L,> and skIlled peisonnel to Lollect process,
<.,tore letneve ,md dl"<"LI11 111 ItL mtol 'nation on Issuers While the r\.chanl?es have not
gl\en the co'>t 01 111m Idlllg '>L1lh I'luilt\ ,Iii of them InvL saId th.lt the il..,twg tee~ IS

adequJte to cmu thLiI ul"h

SECTION II OBSERVATIONS FROM CASE
STUDIES

A sUl11mmy ot tindll1g~ 01 tIll. case ~tudIL" IS given belo\\

• COl11pal1les dISpLI) till. tendenLv to ~hout good nL\\S and suppress bad news
When perfO! manle I'> good dLtmled LOmlIlentane~ tOlln P1rt ot the Director's
leport compmmg j1utorl11ance \\Ith prevlOU~ years mcludmg graphIc
plesentatlOns ot the Pl)"ltlve tIend Such dlsclosUles are reduced to a Il1lnImUl11
\\hen performance IS ILh ersely affectLd

• Some compal1\es p 1I tILulariv the lal gel ones, are alI eadv provldmg mforrnatlOl1
that substantially I11LLb the reqUIrements of vallOUS end user'> MaJonty of the
companies ho\\ L\ Ll pI OV Ide tile b 11 C minimum mtOi matlOn as reqUIred by the
Companies Act and LI~tll1g AglLemlllt

• Those comp.ll1le~ \\ hlL hare provldmg a lot of additIOnal mforl11atlon are domg ')0

111 a vanety ot \Va1s thus mak1l1g compallsons difficult

• A number ot COmpal1lL" have subsldl,mes engaged m unrelated lInes of busmess
Manv have '>Ub'>ldl II \(~s whlLh .III.. Il1vestment compal1les However, 110

lustlficatlOn I.., 01111U! to the "hareholders of the palcnt comp mv Whele loans
and advances have hl.L'l c..... tended to loss mak.mg subsldIanes no provIsIOn has
bLen ,111dc h\ 'lll11L l lIlJ]'cll1le"

• Thelc .lIe 110 <,hcllll1oldLI lOI11l1111111l,lt!OnS by 1110St compal1les othel than
pellodllal LnclllCI d t ItL.llcnh .!wl ]ll)t\ces of '\nnual (Jll1L1al Meetmg and
[,\twOldman (Jcncldl 1\ ketl 1lg

• [vLn the mldtll1,ltlon 11 ~nmpJnIL'> dv·J!<,t hom lLpnl tll1g a') pLl the U" GAAP as
the'r L,lI1 P10lCLt I 1'~ttLr j1L1!mI111111L If thL\ follow thL IndIan GAAP as
"'llb~t<ll1t!ltLli III thL L "tudIL" i Ill.. onlY e'\.LLptIO! Ob"L1\1 d \'>,1'> of (clgdtL.
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Palmoine en I ld 'o'lnwI'1g tkfL1ILd tJ' Jccount1l1g whIch I" n)t Pland,.llory <I"

per Indian C I\AP

• No dl"t1l1ctlOl1 r"ll bL "1ddc til th-: i-.. \ L 1( t dl~clo~llil" hlot \' Lll1 LO!1'P"P IV \\ hrh
11<1ve tapped 1l1l\..1 q,ItIOP II Cdplt 11 I11J' ~ 1..-1'> bv IS<;U1I1g (TDR "> and COI11;J<1l1ll~ ,'\'h'ch
luve not

• \\lIllIe IIgOIOU"> ">1<111'.1,- 11 anah .... : h '''> not been dOI1L 1 l0I11I1..11I',0I1 (,t ~t<kk

rctuP1S oj lU11'11 lIliL" ....... Jelled 10' C,I"l "tuay' agall1....t lduln t)11 B"t 1l100l-dtl .... th<1t
markd doe" I 1..,' <II d tl 1P"']1..<1 en ... \'

• POOl dlSc!llSU, I.. "> ..11 I.. ~ll1erally made b\ COl11panIe~ \\ ho..,1.. bll~IllI.. ....~ pr..lltllL::' 1re
questIOnable (j(10d dhL!o~ure" Iet1l11 11Igh level ot LOI pout~ gO' el panll
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VI. FIRE PROJECT RECOMMENDATIONS

RecommendatIOns have blll1 made for cal h of the followllll:- l.ategolle"
1 General
2 One Tllne DIScloSllll
3 ContInuIng DIScloSllll .... on

• OperatIons

• FInance

• ProJectIon"

• Off Balance SI1LLt ftlms

• RIsks

• Bank.ers

• RatIng

• Legal Comphal1l.l.

• Investor PlOtectlon

• PropertIes

• Personnel 8.. HR
• Corporate Govel n lI1ce

• Views of RetaIl 1m cstors

A GENERAl AND ONE TIME DISCLOSURES

August 1998

The Indian Secuntles Mal ket IS essentlallv mdlvldual ollented and therefore SEBI's
maIn concern should be the protectIOn of mdlvldual mvestors InstItutIOnal Investors,
on account of theIr prote~'>lOnal capabIlity to lesearch on firms, are In a better posItIon
to evaluate potent131 m\ c,>tments than mdlvldual Inve~tors WhIle a less regulated
market WIll do tOI 111<;tltlltlon domll1ated markets It IS necessary to maIntaIn tight
dIsclosure reqUIrements tOI secuntll.~ sold to 111dlviduailmestOls

To revIve InVestOl confidLllce In the secuntIes market, It IS VItally Important to create
an envIronment 111 whIch \)bservance of IUles and regulatIons becomes the norm and
theIr breach the e\.ceptlon For tillS, the regulatIOn of the stock market should be
entrusted to a smgle hlghh VISIble authollty whIch can functIOn Independently WIth a
strong statutory b<.Kkmg \\Jllch IS account.lble to the Investors and IS therefore trusted
by them The SUCCl.SS ot the regulatol y body In promotIng the Integnty and fairness of
the mark.et,> wIll Jt'pend 0'1 theIr effectl\ eness In InvestIgatIng and mak.mg pubh\­
nlarket abuses and 111 Im!'t),>mg detLII ent pcnaities

fIRE project I'> of the Opll1ltlP th<.1t \LBI ,>hould take up ~tl.dIes to find out the present
,>tdtuS and whclcdhout,> 01 the PlollLts .IIlO plOmoter~ ot around 4000 publIc Issues
madt.. dUrIng Apill 91 1I1d \hlCh ()() Ihl fly-bY-nIght opuatOls ,>houId be Identilled
from among,>t them lI1d l "\.cmplat \ PUI1l11Vl. actIOn should be taken agamst them
PUnIshment <;hould 111l.1ud\. Impoundmg ls~ue proLcLd" fro 11 the promoters ana
I(.[undmg the,> 11l1l. to till II1\e~tol""
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Only the qualIt) "cnpe; \\I1\(..h promhc hqUllhty tor the 111' Le;tol" ....l1l)u1d rUl1am h~ted

on tl-te stock c\.lh lI1gL I ollow1ng ..dtcln ltJVCe; can bL Ul.le;H.kll.d to .veed out the
Jlhqllld SCIlPS
• Pennlt I)[U11ll)lLf" to hly b..ld. the ~h IILe;
• Before delI"tl'lg thL "L1IP~ 1111ke It 11111 d.1ton fO! Ihe promotL'..., and ll1el chant

b::>nkels to I11dh.e ..1Jl ('pen oller tt' 111 1l1vestor~ ,0 rlllLh I"L the ...hares at a
ddel nlmcd pI ILL

fIRC ploJect lLLOmI11L1hl" thJt '-l[ BI ..,hould tJf)l1Cn thL nOII11\ tOl nLW' I..,<,ue<,
Compames with PO trdl.k JecOid "l1011kl be allo\\ed to lJ...,t l nl\ on thL 0 I(EI
VentUle capItal 1unds \\hll.h aIm to 111\l,,1 pnmall!\ 111 ..,t,'lt 1l[1 films mU"t also be
encoU' aged

Contmulllg dIsc!o...,llIce; ",pcLlally dISc!lNIIl.e; 111 annual IqX)lte; ...,hould be brought
under the purVJe\\ ot '-lrm Pll\cnth compames pll\Lnt <lI1nual repOit as per
Compames Act and as pLi the LIStlllg Agi cement

FIRE project recommend" ,>dtIng up of dLposltones at t\\ 0 k. \ L1 ....
• In ~EBI at thL l1.1tlonal k vel Jl1d
• In stoch. eAChdl1ges at thL regIOnal level

Issuers should be reqUired to tile IepOlts \\l1h SEBI and tIll Stock Exchangee; whele
the shares are lIsted Thv'L shouldl'e re\ IL\Ned momtOJu.l checked for accUiacy and
conSIstency by tlamed plOlec;slOnab to bL employed! OU1'>ourced b\ them SEBI and
stock exchanges should bL ICsp0'lslble tOI the prompt dlS"ll11ll1atlon of materIal! prICe
~ensItIve mformatlon Iecelved bv them

FIRE Project recoml11l.nd that '-lCUI ...,hlllllJ Issue gU1(klIl1LS to ..Ill ,>toch. LAchanges
for settmg up ot a Publll Refelellle r ILllltv on a m,llldatorY baSIS One of the
effectIve ways 111 which Il1for1l1atlon l...lI1 be dIssemll1ated qUIch.1\ and 111 a cost
effectIve manner IS thlOugh the 111tCI net '-lEBI and the stol.k e\.changes ~hould have a
home page on the 111tel nL! to which all tilmgs can bl. posted for tlue; purpose
compames should be required to submit thur filIngs 111 L!LCtI011lC torm The PublIc
Reference FacIht\ to bL "1..1 up 111 ,>tock l \chanbes should h IYC adequate number of
computer termll1als to loll Ible 111\ c"tore; 10 have eas\ IlLl...,..., to mtmmatlon on the
mtemet

B CONl Il\l ING 01",( L(hURrS

The Bhave CommlttLL 1'1l Llll1tll1l1l1g dl"llll"lUllS standald" h,\,> 1l1l1111111Clldl d to StBl
that whIle ~cgml!lt IlPOltIl1!! 1\ not plCV dLllt m the Indllll nl11kLl I 11l,gII1l1[Pg (an he
ll1<1dL b'v rcqulIlllt- l[lll)ll' \ \!l'L.., \\!1P\L. ,,11 lIlholdLl lund~ IlL mOlllil 1Il R" 100 uor-.
to compuisonh follo\\ 'hL jll1LIIl..C ()j \lgmLnt ILP(l1tlllg mel tl~ L,tLnd the

-------_._-_.
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requllement to alllIstu.i wmpdnlLs O\ ... f a thlee yedl pUlOd
endorses the need fO! sl.?gl1llnt rLpoItmg

Augusr 1998

FIRF P'OJLct ah.o

SEBI should m Ike It 1ll111JatOIY for comp IJ1ILS to dl..,L!o"e details of e"'poI1<; clnd
Imports 111 the ,lllnu,tl IL')OIt Iniorm Hlon Sllould mdude percentdge ot export,,!
Imports to total "',IIe,,! pUILh,lo.,eo., LountllL .... 01 e\.port/ Il11pOlt and l-UnenClCS to ~lllch

there ''> II..,k expo"llIc

2 J< III PIle

On recommendation.., III Ilk b) the Bh 1\ L (0I11I11lttCL <;£81 has directed stock
e:>,.changes to al11lnd th" II ling agrlLI11Lnt to Illcorporate the follo\\lI1g dlscIo~U1e<;

• Publish unaudited lin Illl-lal le"ults on a qUaIterly basIs. Illstead of a half yearly
basIs hom !unL 98 un \ lids

• Compames mobdlL:lI1g lunds hom thL publIc to publish detaIls of deplo)ment ot
funds on half veal h 1, 1'.1<; Ino.,tead of \ L1I1v b<l~IS

• Informmg stock C'\l h nges 11111pedl III h of all tho"l events that would have a
beanng 0'1 t1w nCI 10llllanCl/ opeIatJon~ at company as \\-ell as pn.:.-e ,:,r'lsl1Ive
mformatlOn

fIRE project lecommend" the tollovvlllg \\ Ith ILspect to disclosures on qualterly and
half) early bas,s

• Quarterly/ halt "cal h lepolts publl~hed 111 newspapers may fail to draw the
attentIOn ot IllVe~tol" CompamL'" ~hould therdole matI these reports to
shareholder~ on a mln,'1torv baSIS

• Ratmg on all fi'\cd InUlme seClllltlc" '''';lIed by a company should be dl~c1osed on
a quarterly baSIS, el' II1ges 111 tatlIlg" II1d ratmg agenl-V should be dlsclo~ed on the
occurrence of event In case of change m the ratmg agency, the reason for the
Sdme should be stattd If a company obtams multIple ratmgs all such ratmgs
should be dI~c1osed

• Quarterly reports should be audIted and drawn up ll1 the same format as the
Annual Report

• Notes to summary 01 lesults published on a quatterly baSIS should mclude
e:>,.planatlOm ubout ">'1!l1Ific;:H,t devldtlon::> flom pedormance dunng the prevIOUS
pCdod 101 \\hld' l\lll pilat! 't. figUIL .... ,I e d,sclosed It should also mclude p'lst
tIend bv W::\\ OJ fK III ptdge 0 1 1C' Cl 'V., of each qu 11 kr 111 the prevIO.JS year to
total reVel. III "> j 01 thl \C II

• Penalties II .1m 1111j)(l<,ed b\ Jq;UlltOIV autholltIe.., tor non-comp!',mce or
vlOlat'O.l ~Jl 11011l1' ..,]wuld ht dI">lJo .... '-d dl1 d qUdnclh ba'),::>

• Quarterlv repI)]l 01 ...,11 II L"" oj thl COll1p 111 v de 111 With dUI mg the <.lllartcl along Wlto
date'> u'1d the 1 ll11L"" 0 j L mplo) lL "> 01 L Ol1l1CCILd pCI SO '1"

I

l
I
I
I
I
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FIRl::. PlOlect rU:.oll1ll1L1.J" tl11t thc !\,lloWI.lg addlllonal dl"dl1'l'lc" he '11ddl
mandatory In the '\nnuJI RqJOIh

• rullv dIiutLd I PS <1,> pll 111tC111.1101111 l\u.ount1ng ~lll1JaId

... ~11'1reh0ldmg pJllLl 11 po"t Ct)11\ LI ":lOn

9 ()ptlon" c\elu"cd 111 till C 1"'- til "Inc], optlOn<;
til Duc Dates 011 U)J1\cl"lnl1"

Ma'1agcl11l.nt Jl1ll\ ",,, 01 thL fil1Jl1l.1dl ,,( ltUlll.'1b U~ll1!.!. kc\ r 1t10" "Ul.h ,1" l-:'dfl1l11g<;
Per ,)haJe (EPS) RUul11 Oil Net WOIlh (RO~W) DLbt [quIt) 1-\.<1tIO (J)CR) and
(urrent ratIO It "hould 11,,0 ll1Llude lOll1ll1Cnts on cash nov" "tatCI11"nt

FIRE Project notl.~ th II the gap bu\\ een Intell1atlOnJI and IndIan ,\ccountIng
Standards wIll he "Ignlllc lI1tlv ledllcu! II Bhave CommIttee' recommendatIons on
ConsolIdatIon ot Al.l.Ollnh Segmcnl leportmg and Deferred Tax IIabilItv are
Implemented attel Ie \1 lit 1\\ " up ACl.OlIl1tmg Standard" tOl the sanK

3 PlollltlOns

FIRE Project IS 01 the \ Ic\\ that ploJectll)[1S can be mlskadmg and hence ] po~slble

SOUl ce of lTIISll1tOI m,ItIon IOd consu.]ucnl unwallanted lItIgatIon MdI1dgemLnt ~hould
not therefore be lequlIu.l to ))[0\ Ide ploJectlOns Rathel, they should pro\lde
InfOrmatIOn that hLl p<; Ihl.l ~ to fmCl 1St t01 themsLl ve<; the compam s future
performance COI1II<1I\ to l1l110lltV 0pll1l0n whKh fa\o!~ ploJectlOn~ In annual report
111 addition to Otfel dOLLlllll.nt fIRE Plolect recommends that management should
onl) prOVIde tOI\\ lid 10(l1,111~ 111101111 It Il) 11 on
• OpportunItIes 1110 11 "k"
• Management ~ plan" IIII Illdll1g LJltll. d success factOl~

• Companson ot dltlldl pl.l t0ll11allCe \\ Ith prevIOusly dIsclosed oppOrtUl1ltlt.', nsh
and plans

-t Oil B lI.mel' ~hllt Items

FIRE P10;ect reLOll1l11<..lllh ILL 10110\\ 1l1~ dClitlOJ1al dl<;C\J"l1lCS to be noade ('I, a
nlJndaton bi1<;!<;, h\lIl1 thc 'llLll'1t\ fIl lllLl111modct n.:>l ~ ,md obi!!:, '1tIOI1<; lc.~lllt.l1g

trom the toilo\\ 111;:' (1'1 l{ ,I IIILL '>h'-LI ,tl.l'j-.,
.. (Onllll::-,-Ili I 1111 11th."
• Led"LJ \",ct
• fll1cllllll IIl"tll,,]I( 1,1" 111 tl'c 1.11 lle (JI ()ft B IIPle ')llUI IlLP'"
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fIRE Ploject nolL'; th It tilL OI~clo'>t1Ie IL.gmdmg mk." to whIch the COmpdJ1leS and
mvestor" ate e\.po"ed I'> glO""ly madequltt. 111 thc Olfu Document and absent 111 the
Annual Reporb Ihe gencl al rc"ron~e under Managunent perceptIon' to mo')t of the
rIsk factors dIsdo"L.d III o11L1 document,; I" "tated a" 1l1110~s

'The flsks are mllu u1t m the bU~ll1e "., I he C'ompJnv hds put 111 place adlquate fisk
control mea~U1l" to man Ige thv,e II"k,; ThIS <,tllLmult dex.<; not educate the Il1vt,stor
on the le\el of 11"1" l\.PO"UIL 1.\lLd b\ hll11 01 hel

It IS theretore ,;uggL."ted th It a IISk mdndgL.ment 11.1I11\.-\\Ork. should bl developed and
dIsclosed by ISSULI ~ eo\ LllIlg majOI Il1tulnl and e\.tel nal rIsks ~uch as busmess fiSk.,
financIal rIsk mtelc~t lalL 11"k. and tOlLlgn e\.change lI~k The framewOIk can mclude
both pollcy and pu tOl mance paramLtcl s

6 R<ltIng

FIRE Project recommlnd" tInt ratlllg on all fi\.cd mcome secuntles Issued by a
Company should be dhelo"Ld on I L]U1I'Lri l'd"I" Chdnges m lat1l1gs and ratmg
agency should bl dlsclo"ed on OllUIILlKe of e\ent Report on change In rat1l1g
agency should md ude Ied"on tOl till. Sdl11L If a Col11panv obtams multIple ratmgs all
such ratmgs should bc dl~dosed

7 Llg.ll Comph.mcl <mel 1m C!ltor ProtcctlOn

FIRE Project recommends that SEBI sh,Htld perIodIcally pubiish/ WIdely dIssemmate
mformatlOn to 111\ LStOl s on detaIls ot ch II ges agam~t the company Its promoters and
top management on matelIJl Is,;ues It I'; fL It that such publIcIty would act as a strong
deterrent to vIOlation ot nOI ms by companICS

DIsclosure on 1l1ve"tor complamts on an annual baSIS should be made mandatory The
Company should gIve dLtJlb of numbu of compla1l1ts lecelved settled pend1l1g for
more than 30 dm,; nature of comments and number of complamts rece1\ ed as a
percentage ofnumbel ot ,;hmcholdels

8 (J lour Comp mil' <md SUh~Idl<lnes

FIRE Plulcct notl" thal th~ B1l<l\e ( UI11111ltlee In,; c1lreadY made ItS IecommendatlOns
to 'SEBI on conso1ld lllOl1 (11 dtl.O l ll1h .1I1d It rClteld1L.'; tlK Importa11ce ot the ~ame

• fIRE: PWlet t lLLOmnH..n\.l" that pLndlng a gUld-?lll1l1 ~t mdard on consolIdatIOn ot
aClounts as lLL.O'l1mLntkd b\ till. BIl t\ e CommIttee It should be made mandatory
fOl compallle" to v dUL 111\ L"tmLnh ,,, pLr eqult\ JllL.thod

• 'Sueh addltlond Lll~c1()',UIL made ]-n lO1l1lltllllL" ""ould enable 1I1\L~tor" t\.1 deCIde
~hether the tl m"<1Ltlon" IlL at all11" length c1nd It 111.1Ikct determmed terms
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<) ( orpor .lle (,O\ 1I1l.lI1ce

August 1998

InSIder tradmg 1tlLlh tlK II1tLgllt) lI1d 1lllne"s at the secunties mmket TIlt u<;e at
prIce ~en<;ltive 1ll101Ill.ltl()Jl h tIlL IlI\L\tOl~ tOi profit reduce~ the oven-II 1'1"e<;tOl
confidence m thl. nUl h t \\ hlle It 1\ L'\ 1I I.. mely dd ficult to pm down mSlder tradmg
the on!\ ettectI\" \\ 1\ to lll! h thc \ IIllL I ~ h\ COl11pal1lc<; ddoptmg an mternal code of
lOnduCl Camp 111IL~ lJ~ I.. JlltO'\ <.. 111\ l \\1..11 hmi down codt~ dnd have set up blInd
tlUStS for purdld\L Ind ".llt.\ ol tilL <- dlllP 111\ S \!lLllt::. bv their top executive::.
FIRE PlOject IeCOlllll1L 1ll1.~ th It \h '1 I.. \)\\ III I \hlp fl portIng and reportmg of mO\ ement
of shareholdmg h\ dllLliOI" lilt! oj liLL! h Iv,ng \Uh<;tdntlal managcllal pm\er<; m a
Company <;hould hI.. ll1.llk III 1Il111101\ 1/11<; \\ til allow the maIkLt to Hack Insider
tl admg and th ll'> P! C\l nit hI.. pI I( tI I.. I.. \ \ of now tor m~tdnces of mSlucl 1radmg
blOught to ItS notlL~ ",[131 t Ih" up 1ll\L\tlgatlon po<;t event ThIS doc~ not protet..t
the mterest of gcnUIl1t. IIl\ I.. \tOl \ I U! thL! ludltOI" should be precluded flOm holdmg
shales ofCOmpal1lL\ "ho"L dlLOunh 11l. lUlhted by them

FIRE Project also fccomnKnJ<; that '-,[1>1 ~hould make It mandatOly for all listed
compames to adopt a Cock 01 ConduLt fo! rJleventlon of mSlder tradmg which should
cover the folIoVvlllg ~alIcllt Pl I,ll"
• Persons to \\ hOI11 the IUIt." undl! tLL \. oue of Conduct would be applIcable
• Detil11tIOn of m~Ide! unpubll\hLd pllce sensItive mfmmatlon and dealmg III

share<;
• ProhibItIOn on dedlmg LOmmUl1lcalmg or counselmg
• Prot..edure for dealmg m the shales of the Company by

• Emplo)cc\
• SenIOr management

• ProhIbitIOn fOi dealIng m ~haJ e~ btfOI L and after the end of a quartel and before
and after a BOdfd meetmg

• Report to Bo lid ot DJlLltol\ ot the C'ompam and SEBI
• Penalty for vIOLltlon

The CEO of the Compam "hould ILpOIl LOmp!I,1l1Ce \\Ith the code of conduct to the
Company's Board of DIll.<..tlll~ on a h.111 \ L.lrly baSIS

10 Vlt" ... of Rd IIllnH ...torll

FIRE Project reco'l'mend) til It 11K hlll 1.., \1'011ld he taken to lI1crease a\'"ail;~nl <,<; of
mvestof\ ngJlt~ thlOugll 1'1\L"tO Ullll. IdO., plOgram<; Olgal1lzed by the Stock
Cxchange,> Il1\e\l\lf 6.,."\OLi itll 11, 01 mil nthu OIgal1lzdtlCl1:-' "EBl ~hould J,c annt-d
WIL'l adequate PO\\Lf\ \() I. ,1nlLL ll"ttl, II, )11 to lll\L<;,OlS of 111011l.)'> ldken hom them
111 vlOl.:1tlOl1 oj ILgullllOl1 lu IIllf1U\L 1JllL\ 1111t,1te Lfll11l1l.ll .'LIlOn Jnd ~et up
I1wchmllsm to! qUILl-. ILdIL"" II I h,\ 111 1l1y bl ultlbled If "fBI 1\ vL,>kd WIth the
powels of a L1\Jl Lourt ..ndu II I.. lull" ott 1\1/ PlOLedu[,s

------- -----------------
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ASsistanc€- to SevUrfT 1-'$ a'1d E>.r.hdnqe ecard Of /'1dI8
Su"," ey on cor;:orate diSClosure praCflr.e~-------------------------='-----
Dispant\ ot dl::.serPmauon of mformatlOn to Institutional Investors and Retail
Investors IS Wloe ~,centralIzed mformatlOn depository If set up should not allON
such dlspantles to e\.~t

India ,s perhaps the only COUT'try \'"here new firms wIthout track record can aeces'>
Dublic funds and get listed on major Stock E>..c~anges TIle proble'TI faced by
mdlv dual mve~tor In evaluatlflg mvestffi~,lt In such fifP1s can be overcorre II they are
allowed to Ii<;t OniV on the 0TCET Venturt> capItal funds, whIch aIm to 1m-est

pnP1anly m start UP Crms mu~t abo be encouraged

C FEASIBILITY OF STOCK EXCHANGES PLAYING THE
LEAD ROLE IN DISSEMINATION OF INFORMATION TO
INVESTORS

Investor partICipatIOn has so far been restncted to urban areas WIth 23 Stock.
Exchanges covenng all ot them, It IS possible to dlssemmate mformatlon effectiveIv
through these Stock. Exchanges provIded there IS a well equipped PublIc Reference
FacIlity FIRE Project recommends that SEBI should Issue detmled gUldelmes to all
Stock Exchange::. on the ffill1lffiUm reqUIrements to be met m ::.emng up (on a
mandatory baSI::') ..1 Public Retelence Llbrarv It shoulL! 1'3.' _ an adequJ.te number of
computer termmab to enable mvestors to have easy access to mformatlOn on rhe
mternet

A.s recommended bv FIRE Project a Disclosure DiViSiOn must be set up at SEBI
Detmls regardmg the same follow
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VII MODEL DISCLOSURE DEPARTMENT

/Jugust 1998

rIRF ProJect has recomMended thc establishment of a DIsclosure Department by
~[BI A DI~do"urt- Dcpal tment IS key If the IndIan secuntics market IS to rcflect the
phIlosophy 01' regulatIOn of the market backed by strong enforcement po\\-er~ and
l.ability for tabe: and mlsleadmg lI1fUlmatlon

rull dlsclo<,ure of lI1fOflnatlOn about an Issuer Its financIal conditIon and re::,uIt<; of
operatIons alc e~sentIal to estabh<;h true nldrket pnces for shares rurtheJnlOrc
without the contmuOl,<; flow of matenal mformatlOn to the market only m~Idels and
large lI1fluential mvestor::, wIll have mformatIon and the abI1It\ to P1ake sound
Il1vestment deCISIOn<, A market that only serves lI1sIders and large players excludes
lI1dlvidual Il1ve~tors dnd results 111 complete loss of confidence 111 the country's
finanCIal market<;

Issuer dIsclosure lI1cludll1g finanCIal rep0l1mg IS the most Important component of a
regulatory scheme essentIal to achIeve the most baSIC of market functIOns
InformatIOn about an Issuer, terms of ItS secuntles and finanCIal condItIOn of the Issuer
are cntlcal to the Integnty of the market

Issuer reports can proVIde sIgl1lficant InformatIOn The scope and content of the
mfOlmatlOn can be changed or Improved WIth the adoptIOn of speCIfic dIsclosure
reqUIrements ThIS must be done at the regulatory level The reqUIrement for
dlsclosUIe IS Intended to prevent the I<;suer from provldll1g only half-truths or
mcomplete lI1formatlOn

We belIeve that SEBI does not currently have clearly defined statutory authonty to
take on the task of estabhshll1g ongomg reportll1g reqUIrements or estabhshll1g and
enforcmg sanctIOns for non-comphance WIth reportmg reqUIrements Further thIS
regulatory body IS constramed 111 terms of tramed personnel and facIlItIes to mOl1ltor
penodlc reportIng by public compal1les An) meal1lngful penodIc reportmg program
reqUIres the abIlity to mOl1ltor the tlmelmess qualIty and accuracy of the lI1formatlOn
WIthout the abIlIty to mOl1ltor and take correctIve actIOn, the nsk of more mlsleadll1g
01 lI1complete lI1formatlOn bemg proVIded to lI1vestors grows

ThIS IS where the m'portance ot havmg a st-p?rate DIsclosure Department come~ 111

One of the mo"t ImportaPl red~Lms for establlshng a D.<;closure Dt.partMent at SEBT
IS to plOvide tor mOJ11tonnt! of the content accuracy and tlmehnes~ of IC<;1Jer reports
Unlc~::, the regulatOly autron t \ take~ on thIS task there IS no \\a) to ensure that
I<;suel s prOVIde LUl1lplete dI<;c!o<;U1e of all matenal events or the tl ue finanCial
condItIOn flterefore a departlnent 'Ithm SEGl, Wlt l1 the speCIfic. ICl!dl author.ty tv
mOl1ltor and Il\ Ie\\- ,~~uer dI~c!osurc can ~Igl1lf.cantJv I'11prove the SItuatIOn of Is<;uel
dlsc!o"ure In Indld WIthout a momtonng dnd r('vlew functIon at the regulator) Ie\ d
the mtegnty of the market cannot bt. protected
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Anothel departmLllt \'vtlhlll ')\ BJ \\ Ith thL autbontv to take plompt correltlve actlOn
agamst 1'i<"UU" \\h\\ I III to fit.. fLPOlb 01 Jilc rt.po.b late l'i 11<;0 nU.v;<;ary

A POWER~ 1'1/1 (F~~AR\ Fl)R 1 He ESTABLI~HMENTOF A
~l ( (E~~f; ld~ DI~CLO')URF DI~PARTMFNl Ar SEllI

• The Dlsclo'>llJ,- DLp 11 tntcnt 1.1Uq h..1\ '- the c.apabIllty to c::.tablJ::.h Jules gUldelm~ ~

and ,>tandald::> 101 ongoll1g dl<.,chl'>llIL

• The DLpLlltmLllt Illu"t IlL Ihle to mOllltor Jnd IL\IL"'" thL ilctl\ltles of I"::-'l'ers mId

thell dl<;c!O"UI" ohllgdllOIl"

• The Dep..lrtlllLlll IllU'>t h I\L thL .lllthollty to ILqUlrL 1"'>llLr::-, to JmLnd 01 le\ISe

dl::.c!o<;ure dOL dlllL nl<., I j thL DL P 11 tl11" nt detellll II1CS th..1t the L \1 ,>tll1g dl~do~ure IS

II1sutticlent 01 1ll1"lL H.JlIlg

• The Departmlnt ma\ dLlumlllL that the I<;SU,-f has tiled a l111sleadll1g rcport or

omItted matL! I 11 mto! matlon h oIII d I ep0!1 fhe I~suel may not have lOmplIed

""'Ith a dlrectl\ '- hom thL Dlsclo'>lllL J)epartnlLnt to re\l::>e or amend a leport In

such InstanLL" the OI"cloSllIC D,-partment must be able to recommend
investIgatIOn h\ the LnfOicement 01\ ISlon OJ other legal actIOn agam<;t an Issuer

and Ib officu", dllLctol~ H;:;:,,,1 ..ldvI'>Lt~ <ind aLcountants

• The D1Sc!O'>UJ L DLpal tIllLnt mll<;t '>Ll the rLqUlrements fO! dlsciosUle and the

tIming ot the dl"c!OSUIL ot matuIallllJormatlon

• The DI~L1o~UJ,- DepJltment mll~t have the authollty to leqUIre publIc
dISSemination llt llltOl'll1tlon b) l<;suel <;

B PROCEDURCS NCCE""'ARY FOR THE DISCLO~URES

D[P \RTl\IENT

The followmg plOLLdulL,> nad to bc L"llblrshcd tor the smooth functIOnll1g of tr...
DIsclosure DeD..!1 tIllLnt

• E<;tablr'ih PIOL\.dlllC<., tOl the ILcupt logg1l1g 111 dl<;tnbutlOn and rlOces<;mg of
Issuer filrng~ b thL ,>t tlt of thL Dcpaltment

• Issue ll1duStl \ '>pLu111 dl::>LlosUIL gllldLimes fOl publIc compal1les

• Estdbh~h pfOlUltllL" 101 the II1'Lln 11 ICVIL\\ wd coml11ent1l1g upon miormatron
contall1cd 111 ,0., till rLpoll<., Lllld li1l1lgo.,

• Develop pH'LLdUl e::> tOI COIllmunlL 1tlon \\ 1Ih Is~uel s b\ thL staff of the
Departmellt

.. lflterpret 1.1\\ c; Lll'd lulL", ..tpplILtll1lL to \o.,"tlLr" 11' rL<;rOI1~L to reqllests tor
clanficatlon'> 0, to (I(kl,c,> I"::'UL'> \\hllh 111a\ bl ll{,\d (If t'11H.jllL t) that I')<;uer

• COOldIllJh. d ""h \\llh tilL Ottju.. ,)1 tile III d \u.. ollPLmt to LIl"'UI~ tb:n tjnatlc'ai
"tdtemt'lIh pHI I k lpplOjlllll'- Illl\) 111 lion

• Est<lbll'ih P]( \. 1I 1' IL' 10 III \l1ltol III I <.,LILt", 10 \-1.'llIL th.lt thL ILllUlfLd ji!lllg~ JrL

:c,ubmltteJ to "I I~J ,),1 I 11111Ll) h 1'1'>
• ESldbll"h pllH. lUlL" 1'1 ... l \\ldll111l I'> tiL,> 01 Iillng<., \"llh thL olh"f dLp,lltmC'1b 1'1

';EBI 1l1d '1\1" _,)\ L 1I11l111 l!:,l 'L 1\" I" Il,-l,-" II \ 111 i IPP! OP! 1 ItL
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I he Dlsc!o<;url I kp 11 (mull wIll <lho plOtLCt ,>hareholders b\ promollllg suUntl

cOIporate govlln IIlLI.. pollt[I..'> b\ I..n"'Ulln~ that I,>..,uers always plovH.it tull .md fair

dlsdo<;ure m thell PLlIOdll JI.. pOI h

The DI<;c!OSUll I)IVI'>lon '>Illlllid I..,>t IblI'>h pnKedures to leter I:::.SUU,> to the

enforcement DI\I'>lon f\ldttLIS ,>llllUkl hI.. refellld to the Enforccmcnt DIVI<;lon It

upon review ot JIl 1'>'>1IL1 '> fillng<; ll1L ,>t ill of thc Disclosure Dl\IS1'1J1 detlfTll.nes thdt

the Is<;uer ha<; Ilk l"U.l J lI..plllt 01 Inl(k <1 filll1g that IS false or I11lsleadmg 111 any

matellJI \\a\ I IlL ..,( III "Ihluld JI"o l"t Jldl"h ploluJures to monItOl If reqldh.. d fi!Jpgs

are made on a tl11 1Llv b 1"1'> I f III J..,,>lIU H .. pl.. 1tedly ~ubmJts rU.IUlred dl'>c!o..,ure

documents inti.. (I \. 1"..,ULl ..,hdUld hL ll..kllld to tilL EnfOIcement D1VI,>lon tOI '>omc

turthel actIOn

c PR()PO~rJ) .... fR{lC Il'I{F OF TIlE MODEL DI"CLO~lIRE

1)[1' \RTI\I[\ T

The department should hml till.. tollO\\mg otfile~

• Office of Accollntmg Poll!.. \

• Office of DI~Llo"ll1e Pu l ,....

• Office ofShalL!wldll" ll~hts

• Office OfPlIbllL rJlll1g~

• Office of Rec{)1 d~ Man'1gunent

• Office ofPlIbl[c mtOImatlon 01 Re1uLl1ce

The Office of Auountmg PolIn e,hould deal with all accountl11g mdttcrs for publIc

Issuels The actJ\ It II..'> ot thl~ ()fficc "hould mc!ude

• CO-OIdmatlon \\ Ith the lI1..,tltUtl.. ot (h lItered Accountants of Indw I hClc may be
mstances whu I.. the AI..c ollntll1g Ollice my determme that e,1hanced financial
dlsdosUie 1<; IPplOpllltL tor plIbllL compames ThiS may exceed the <;tanddrds
establIshed b\ 1C 4.1 HO\\ L\ LI the IhllIty to set accountmg standards for publtc

compal1le<; th It ILqUIll.. addItIon II uI"do~ure standards for publIc compal1les IS

Important

• CO-Oldmatlon ,\ nh 10\( () ,.lI1d 1\\(
• supervIsIOn and ongolJ1g tl lInlllg 01 <.,1 111 accountants of the dlsc.lo<;ure department

fhe lespol1<;IblhtlL" of thL "JUiu 01 DI\do... u"c Pohc) <;houlJ mel Hle re\ lew and
mterpretatlOn of thL c,",l<;tmg ~1I,>cl()"lll L I ~qllIn:menh <\ddltlOl1alh thl'> ofiile should
1110l11tOl dlSclo'>lllc 110! 1,,> met 1'1 lkL l~<::ommendatIOI1S tor rL\ I ,1on~ abohs1l
unnecessary or dllpllL Il h. 'uI1IIILJ11L11h L,>t Ihh<;h pew leqllIlcments v"hel] deemed
:lppropnlte ,ll1U "'>lIL IIllll,1IL'dtl'L ':lUll l l111L'" \\hcn nele~<;ar\ ThIS offiLL should
al<;o co-ordllhltL \\ [Ill othu _ l\ L llJ11L 11 IgClllH::'> ,1I1d o1fice.., resanJlI1g Of C]O'>I'fC

pohcy tor comj1dIlIL'> I h~ dl"'L!'hllIL PIOCL"'''' '>hould not b O\~II, b'lldLI1"ome rnr
Is<;uer~ whI!c '>tI! I LI1'>Ull I d 11 1I1L 111\ C,tint-. publIc ha<; <ILCL ".., I} 111 I11Llk rI JI

mtormLltlon
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The Office of Sh II dlOldu !{Ighh \' ould hL rL'>l1on~lble for revlewmg ~h<'rLllolder

complamts 1 hi'> 011lLl "h,'uld Iho 1110111101 I.lllporate actlvltle~ ~uch <1'> pro\.y
soliCItatIOns take-m U '>lL Lemkr l)l j II '> and bu\ -outs to en"Llre that ImporIty
shareholder~ hJ\l PLI.. 11 PIP\ 'Ld \\ltl1 dl I11IILlIJI 1I11ormauon leg.lrdll1g a hd'>lIle .... <;

transactlon and th It lhur IIgh1 '> ha' l. bllll uphLld

Office of Pubill FIIHlg~ .... hould b\,., the he\ ott~ce \\-Ithm the dlsclo~ure department
For It IS thiS office th It \\ III ha\ (' tilL d.l\ to da\ le~ponslbIllty fO! the rev le\\ dnd
oversight of all I,>,>ULI fillPg.., Tim l)Jticc ..,hould be staffed \\-Ith chartered
accountant" findllLldI lila 1\ ..,1'. J'1U attornn ~ The office should establJ"h cntelld and
procedUIe" for till ILVIL\\ of fiIJJ1g~ I he pUrpO\l of tl1IS reVle\\ IS to L11~urt that
IssueIS pIO\lde lCLUI III IIld lLkqulte 1I11mmatlon 111 theIr filmgs a~ reqUIred b\ ')EBI
law and reglilatlol1'> 11m olJicL <;hould conduct lull reVle\\-s of Is~uer filmgs The
review should mLludl I comp 1I1"On oj pilar fil1l1g'" md press releases with the current
reports This \\dll1lol1ltOl \\hLthll an l..,,>uer has 1"'''L1ed an overly Opt1I11IStlC leport 10

the past wherea~ 111 Il.llIl\ the 1~~LIel ~hould ha\l Issued a press release leportmg
negatIve I11formatlon for e'\dmple ThIs IS a key mlchamsm to ensure that the flow of
mformatIOn to the m 1I ket I.., .lccurate and contal11s the complete pIcture about the
conditIon of the 1<;"11( I

Office of Record.., M.m.tgullcnt IS lesponslble for the mamtenance the annual,
quarterly repOlt<; and othel 1I11I1gS h\ IS<.,llelS and othus Iequned to be filed \\Ith SEBI
ThIs otfice should mal11t 1111 a IeCOId~ retneval wstem to Plovlde dcce<;s for all
documents repOi I" Ittdchn1Ll1b and other matenal filed Idedlly, thIS system ~hould

be "on 1ll1e and 111 electIOl1k fOl mat to aIlo\\ public access over the mtCIl1et news
servIces and at '1 publIc IdLllllce room \\-here tUl11111als ate orovIded to ll1ve~tors In

order to access mtOimatIOn at the publIc reference Lenter mamtamed by SEBI SEBI
could Impose a 110111111<11 fee for access to ItS <;en ILL <; to cover the costs of ma111tammg
thI<; reference facIlity The Impo~ltIOn of a tee \\ ould also dISCOUrage some of the
more fnvolous use of these Idcrence facIlItIes

D STAFFING REQUIREMENTS

• DIrector

• A.sslstant dB ectOi ~

• Cerllfiea PublIc ALCOUllldnt<;

Cl finanCIal analY~h

I

I
I
I

• Attorney S
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The combmatlOn ot plOfe<,slonals Will permIt the department to proVide a broad range
of servIces m connection \\ Ilh the ongomg dlsclo"ure oblIgatIOns of Issuer" These
tramed expel1s ~i11 callY out the c'\ammatlOn pIOU.:'::' 01 Issuel filIngs Staff should
develop specIfic <,klll" or e"'pcltl,>e 111 one or mOle mdustnes There wIiI be Issues
ul1lque to an mdu::,tl v and thcreJore It IS recommended that cel tall1 staff members
develop the abIilt) to qUIckly <lI1d clearly address any mdustry :,peclfic Issues that may
anse
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rc'pon\lblc fOl Lll\UlIIlL COlltlnUOW d"r!n\lIlc by l"\UCr-, \VI1,I\ tI,l II',fll l \!.

dglcement<; \\llh ,,\(\ek c\.changc<; pro\lde f(lr filmg Jt HllllJal <;1I111-dl1,1lI,l! \'1(!

other report, 011 matenal/ prlle <;en<;lt1ve 1I1fonnatlon 111 the ab,ellcL 0' pUl d

provIsions for non-comphance stock exchanges do not have the medll<; to enforce

comprehensive ong01l1g dIsclosure OlJIlbatlOn<> Given the fact tiM! the Illve"!01

confidence 111 the Indian secuntles marJ...et IS at 11S lowe<;t ever there I~ a dIre nt-cd

for ImprOvement m "tandard~ of dl~c1osure for one or more pubhc deno"JtoIIL" f~lI

collectIOn mOl1ltonng and review of Issue reports and other 1I1formatlOn ana tOl til,

enforcement nlcchan,5m whIch enable" SWIft correctl\,e action to be taJ...en b\ (l

central regubrorv dl1thorlty

2 The PWlIeFAI Study on DIsclosures under the USAID FIRE Project <>d,ire "u~

I he~e ISSues A survey of end users of informatIOn \ lZ Ip<.,tltutll nal f 11\ L ,,'UI "

lI1c1udll1g FlI <; Stock Exchanges Stock Brokers Opmlon Ma'-cr.., an~ Retail

Inve<.,tor<; \l. as conducted to Identd) tbur reqUIrements and to ftnd gap" In thE'

eXlstmg nl)rm~ and regulations for disclosure In additIon ca<;e ~lud,(,,, \\ elt

conducted on () Indian C')(npallies ofvarymg standard~ of dlsclo<;ure tel under<,tand
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I 3 SUl11m.try of findmg.. of tht. ~tudv Group h..lscd 011 the 'iun'C'

Inform ttlon dls<;cmJration

I !,"'l

Dhpalll\ 111 dl\~lm1l11t10n 01 lIlfOltndllon _lIllIe \llm... to be d \\.de d!'-pl"t\ 111

dl\\Cl1lln,ltIOn of mlormatlon to dltlerent cdte,:!:ofll\ of mVl,\lor\ - the 111\ ,H.d

othel lI1"tltutlonalll1vestor<; dll percuvLd to be geltlllg the be"t In tU111\ of qUdlll\

analysIs and volume (FIls seemll1gly the mo~t la\ oured) and the rddtl 1Il\t.\tOI\ thl

least often Just an outdated Annual Report The different categone... of II1ve~tol \

are therefore In unequal bargammg positIons It IS th's which often force':> the small

Investors to relv on market rumors broker recommendations etc whtle ma"lllg

II1ve<;tment deu<;lOns

1)(Jm 1l01l-J (xC! Ipl ofpilLe \C!mlllve nwlenal IJlfm mallo/f

There IS no mechamsm to ensure qUIck dlssemlOation of pnce sensItIve matenal

mformatlon WIth no provIsion for share o\lInerShlp reportmg by dIrectors officers

etc to SEBI most respondents felt that mSlder trading IS rampant

Role of ,fOLk LXLhallXL \

Most of the stock. exchange<; do not have the required mfrastructure to review

process ar G d'~semmate mformatlon based on fihng~ made by Issuers Thev

lIcwever agree that thev must tak.e the respol Slblltty fnl d'~semlllatlon of

mtorrn?tlon to lnvL~t()r<:; 1 he survey ?Iso revealed that the I!,tmg tee c()lI(~led bv

the e".chd 19l" \ ddLqUdtl to emel tl1.: lO\t\ oj provld ng suel) ''If\ ke

.--- ---- - --------------
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<;, lncLud" 111 vogue t'1' dl'-u )"'lllt. fhL Study Ic\cdlcd that th~ IIl\L"IO'''' \IL\\ ,ilL

lndldll '\<"lOIlI,tIl15 "tar ddrch to lK good but the ' ......ULI ... lollt'\\ thu" h It. It!

l<lthL!

mOnltormg and audltor~ II i1\,." 1I11ngqe<;" to qu~ !lb, the t 'nne -Ii ,,' ,I t.Il1en t" \\, hUl "

IS warranted

3 Enforcement

Lack of penal provIsIons fOI non-compliance IS cIted a.., one of the mall1 rt..aq)Jl .... tur

poor 'rformatlon dls<,emtnatlon and poor quality of dlsclo~ures Tht fillJ1g~ to bL

made by Issuers as per I1stln~ ~,:!lLCj ~llt ::re not enforceable by stock excha'lge ... d:­

the only drastic step that they C1n take IS deltstmg which hurt:> the In\eSlor<; more

than the Issuers No action has been tal-..en by SEBI on issuer" who ha\c \dllJ"hec1

\,."lthout a trace aher ralsmg funds through pub!lc Is~ues

I 4 Study Group Recommend.ltlOns

The Study Group has rcad through the report of the Bhave COml11lltet.. on

Cont,nuOll~ Dlsc!o"ure<; a"d H<; recommendations to ~EBI

ICLOlllrne'1ddtlOnr when tl11Dlen,cnll=d Will go a lon,::- way 11l ,mprov"l~ on~()I]lg

- -------~---- - -
P'\'fl II-d -l( I \ I ')'lIll ,
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fhe reLoml11cnddtlon<; ot the ~tudv Group thu<; encompa...s three broad ('I ec\..,

H( I'll/I

a) 1J1'provcmen t tn mformdtlon dl ......cPlmatlOn

b) rUl1hf r l1nprovement Il1 dl<;closures m the context of Malegham dnd ehd\l

c) Im!,!mCmult!ll entorLCll1lnt mcchdm<;tn

it) ImprO\rment IIllllfornutron dls~emmatlOn

At present SEB1 does not regulate \ r require ongomg disclosure by I"'''UU''

Issuer <; are required to compl\ with financIal reportmg provl,>lon<; il" pel

Companies Act 19')6 In addition SEBI dIrects stock exchanges from tune to tllne

,0 c\mend hstmg agreement WIth the l~suel ~ to mcorporate clauses tor dddltlOl1cil

dl<;c!osure<; to be made The stock exchanges however lack proper mechant<;m to

enforce comphance w·th listing agreement requIrements

1 he Study Group recommends that contmumg disclosures should be brought

under the exclUSIve purvIew of SEBI

The Study Group recommends setttng up of InformatIOn Deposltone<; at III ()

levels - In SEBI at the natIOnal level and m stock exchanges at the regIOnal level

Issuers ~hould be required to file reportmgs WIth SEBI and the stock excranges

where the shares are listed These should be reviewed momtored checked for

accuracy and consistency by tratned profeSSionals to be employed/outsourced hy

the'n ~FBI and stoeL.. exchanges should be responsible for plOmpt dlssermnatlon

fhe .... tlHh GtOUI) n COIIHlhnd" thot ~l:81 ..,i10Uld '""ue gUlddlfJe" to .,1: "",x.k

t "\c!1clllb l" for "cttln~ III of d Pl,r-II\:' RefcrCllL<.. Faeth,\ on i ll1an~l"tf)f\ Dd'>l'>

P\\Jf IHI I< I Ai "'llth
------- ----- - - ---



Ldn be dl ........clllllldled qUIckly end III a cost elkctlv<.. mannu ..... IhrOll~h ti,l net

~EBI and the stock L\.change.;; ....hould have a hOPle page 0,1 the II1 I ClllCI to v h,eh

all filing... Cdn be pn ....tLd (or tim purrO~L (,onlpal1lt- .... "llOuld bL I clILlllI.d to

.;;ubmlt thell filing .... 111 electroniC lorm The Public Reference ractllt\ to be .;;et IIp In

.;;tock e\.changc.;; "hoLlld h1\ l <1dLQUc'tC nUl11bu oj computel tell11l1l"l" III LI1 lhk

Investor.... to have ca,,'Y occc".... to Infolmatlon on the mtunLl

lhc ";tudy Group IccommclHt" tlMt Share Ownu"hlp lepol1111g dnd lLporlln~ of

movement of ~hareholdlng by dlrectol s and onlcer~ who have "lIb ....tdntll1

managenal powers of a company should be made mandatory TI1IS will allo"'" thL

market to track insIder trading and thus prevent the practice As 01 now ~[BI

tak.es up mvestlgatlon post event of Instances of mSlder tradmg brought to It.;;

notIce ThIS does not protect tl'e Olterest of genume Illve.;;tors Further auditors

should be precluded from holdmg shares of the companies who.;;e accounh "rc

audited by t!-)em 1 he Stud" Group also recommends that SEBI should make It

mandatory for all listed companies to adopt a Code of Conduct for pre v'entlon of

insIder tradmg whlch should cover the followmg salient pOints

• Persons to whom the rules under the Code of Conduct would be apphcahle

• Defimtlons of' InSider unpublished pnce sensitive mformatlon and dealIng

In shares'

• Prohibition on dealing commumcatmg or counselmg

• Procedure for dealtng 1I1 the shares of the company by

- employee~

- ~t-l1Ior managell1ell L

• ProhIbitIOn for d"alll1g In "hIll' before Ind ahu tl e fl1d oj d (jlldrtL' ,<lid

bdr)rL and aiter d BOell d I1lLLtlllg

.. Rcpon to Boal d of DII ector" of till ('on'1'111\ dnll \1 131
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filL CI:,O of the COmpdll\ "h,)llld report camphane" with the Il\ck of U11l0UCt t~,

th~ company c BOdrd of Dlledor" on a halfyearlv ba"I"

h, Fmther nUptOH'nHnt til <!'"dosures

I hl ~hld, Gr oU(J I ('comnH'IHh \\ follows

I I>/\L/I)\/I/L \ 11/ 41/111htl J(t!){JlI\ - AfoJldalmj

" ThL annual leport "hould 'nclude d rl"tonedl b lClgn)lllld ot the COmpdll\

and It~ bU'>llles<., 1'1 order to Improve the under<;tandm,S ot the tl!1dlo<.ldl

st<tlements Besides the ~cope and descnptloP of bU"'lPe<;" It ~hould al<;~)

Include broad obJectl\, es and stI ategles and Impact 01 1l1du~try ~tructure on

the co npanv

• HistOriCa, I A a tor the last five years ~hould be gl\ en to enable anal z"~ "t

trends and relatlonshl~s to predIct future earnlllgs It ~hould segregate COl e

and non-core actl\ ltles as It IS the compan) ~ core activities (usual and

recurnng events) whIch provide the relevan l'1tormatlOn from V. 111Ch

predictIOns can be made about the future

• Balance sheet ,hould be reformatted to disclose as~ets and hablhtle\ 'n

order of hqUldny Current hab.httes should be dIsclosed separatel\

• Profit and loss account should be reformatted to disclose gro~s profit

• The followrng addItIOnal dIsclosures should be mdde on convertlhle~

warrants and stock options

- Fully diluted EP<; a~ per InternatIOnal Accountrng Standard

- Shal eI oldrng pattern Dust conversion

- Due dare" of CJnverSlon

..
- Opllon" exerdsed In the ca<.,t. of slod optlon"

FOI'Il\"ll1L. dLtcitl<; ('IXllJt C'flor1<; dnd Imporh ....bould h, gl\ er

- PCICLll' ~g( tC' tOldl ....tl!t" pllr"ha"t..-"
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• on IHlancc .,hLct 'tLlm- \dequate dl.,c1o.,urc., ,hl'uld hL m Hit- <lbollt tll(

Idel'Llty fif'anvl"ll Impact I hI,.., and obllgatlOn<; re<;ultlllg ff(l'll tlK tnlhw/1I1l!. on

baldpce "heet Item..,

• Mana~ell1ent dndlY"l., of the fil1dl1C1al "tatcment'-. U\I 19 kL \ rat Ill" "11~ h \"

[arnmg~ Per <.,hdrc ([PS) Rcturn On i'\etworth (RON\\') Deht Lqult\ RcillO

(OER) and (urrent ratIO It "hould al"o mclude comment'-. 01, Ld"h f1\W,

statement

• Share performance - A grdph to be mcluded showing ,har e PrlCl IllOvUllcnh

dUring the reportmg penod agam<;t BSE or an\ other "ultablc Inde' It "llOUld

also dr"c1ose volume" oftradlllg

• Followmg detaIls of If'\ e<.,tor complamts should be Included

- Number of complamts received durmg the reponmg pel JOct

- Number of compldlnt<; settled

- Number of complamts pendmg for more than 10 da\"

- Number of complamts receIved a~ a pel cenlage of numhl r oj

shareholders

- Nature of complamts

2 f)l\c!o\lIle\ 1I1 Annual Repwt\ - OptIOnal

lilt forward lookmg 'nfonnatioP which would relp USer... to tOI e<..a<.,t tor

tllCrp.,e\'ve<; t'le cOPlpdn) ., fir-.nclc'lluture

•

•

lnd forll~n e,d'<'ng" Il<.,f.- 1he +rdmev1or"- (dn JllCludL 1,()IL pOll \ <111\1

performinct. r>rd'l)f tcr"

Information on high dlld hn' of ,hdre price dUring thL rq' )111i11- p~ It'"

-------- ----- --- ---- -------
1),\/[ IIU III HI ",dIU,
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• Qdartt..riy i II all yc.trl v rq)()[1.., pl.bh<;hed 111 new"'pdpu ~ nl<ln\ .t t11m,,", till tn

d'a\\ ettentl/)11 oj I'WC...tOI ... (ompal1lc<; ...houll~ thuetore .lull thL<;C rCI't1rh to

(1n OCLlll renCl ,)1 C\ ent Rlport on change 111 rdt 1I1g dgUh... \ ... hOllld 1I1ll11dl

re-l<;on for the same It a company obtall1<; multiple I dtlllg... all ,>uch I dung...

• Helf yearly reports shOuld be audited and dlawn up In the ...dme format 1...

Annual Report

• Notes to sumllldJ"\ of results published on a qUdrtell\ ba"'I'" ... llOUld mcluc1e

e,planatlons about slgl1lficant deviations from performance durmg the pI e\ IOU'"

penod for whlcl. comparatIve figures are disclosed It should also mclude pa<;t

trend by way of percentage of revenues of each quarter m the previous year to

total revenues for the year

• Penalties If any Imposed by regulatory authontles for non-comphance or

"lolatlOn of norms should be dIsclosed on a qUdrterly basIs

• Quarterly Report on shares of the company dealt with dunng the quarter along

WIth dates and the names of employees or connected per~ons

c) Improvement In Enforcement l\1echamsm

fll.: <;tudv GroL.p c,)nc'll(k .... til It Sf 11' :'>hould hl1l1j~ III ..,uch rnca'iure.., In reglliah.

II



" ~I BI <,hould taL e up <,tlI01L" to find out the prc<.,<..nt "tatu.., and \\hLlc<lboUh nj

thl plolcCh and promutLr<; of ,II ound 4000 public 1l><;Ue,,> IlHdL dUllng \Pl II

1992 and Marcb 1996 IdentIfy the fly-t\-nlght operator" from dmong thlill

a'1d take exemplary pu nit I" l action agd'n<.,t the'll I)ulll<.,bm..:nt "1,, luld Illlludl

lIllpoundll1g ot tc;"ue proc(ed~ flam the pnJll1otLr,,> dnd H..fundlng till "dlilt tn

th<.. Inve.,tor<.,

• "'ollowmg alternatives c<ln bL con<;ldeled to vvu..d out tlK numerOlh JlhquJ(l

.,cnps ltsted on the stock e\Lhange<.,

Permit promoters to buy back the sharec;

2 Before deltstmg the scnps make It mandatory tor the promotcl <, ,-tnd

merchant bankers to make an open offer to all the Imec;torc; to pUILhel"L

the share" a1 a deterrr,ned pnce

• SEBI should tighten the norms tor new Issues Compames Vvhh no treld, leLl>ld

should be allowed to Itst only on the OTCEI

The Study Group further recommends that SERI should p..:nod't.-allv

publish/widely dlssemmate mformatlon to Investors on details of non-comphdnee

by listed companIes Such publicity would act d~ a <;trong deterrent to \ lo!atloll ot

norms by Issuers

The Study Group recommends that SEBI should draw up Denalty <,tructure tor

different categories of non-conlpllance dnd enforce the same qUlcf..-ly dnd

meticulously for thIS to be effectIve 5E81 should be dlmed wIth adequate pO\'.. el c;

not onlv to lmpo<,e f.nes but al~o to re<.,tore mone\l> to mvec;torc; taf..-cn Itl vlul<ltlnn

'If 1egulcltlon~ to IPlllate Cllll1lnat action 'inti to htive a l11echcln l ',11 t)1 ljtll, ~

rLdre~'-cll of lIlVt' ,to. QII('\clnc,<; Tb" ma\ be cI,ahled If "F81 1" \L<.,t(d \\ltl1 till

--------- ---------- --- ---
P\v'rlRf I( r !' 1'-,11,1\ I I
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I =' ~UnllndrJ' of findmg... of the ~tu<h Group hd\cd on ( .I'C "'tudH....

C<1mpame<; dl~pldV till tt.-ndulCY to "hout go\)d nt.-w<> and "uppre..,,, bad nl w..,

\\'Len perf01 mance '" good detalkd comme'halles f01111 pan oi Dl1 Lc!OI"

rcpO! t companng pLt Inrmanll \\It h l,rl" IOU" yCdl'" 1ncluo lilt- ~r<iplll~

pI (,"'L1ltat Ion.., of the PO"ltl\ L tfend "'ulh dl"c!o..,url.e; At l I edulld to III I1l1111111'1

\\ hen pCI forllldnce I'" ad, u ..,eh dllt ctld

2 ~ome compaIlle<> panlcularly tlK larger one.., all dlIl,ld, plO\ldlllg

1Il10rmation that ~ub..,tanllallv meet<; the reqUlremenh ot VdflOU'" lnd ll"'l.l'"

MajorIty of the compaIlle<> hO\'vever provIde the bare mll1'lllllm information a"

required by the CompanIes Act and Llstlllg Agl eement

1 Those compames whIch are prO\ Idll1g a lot of addItIOnal IIlformatlon are dOlllg

so 111 a 'vanety ofwa'ys thll" maklllg corrpamon~ dIfficult

4 A number of companies have subsldlanes engaged In unrelated hne<; of

busll1ess Many have subc;ldJanes "",hlch are Investment compallles HO'Ae\er

no JustificatIon IS offered to the shareholders of the parent company \Vhere

loans and advances ha\ e been extended to loss mal-.lI1g Subsldlane<; no

provISIon has been made by some compal1les

'i There are no shareholder commUnicatIOns by most compante~ other than

penodlcal financIal statements and notices of AGM and EGM

6 Even the lllultlllatlOnal compames deSIst flam reportmg as pel US GAAP d"
they can project perf'ormance III a better light If they follo\\ IndIan GAAP ae;

~ub~tantlated In the Cd"e studIes The only exceptIon observed bv us wa"

Colgate Palmolhe ('0 Ltd follOWing deferred tax acc,ountl'1g which I" not

mdll(i a torv d\ p~r Ind,dll (lAAr

I j\.d c!·..,tIl1ClIOn l,ln I)L l11<,(lL III till. It?\ri of o.'c!oc;ure" bel\' II n ... lll1IHI1I,,-'

\~f,llh h \l l<tpplO ll1te n,t[ )!lal LdPltdl rlilIl-.Ll'> h, '''''lllllg (JDR" <\11<1

I 1
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8 \VllIle ngorou!> !>tat'stKal ,1IlalY"ls has not been done d c')mpal ...on (If "lUlJ..

tetLtrns ot companies selecled for case study agamst return on B"[ mO'vll\

that market does reWard tlanSpatency

9 P00r dl"clo ...ure<; are gener<tl1i made by con p'mie~ whose bus,nc...~ practice::. art_

llue"tlunablc Good dbc!nsurc<; leflect high level ot corporate gO\C1l1ance

I 6 RecommendatIOn'" based on Cdse Stud) F'ndmg~

Good disclosure practIce should result m the user understandmg

• the Imkage between events affectmg the company and thell finanCIal Impact

• factors that create long term value for the compap\-

• management's VISIon

• quality of earnmgs

• opportumtles and nsks of an mvestment or lendmg decIsIon

W,th thIS 111 mmd, the Study Group recommends the followmg

Along wIth a hlstoncal background of the company glvmg scope and

descnptlon of the company's busmess the vIsion statement broad oblectl\l,'"

and strategIes and what the management belIeves to be the Ct1re bu ...me ......

should also be dIsclosed

2 In addItIon to financIal statement.. and relatea statutory dl<;c1osure...

management analysIs of the finanCIal and non-financIal data should be pIm Ided

glvmg expla'1atlOn~for changes m operatmg financing al1d performance relatecl

c1 ita

undel' nei tf th~\ V,,,,rc (' 1ndu\ ted at clrm ~ 1engtn

------- ---- - - - - - -- - -- - - ----
pU,fllf I ,( i \, '-,ttl'\



consohdatlon of aCcoullt<; a<; I ecommendcd by Bh?v/.., Comlllltlt.c It "hould he

made mandatory for compames to value Il1ve<;lment~ a<; pel equIty method

') C'ompames should be .equlrcd to rlldke full prlJVI~IOn tOI IOdn~ and ad"dIKt:'''

which dre doubtful of recover'; and Me un<;ecured Fur1hcl COmpdl11e<; "hould

be requIred to account tOJ rntl! el;t on "uch 10an<; and advance", on CdSIl ha,>I"

Compantc<; <;hould be Icqlllred 10 tollO\~ the RC"CIVL Bank of Inola glllddlllL"

PrudentIal Nonn,>

6 Ca<;h flow ~tatement<; provldc \ alliable II1tOllllallOn to ll"er<; anal\ "lllg

company s performance For tUI1her \ alue additIon explanatory note, should

form part of management dlscu<;<,lon and ana1Y'>I'> of financial performance

7 Compames shoulo t., .::.11hght 111 the A.nnual Reports slgmficant change<;

additIOns and deletion') to dl<;closures as compared to ::m:v,rms Annual Repl)( t

8 All commumcatlons to shareholders should contam only such mformatlOn tor

whIch the company's management IS the best source Management shouki

therefore exclude mformatlon about competitor'> for which It may not have

complete or accurate k'lowledge

J t
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") The Indldn cconomy to recent tlm{"~ !l,"- wlt,'t" ......ed a number 0fll1'11~ll\L'" ul1

rdal' 1I1H....tor ... apart from an 11ll1)rOVLl11u1t 1!1 ckdnng and <,cttlt..ment ...\ ... tLln, ,'11(1

othu IIlfrdstructure .s bettLl dl<;c\o,ure ~tandard' and transparenc\ 111 opu dlll)11

of ls~uer~ of set"untles D'~c\osure and transparency have been the iocu<., III

much supervisory attentlun and slgl1lfic?nt progres, 1<; bemg mdCl 111

re<;tructunng financial regulatorv and '>un edl1nce aLlI\ HIes Il1 11 nL \\ It h

de\ elopment~ 111 InternatIOnal markeh Arter \1alegham (ommlttee \\ 110,e

recommendatlon~ on Improvmg dl~closure, III after documents were accepted and

nOllfted b) SEBI the Bha\e Panel has ,>ubnlltted ItS report to ~EBI on contll111lng

dlsc\o<;ures standards S0I11f' of the recommendations have been gl\en en-ell

to by SEBI glvmg a dlret"tl\,e to stock e\.changes to amend !lstmg agl een,cnt

Other recommendations can be given effect to after leAl e>..amme, the

re-commendatlon, and prepare~ ~tandards / gUlddnLe notes

A full dIsclosure system ,hould en,ure that Il1ve,tor, receIve matenal mfnnn<'lll)n

foster mvestor confidence contnbute to the mamtenance ot faIr and 01 derl)

m"'r~et, aId cap·t(ll fO-llat1l)n and orohlblt tra'Jd In publIc oHenng tlade vutd1g

and tender ng "c,untle, The Indian CaPilal mar"ct sutlers trom ldCl. of
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that ueat( ,wd <;u<;tall the Llltb oj \I1\e"tlH" 1 hL ]1IllLtS' 1" well under Wd\ ,wd

f1l1anual In"tltuuon~ Kelolll1'> ,wd I 'pclll'>lon (llRI \ Project \\11IC.-11 unrl"l I

contract with USAID 1<; worl--lIlg on fllnl,er c1d'vdncUllcnt ot capltdl ll1arl-..eh III

IndIa As part of the FIRE project Price Wated10u"e ,,> working on lI11provlng

ongomg dIsclosure by Issuers ThiS IS a priority area whIch needs to be addre,>"ed

10 order to ensure that the market IS faIr and tran"parent and there IS a level plaVlng

field for mstltutlOnal mvestors and the small mvestors

3 The Institute of Chartered F nanclal Analv~ts of India (ICFAI) has associated \\llth

Pnce Waterhouse 10 thiS project on several dl<;c1osure related Issues It may be

pertJrlent to note that ICFAI represents IndIa In the ASian Secunty Analy<;t<;

Federatlon (ASAF) Australia and IS a member ot the InternatIOnal Coordmatlon

CommIttee (ICC) of Fmanclal Analysts AssocIatIOn Pam

22 Purpose

The present study IS concerned with exam1010g the teaslblhty of unprovmg e\.l<;t1Og

norms of Issuer ongomg disclosure and dlssemmatlon of 1I1formatlOn and pO<;<;lbl y

estabhshment of a centrahsed mformatlOn depository for easy and accurate

collection and dlssemmatlon of mformatlon abollt corporatIons

3 TERM~ Of RFFERENCE

1 The tcrlll'> of I ekrellu' of the ,Iudy ullderta"cll hv IC J-- -\ I are detailed bdo\'.

To conduct an II1depcndel't <;L!f\ ey of Lnd u<;er" of II1fol matlon VI? In..,t'tutHlIl,ll

InVL<;tor<; - dome,>tll.. and tOI clgn "tock L 'Lhdngc~ stock bro\..ct ~ O,)1I110tl

---:-:-:~-:---:-:--------------------- ---------~--
PW/FIRf:.-I( FAI Slud\



H. I"~ I

to the e".J ....tlllg dl<;c!osUlc prdctrce.... bung tollm'vecl hy LOmpanles opC'raling 111 lnl~l(l

1 he report ,>hall Idcnttf\ gap" III thL L'-I .... tll1g dl<;dn ....ull pracltce" and the o('(d, 0 1

the end uscr '>

2 To conduct ca"e ....tudlc .... on Indldl1 loml1dl1lc.... who....c dl\C!l'<:UIL \lrtnd"ld-

ale hrgher urh",r beccul"l thl Company ha\ tapped IIlh_llldtlOllal CIplt II

mark.et,> or becau<;c the Col1lpany ha .... voluntanly adopted II1ternatlOndl ,>tdnd"l <1,

tor dls(,lo~lIre It will al,>o mdudc compame" which are melting tl.e C'\I'tll1g

disclosure requirements under Indian laws and regulatIons

4 MEM.BERS OF fHE ADVISOR\ PANEL

GROUP

4 1 The foliowmg are the membt"rlO of the AdvIsory Panel

Prof S SundararaJan

Professor Fmance &

Coordmator Centre for Entrepreneunal C;;tudle~

IndIan Institute of Management

Bangalore

2 Prof V Raghunathan

Cha,rml1n Fll1dPCe 8- Acc<1l'ntmg Area

Indian Institute of l'1l1M;jcment

Ahmed"lh?cl
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"' 1\>1r T V Moh'mdas Pal

~e'llor Vlce-Pre"ldent &. ( I ()

Infosy,> Technologies LlIllltui

B,mgalore

4 Dr \' Panduranga Rdn

Director

ICFAI Busmess School

Hyderabad

4 2 fhe Study Group compnses of the follo\\ 109 members

1(.. / ( t

Prof T R Venkatesh

Dean ICFAl Busmess School (IBS )

Bangalore

Prof Bala Bhaskaran

Dean IBS Ahmedabad

Prof Kalyan Debnath

Dean 18S Calcutta

Prof V R K Chary

Associate Dean IBS Hyde! abdd

Prof ( Prildeep

COOJdl'1ator IB'; New Dllhl

Project Manager
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I
I
I
I

Plot Latd ( hak, aval1h,
1.lcult)' !Be;; Bdng<tlore

PII)f Maldtl11 ~nnIVa'".ln

fdCUlty IBS Bangalore

PlOt M J... Geeth,1
raLulty 113\ Chennal

Plof T Rav. J...umar
Faculty ICTAl Hyduahad

Plof Latha Ra1l1 K
Faculty IBS BangalOre

5 SlJRVEY AND CASE METHODOLOC'

:; I DeSIgn of survey

The survey was deSigned to en~ure that findmgs were represel1tat.ve ot d broad

group of end users and to dlstmgUlsh between the type of mformatlOn the) realh

need and the types that they may find mterestmg but may not be relevant tor an

mvestment deCISIon

5 2 SelectIon of respondents

The survey covered the followmg categones of end users as respondentc;

Ins1.tutlOnal mvestors mcludmg foreign mstltutlonal mvestors

') Stock Fxchanges

4 0[11'110n "1d~ t '"

rJW/f IRi It rAJ <"'(lIch I)



\tum 011 I), \( 10\lIr( \ J'I/'tlil

tOt OpInion maker" who Wlll admllmtered tile "allle tIm.<;1l0nnllrL 1l1L 11\1

it r 'fl~tltutlOnallJlVestor" rolinal<; of que"tl()nndlrc<; for each c Hcuory dre mclu,1l.d

under Appendl\ I WhIle mp I oj 11 e qut. "Ion... \'"ere COllllllon dddltlnnal'l l1e ,,1I011"

IIltra<;tmctllle avatlable with thun It)! lu.Upl prncL""lI1g .,tnldgl ldlll-VeI] ('IHI

dl<;"emll1atlOn of mformatlon lllL CjUt. "tllml1alre tOi Ictall 111\ L"tOl<' wa., bIlL! (111d

le,,~ techlllcal

':; 4 Number of respondems

The fOllowlIlg table shows area-\\ I"e and category-wIse number vi re~pondenh Ie

the SUf\ey The lIst ofrespondent<; 1<; gIven In AppendIx Il

T(h.-dl----+-14----I---~·--+1-7X-J -I~ '247---ii,~

Category -) Instltutlona FIl<; ~tecL ISLeek Op1l11On TRetail ITotal

Area ~ I InvestOrs Exchange~ Brokers Makers Investor
I

Is I
I

Ahmedabad I 2 9 7 19

Bangalore I 1 4 2 I1 19

Calcutta 6 3 20 3 54 86

Chennal 5 I '" 11 12 50 82-'

DeIhl 2 I 2 15 11 51 84

I Hyderab?d 2
1

I:
6 5 ,- 39-)

I I
V1ulllbal -118 I <; I 13 I 12 ~7 9XI



'tIItll tI/I /)/\( 1m II/( \

"4 Admllll,lltlllOll ofque'-.tl0nndIIL\

1\ (1''''1

fhL que,>t1OPllalre<; wele adl1lllll'\tered h\ Il,>carchu~ ~ckCled b\ \{ I \1

Ru"me\" "chool flom dmong Ih <;tudent<; bcl'Ld 01 theIr knowkduL ot

capllcll market,> COlltlll11'llUllon "kill,> LIL In the In"-lltUllllllll 1m l '-lor

l.tlegory thl lllle\tlonn.lIlC\ \\llIl ldlllllll\lerLd 10 IKI\O!1" 111 top 1l1.lIl,I!!lll1lIl1

udlL ndl11cl\ (TOI MDt lund l\1alldgcll Hud 01 RL"LclILh l 01

1m e~tmLnl<; In the Sltock ['\lhange cdlego"

admml~tcred to the ExecutlvL DlreetOl ot the e'\ehang<... In tilL "toek brokll

category the respondents were either partners or managers ot the brokmg ftrm

The Op1l11On Maker<; mcluded bmmess edltor'\ of finanCial n<...\\I<;pclper" lnd

bU<;Iness magazInes analysts ot In'\t1tutlonal 111\ e<;tors finclnClal analv,>h tmdllual

"1I10 management consultant,> advocates and chartered accountant<; The I clad

Investors were ~elect\"ll 4 C,T' '1mong high networth mdlvlduals based on rcferencc\

from ~tod.. exchanges and stock brokers

Respondents located 111 major cItIes (four metro~ and Ahmedabad Bangalore

Pune and Hyderabad were per<;onally II1tendewed Re~pondenh located OUhldl

these cIties (stock exchange stock brokers and opinion maker<; catego,-v onl\)

were maIled the questIOnnaIre'>

" 6 Metl'od of AnalysIs

TI,c respon<;e~ v"ere dnalv"ed catcgon-\/I\e 10 map dlVetgenLl Itl View,> It an) on

the <:dlll .... qlIL~tlOn<; among oltlercllt ldtCgOllC< The olfler<...l1c<..." f()und 111."L hlen

11Ighll~lhC(1 I)y Wdl,. of gr<lph" 10 Lie'l CdtlgO -y alc,ng wIth It d"on, 101 "'lIL t ]

\dllelt'on" \Vhuc ell! Cdt<...gOIIL" he\(, hLla thl "dl11C V1I..\\ i u'n"I)I'll d tul PILtLJ l I...

P\\ II IRr I< I AI '.111m



l-OIhohdl1cd pIcture 01 all catcllor,t <; 1<, IlI\>cn IMI chart 1<' u<,crl

GrdphlC<i1 Ana\Ysl~ l,a~ bec,l dt1ne Illl "-LV qIJC,'tOlh <,LC!-.'Jlg \ C<, l'l t
,

( m",,' l <.,

a<., dprropnate fN each qut.."lIon 111 thl 101m 01 1dnl,.1'l1:'<" tdbk." ,,1111\ll1dl \ III

Importanl suggestIon" observatlOn" etc

For the rest of the questIons result of analysl" IS gIven by \' d} 01 ..,ta f ul1vno..

reflectmg maJonty vIew In addition a complete talnwlllon 01 ldlLd-nl\,-\" I"e

responses to each questIon IS gl\ en 111 po opclodlX III

() 7 Case Methodology

COlT'pames selected for case studv arc grouped undel three categoqe" The nan,e"

of the comnallles under each categol) are gIven below

Cat~gory I (Compames which haH Ilisued GDRII)

Arvmd Mills Ltd

2 Fmolex Cables Ltd

Categorj II ( Compames which have voluntanly adoptco ll'gher dl~c1()IiUfe

litandaros\



"11I111 0/1 1>, \1 1t/\1lI ( \

( 'te~ol] III « ompHues \\llIch Illut the C\,\tlllg d,,,do'\UlC IUlulll'IIH'nt" '"

PCI lnch.lll rl'glilltlOn,)

Duncan" Indll"trtC'" I t(1

'"l Dr Reddy ... 1 <lho! eltone... I tJ

") 1 he following 1l1formdtIOn Wel" collcctui 110m thL comprll1lc..,

Name... of <;toc\.- e'\change... whele the company'" <;hares are lI<;ted

2 Shdreholdll1g pattern lI1cludll1g number of shareholders

3 Annual report" of the last three year...

4 Copy of Ofter Document If the company had made any publlc/nghh after In

the last tnl ee yedrs

') CopIes of published half yearly re<;ult<; for the last one year (paper cuttmg)

6 CopIes of Press Ielease/Press reports

7 CopIes of all commUnicatIons sent to shareholders m the last one year

lI1c1udmg notIces of AGMs and EGMs

8 CopIes of all communicatIOns to and filmgs wIth stock exchanges

9 Copies of reports sent to SEBI dunng the last one year

IODates of Board Meetmgs held durmg the last two years and sIgnificant I"sue ...

discussed therem

II Copies of any special reports sent dunng last year to InstItutIOnal Investor... I

NRI lI1vestorsli nve<;tors WIt h large shareholdll1gs

12 PreventIon of InsIder Tradmg- Format of share ownershIp report.., If any

received fr0111 lompany e'\ecutlve<,/dlreetor~/audJtOl<;dnd other m<,lder\ ct.ld

"ent to ~EBI or any othel legulatorv body

3 rilL tollO\\ Illg additIonal Infolllleltlon "<''' collected 110111 lompclnlc" II~tUj untiL1

cdkgOfl(.., J am! II

PW/f IRC-ICf Al SIUO' ) ,
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/(( pori

I) ( ora. ... 01 !liang" dUllng thl Itl ...1 onl Vltll \\ IIh II <;; .... 1- (' 01 \\ II h any othu

rcgulatory allthontv pur...uant In (JDR .......lIC

II) Changl'" In Annual rlron (,on",ullILnl to "'''lIl of (,DR

A que...tlOnnallc \Vd<; admlnt<"h.. ILd to thL ( I Of( Olllp,UlY ....LLlcttll-y 01 till cOlllpany

a HI<;tory and bdckground 01 the LOmptln}

b Shareholdtng pattern

c Comments on dIsclosures In A.nnudl Repon ...

d Comments on dlSclosllres m Halt YLdfly Repons

e Comn ents on other sl...;-~I ""'(lpr communication

f Share PrIce Movements-Ob<;crvatlon<;

g Qualttatlve Evaluation of dlSc!O<;UfL <;tandards and con elation with market

capltahsatlon

h ConclusIOn

The case <;tudles are mcluded III APPUldl' IV

6 ANALYSIS OF SURVEY FINDINGS

6 1 Responses to questions lIsted under the General <;eetlon of the que~ttonnalre<;

Tne que<;tlon<; under th,.., <;eellon were Illtcnded to gel a,l Idea 01 tht end

u,>er~ ruccpllon .... about Ihe Htl hllte'> of Il1tOlnMtl(JI 11l1,)OI1dnt '>OllILL'> 01

II fOlIHH10ll dddl\lOllll lI1fOllllHIOn rUluHui to 1l1<l"L IIll011l1UJ 111\'L,>IIIHnl

dU.. I,>lon'> plc'>Lnt '>tdll nj Ill\. L lpll Ii JlI,lfhLl I'll

<..<Hllp<lIIlL.... tilL role bll 19 pll\Ld 11\ tilL rLl~llL·HOI\

L..'LItd.ngL,> d.nd "ltd.! I'> L'pLLtul ollltUll

I'\\'/I IIH Ii I AI \I\lth

<lUI tl\)II1IL ....

pI lLlJd.... (11



TIlL I L...pondenh' views wu L dlVU gLnt on thL attllbutL<; of 1I110rl11<\tlon \\ hl{ h df L

relevant for II1ve<;tment decI<;lon, Many of them expn?<;<;ed 1h'l1 all a1tllbutL'" (lrc

ImpOI1dnt and they are complemLl1tdl v

2 Annual repOI1S and Otler uocumLnt<; wele Lon"'lderLd to ht., the mo.,1 llnpOllant

.,OUICCS ot II1formdtlon fhL ILlall In\c<;1or., r,ll1hd IL...LdILh rLport'> <\1.,0 .1'

Important

3 1 he additIonal Intornlatlon requlfLd by nlo~t respondents to nlake Inforn1ld

lI1vestment decIsIon" were (m order of pnonty)

• Economic, Industry and Company AnalysIs

• AnalysIs of financial statements

• Views of largest stakeholdLf~ other than promoters

4 Q Do you thmk mformatlOn about any company easily available')

Fmdmgs
--- --

Category Consolidated

350 .333

300

'" 250-cQl
"C

200c
0c-
'"~ 150
'0
0 100 81z

50 I 9 4

0 L J

Ve~ No CondrtlOnal No

Yes Pespons p

fIg I
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Ob"CI\atlOn"

33., respondents con'itltutmg 78% of the total I e~pondenh "ala no a" may bl, "l,Ul

III FIg I Those who '>dld ye<; v"erc of the opinion that tl you have t'le Il1ltldtlve

mtelligence and resources, there IS no dltllculty 111 gathcnng the H"qUJI cd

mfOlmatlOn 1he retail mve~wrs were umfollnly of the view that no lI1!olmdtlOI1

other than the annual report I~ al,ce<;<;lble Lven till, dnnual report I" dvaIlabk dltU

considerable delay 1 hey al"o felt that good new" gd" dl~semll1dtLd Immcdlately

whereas pnce sensItive adverse mformatlOn Cdl1 b\., dccessed alter a tll1H... ~pdn of

one month or more

5 Q Do you thmk that creatIOn of a centralIsed mformatlon deposItory IS reqUIred?

Fmdmgs
r------ - - --------
I

Category Consolidated
398

400

350

'" 300
C
<1/ 250"C
c:

&.200
'"~

150-0
I

0 100z
50

4 4

I 0

I
Yes No ConditIOnal No

Yes ResponseL______ ----

Ob~ervatlOn:>

1 he Icspondent<; were near unanl1nou~ In "otmg tal a Cu1trd]'<"Ld mtormddon

dl,p0<,ltory 111o~L who hd\ C rc~pondcd In thc negdll" c !Lu '11<11 II \<., tIlL

PW/IIRr-ICI AI ')Iud,



""//ltll tin J)/\t Ill\Ult \

rv,p()(',>lbllny of "tock t,"changL to dl,>"t,mll1ate 1I1tornldtlnt1 to 1I1H,>tOl'> In tbdl

regIon

6 Q Do you thm\... Stoch [,c!l,lnge'> should take a greater role In dl ..."cI11lnattng

lIltormdtlOn)

Category OpinIon Mdkcr" ~toLk BroklT" and Retail Invl"tor '>

6% 1%0%

93%

FIg 3

Category InstItutIOnal Investors
[---- -

16% 0%

FIg 32

84%

Category Stock Exchanges

17% 0%

83%

I YL~ 2 No 3 Condltlol1dl Ye"

PW/IIKI I( 11\1 "Iud,

1m1
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8

Report

Ob'iervattons

While, overall 94% have said yes ( mcludmg 'Conditional Ye<;' ) and 6% have ~ald

no, the percentage ot respondent~ who have said 'no among Stock Exchange

and InstttutlOnal InvestOl calegol) IS higher at around 16% h was ob~erved that

Stock exchanges who have 'iald no have explamed that It IS not posslhle tor

them to assume a greater rule In~tltultonal Invc.,tor., on the other hand have "aid

no mdlcatmg that If there IS a centralised mformatton depo"ltory It I'" not requlI cd

of Stock Exchanges to playa greater role

Q Would you prefer some professional mformatlOn providers to collect reqUlred

mformatlOn from corporates on a contmuous basIs, collate and furmsh the same?

Observahons

83% of the respondents were m favour of professional mformatlon provIders to be

mvolved m collectmg mformatlon from compames on a contmuous basIs, collatmg

and furmshmg the same to the end users at a cost Those who were not m favour

doubted the rehablhty of such mformatlOn

Q Do you belteve that the eXlstmg disclosure norms are adequate?

Fmdmgs Fig 4

r-:-=~-_Catego~~n~l~da_~d - -----1
I 350 T 312

I 300

III 250-CQI
-a

200c
0
Co
III
~ 150....
0

0 100z
51

0
0 --'

Yes No CondltlOnal No
Yes Response

PW/flRI.:-ICl-AI Stud\ 2X
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Ob~Cf\atlOns

MdJontvot the I(.,spondents felt that the disclosure norm" dre madequatL I)omt- of

tho,>t- who saId ye~ explamed that norms are adequate but whdt I~ lad-dng I"

tran~parencyon the part oflssuer~ and proper momtonng on the part of ru!,ulatorv

authontIe~

l) Q Do you thm"- compame~ are ddhenng to eXlstmg dlsclosurt- nOl 111'> )

Fmdmgs

Category InstitutIOnal Investors

13% 0%

£I'

1_2
I
1
03

104
l~_

Fig 5 1

Category Others

4% 2%

82%

12%

-I

I
.i1'1 I
.2 I

I
I I

1

03 I
I I

041
I

P\\ II IRf III AI ~tud\

JIg 52

lYe,> 2 No 3 CondItIOnal Ye~ -t T\.o rl "pon"L
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ObservatlOn~

Rt{Jorl

The Institutional lnve'itors held a divergent view 44 % (mcludmg 'Cond.tlonal

Yes')ofthem thought that compames adhere to nOlms d~ agam~t 16% (mcludmg

ConditIOnal Yes') of the other categones Dunng dl~cusslons with respondent ...

from In<;t1tutlOns It W1~ gathered that 111 theIr 0p1l110n thL compllance 01

adherence IS In lettLr but not In spmt lor example the annual rLport may be m the

reqUIred format vYlth the reqUIred mfomlatlon but It may ~tI11 not give a true and

fair picture

The reasons for compames not adhenng to disclosure norms were attnbuted to the

followmg as per analySIS given below

• Lack of regulatory "TIomtonng and oversight

• Lack of mSlstence by auditors and

• Loopholes m the norms

10 Q Do comparues dehberately mIslead mvestors?

Fmdmgs

Category InstitutIOnal mvestors

!
a1l
.2\

10 3 11

10 4 1 I
6% 28%

PWfrlRE-lcrAI "Iud,

Fig 6 1

1 Yes 2 No 3 ConditIOnal Yes 4 No rcspon<;e

10
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ObservatIOns

(att.-gory OthclS

17%

9%

Fig 62

I Yes 2 No 3 CondItIonal Yes

r

11I 1 ! '

'.2
I ,

03

04

4 No response

Rtf!ort

I\s agamst b7 v
/o I .....cludm,b CondItIOnal Yes ) of respondents In all o'''cr

categones, only 34% (mcludmg 'CondItIonal Yes' ) of the InstItutIOnal category of

respondents belIeve that comparues delIberately mislead mvestors It may also be

observed that the percentage of ' No response' IS very high m the InstitutIOnal

category at 38%

Many of those who said yes added that It generally takes the form of Wmdov,

dressmg' of financIal statements

From an analySIS of addItIOnal mformatlOn gIven, two reasons may be attnbuted to

InstitutIOnal Investors not agreemg With other respondents

a) In general, the mvestments of InstitutIOnal Investors are In 'A' category shares

whIch are of compames WIth hIgh market capitalIsation and better disclosure

standards

b) It IS dIfficult to generah~e and <;ay that all compames do or do not mIslead

mvestor~

1 hl. hIgh percentag(. of no respon ...e' can al<;o be attnbuted to the same reason a<;

(b) above

PW/rlRr -10 AI Stud, -, I



67% ot the respondents who said yes' attnbuted the rca"on for COI11PdIllC"

deltberately mlsleadmg the public to compames not canng tOI the needs of the

Itwe"tors'

I I The suggesttons made on steps to be taken to prevent compames glvrng 111Islcddrng

rnformatlon were

• Management and audItors to be held accountable

• Penal provIsIon

• Cnmrnal actIon

12 Q Do you observe any correlatIon between the wllhngness to part wIth

mformatlon and performance of the company?

ObservatIOns

The mstltutlOnal mvestors felt that there IS a correlatIon between willtngness

to part wIth mformatlOn and the performance of the company The opmlOn makers

felt otherwIse, If the performance of a company IS generally good, It IS ea"y to

convey some bad news wIthout attractmg too much of attentIOn

13 Q What IS the general time gap between the avatlablhty of mformatlon and ItS

accesslblltty to mvestors?

MaJonty of mvestors saId that they had access to mformatlon 1-3 months after It IS

made avaIlable by the company MajOrity of the retaIl mvestors saId that they had

access to mformatlon after 3 months

14 Q What I" your opmlon about the reltdblltty and accuracy of mformatlon made

available m financial reports'>

PW/flRE ICTAl ~llId\ \2



Ob"ervatlons

The lespondents rated the "ources as follows (It~ted tn descendmg Older 01

reliability/accuracy)

Stock exchanges/Regulatory authoritIes

2 Indu~try and Trade A"SOcldtlons

3 Re'iearch reports

4 Fmance & Busmess magaz1I1es

~ FmancJaI newspapers

6 Survey reports

7 TV (only good news gets dlssemmated through thIs source)

8 Semmar & Conference papers

6 2 One tIme disclosure

Q Are you generally satIsfied with the objects of the offer dIsclosed m the

prospectus?

60% of the respondents were not satIsfied wIth the objects of offer dIsclosed

Many of them expressed the vIew that It IS what IS mtended rather than v. hat IS

stated whIch IS questIonable

2 Q Would you reqUire addItIonal dIsclosures If the Issue IS to meet workmg capital

need only? If yes, would you requIre the appraIsal to be made by banks/financial

mstltutlOns even If the Issuer has no borrowmgs?

MaJonty of mvestor'i were 111 favour of additIOnal dIsclosure If the Issue I~ for

workmg capital need .. only On the questIon of whether a bank appral<;al <;hollid

be II1slsted If the Issue IS only for ralsmg workmg capItal the respondent,> lelt

that more than bank or mstltutlonal appraisal (they <;eemed to ha\e better [lith

on appraisal by Fb than by bdnk.s) there should be addItIOnal dl~c1o""lIrL on

PWIrIRE-ICFAl Stud, 11



4 Q Do you thmk the capital market IS adequately momtored and supervised?

i

~li
.2; I

'031 :
041
~I

50%

FIg 7 1

Category OpInIOn Makers

42%

Category Stock Exchanges
r- -------
I 0% 8%

(I) why the Issuer 1'\ not ralsmg tund~ trom the banb and

(11) detaIled assessment 01 wOlkmg Cdpltal reqUirement

Ihe respondcnb felt that dlsefosure of miSSIon and long tl1111 cOIporate "tl ah..n

In the ofter docunlent would SCf\e a "mlted purpose and Instead It thL compan')

gIves a bnef on the core busmesses of the l.Ompany, It Will serve the purpose ot

understandmg whether the company IS headmg m the nght direction

fmdmgs

3 Q Would yOU L.onslder It relevant for the Issuer company to dlsclo~e Its ml~~lon

and long tenn ~tl ategy m Its otkr document?

I
I
I
I
I
I
I
I
I
I
I
I
I

0% 13%

FIg 72

I Ye~ 2 No 3 Conditional Yes 4 No respon~e

PW/IIRL-I( fAJ Slud\ \~
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Category Others

64%

29%
I. I I I
I I
1_ 21 I

1 I

103: I

1041 :
I

ObservatIOns

1 Yes 2 No 3 Conditional Yes 4 No response

It may be obsen/Prl trat 50% of the Stock exchanges feel that the capital market 1<;

adequately momtored MaJonty ot respondents m all other catewmes thmk

::>therwlse, especIally, OpmlOn Makers where 87% of the respondents feel It IS not

adequately momtored

SuggestIons on what needs ~c be done to Improve supervisIOn of capital

markets converge on the follOWing -

• Regulatory authonty to tIghten

penal prOVISIons for non complIance

• Stnngent norms for lIstmg and dehstmg

dIsclosure norms WIth strong

• ProfesslonahsatIOn of management of stock exchanges

• ReductIOn m number of compames lIsted on the exchanges

• Improvement m mfrastructure

to AudltOl ~ to gIve detailed qualIfIcatIOns to financIal statements

• Management apd audltor<; to be held accountable to both the

regulatory authontles and shal eholders whIle the reguldtorj

authontles 10 be held accountable 10 the shareholdcl s

PWfFIR[-!CfAI ~tud,



6 3 Recommendations of the Study Group

1 he Indian 5ecuntles Market IS e~sentlally IIldlvldual onented and thereto! c

5EBI'<; mam concern <;hould be ploteltion of IIldlvldual Illvestor~ In5tltuliOlldl

mve<;tors on account of theIr profc~~lonal capability to research on fir 111<; arC' 1I1 (l

better position to evaluate potential mvestments than Illdlvldual mve"lor" Willie d

le<;~ regulated market will do for m"t1tutlon domll1ated market~ It I" necc""ary to

mallltaln tight dl<;c1osure reqUirement<; for secuntles sold to IIldlVldudl Inve"tol'"

In order to revive mvestor confidence In the ~ecuntles market It IS vitally IInp0l1ant

to create an enVIronment III which observance of rules and regulatIons become~ the

norm and their breach the exceptIOn For thiS the regulatIOn of the stock market

should be entrusted to a slllgie hIghly vIsIble authonty whIch can function

mdependently WIth strong statutory Dackmg which IS accountable to the mvestors

and IS therefore trusted by them The success of the regulatory body In promotlllg

the mtegnty and faIrness of the markets will depend upon theIr effectiveness In

Illvestlgatmg and makmg public market abuses and m Imposmg deterrent penalties

The study group IS of the opmlon that SEBI should take up studies to find out the

present status and whereabouts of the projects and promoters of around 4000

publIc Issues made dunng Apnl 92 and March 96, IdentItY the fly - by - night

operators from among them and take exemplary pUnitIve actIon agamst them

PUnishment should ll1c1ude Impoundmg Issue proceeds from the promoters and

refundmg the same to the mvestors

Followmg alternatIves can be con<;ldered to weed out the IllIqUId scnps listed on

st0ck e\.change~ so that only qualIt) scr,ps which promIse lIqUIdity fOI thL

lIlvestors remall1 h~ted

• Permit promotus to buy bick the ~hdres

p\\rrIR[-ICFAf l:;ll1d\



• Before deh<;tmg the scnps ma\.-e It mandatory for the promoter<; and merchant

ban\.-er<; to ma\.-e an open ofter to all the II1vestors to purcha<;e the shale.., at a

deter mmed pnce

SEBI <;hould tH.dlten the norm<; for new Issues ('ompal1le<; with no track leLold

"hould he dllowed to Ii"t only on the OreEI Venture capItal funds which dllll to

Illvc"t pIlmallly lJ1 start up fillllS mu~t al"o be encouraged

(ontlJ1umg dlsclosure~ especially disclosures m annual reports should be blought

under the purview of SEBI Presently compames present annual report a<; pel

Compames Act and as per Llstmg ,~ .sreement

The Study Group reco n lmends setttng up of InformatIon Deposltones at III ()

levels - In SEBI at the natIOnal level and m stock exchanges at the regional level

Issuers should be required to file reportmgs with SEBI and the stoc\.- exchange~

where the shares are hsted These should be reviewed , mOl1ltored checked for

accuracy and consistency by tl amed professIOnals to be employed/outsourced ov

them SEBI and stock. exchanges should be responsible for prompt dlssemtnattOn

of matenal I pnce sensitive tnfOrmatlon received by them

The Study Group recommends that SEBI should Issue gUtdehnes to all stock

exchanges for settmg up of a PublIc Reference FacIlIty on a mandatory baSIS One

of the effective ways tn which mformatlon can be dlssemmated qUtc\.-ly and tn a

cost effective manner IS through the net SEBI and the stock exchanges should

have a home page on the tnternet to whIch all filmgs can be posted r or tillS

purpose compal1le<; <;hould be reqUired to submIt theIr filings In electronIc form

The Public Reference Facility to be set up 111 stock exchanges should have

adequate number of Lomputel tell11mal" to enable mve~tor" to have caw dCLl "" to

mformatlon on the mternet

PW/IIRI IC r AI '-,tud\ 7



64 Information Disclosure - Contlllulllg dlsc!o<;ures

641 OperatIons

Questions under thIs <;ectIon were on whether the end u<;el ~ would Iik.L to

have certalll addltlondl 1I1fOl matlOn on the compal11cs operallon.... e'polh

Imports technology expenditure 011 re<;earch and development pdlLllh

held major customers <;uppller~ etc and If <;uch mformatIon I.... rcqulled

the trequency of report1l1g and the source document (e g Annual report

Quarterly / Half yearly report Offer document)

The respondents were strongly 111 favour of segmental reportmg glV1I1g detaIls

of operatIons product! d....SIO'1-WISe on a quarterly baSIS The QI ~ report

which IS already be1l1g furmshed to the banks can form the baSIS of such repol11l1g

2 The respondents wanted the earlier practice of dlsclosmg details of exports

and Imports m the annual report to be restored The disclosure should mclude

countnes of Import/export and currencIes In which the transactIons take place

3 Information on major customers and suppliers were not consIdered relevant and

It was felt that the companIes v.ould be reluctant to share such mformatlon

4 Changes m technology /techl1lcal collaboratIOn etc can be dIsclosed In the annual

report or on occurrence of event

Consldenng that the amounts spent on R&D by IndIan compames are

ll1~lgntficant wIth the exception of <;omt, mdu~tnes 1Ik.{, pharmaceulIcdh

lI1formalion on R&D expenditure was not found to be lequlrea b\ the

re<;pondents

PW/nRf IC fAI Slud\



6 42 R('coll1mend.lhons of the Study Group

I he Bhdve Committee on contlllumg dl<;c1osurcs standald" has fl,collllllcndLd to

~EBI that whllc ~egment reportmg IS not prevalent 111 the Indian market a

begmnmg can be made by requiring all compal11e" who~e "Ildreholder fund ... ,U l

mOl c than Rs 100 Crore to compulsoilly follO\" the pI dctlec of <;cgmcnt ICPOrt IIH!,

and to e'\tcnd thL I eqUlremcnt to all h.,ted compal11c~ ovu a thrcc yCdl pctlod

The <;tudy Group al..,o endorse<; the need for Segment reportll1g

~EBI <;hould make It mandatory tor compal1les to dlsdo~e details ot c,\port.., and

Imports 111 the annual report Information should Include pel centage of

e\.portshmports to total sales/purchases

currencies to which there IS fisk exposlll e

643 FInance

countries of exporthmport and

The questIOns In thiS section pertam to quality of disclosures 111 financial

statements and of accountmg standards disclosures In quarterly half yearly

and annual reports need for disclosure of financial ratios diVidend polIcy

InformatIOn on convertibles and suggestions for ImprOvement 111 findnClal

reportmg

The respondents felt that most annual reports do not reflect a true and fair

picture of the company and the current disclosure standards range from good to

poor With majority of response under adequate

2 Q Half yearly reports are generally pubh~hed by thc compantes III abridged form

Do you thmk the mformatlon Ie; adequate') If not what accordll1g to you "hould be

the additIOnal dl"c!o"ure

pw/rmr 10 Al C;lud,
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( dtegol y Stock Exchange

0% 0%

Fig 8 1

Category others

HI pelf t

ObservatIOns

1% 3%

FIg 82 2

1 Yes 2 No 3 Conditional Yes 4 No response

69% of the respondents felt that the mformatIOn In half yearly report IS not

adequate Most of tI'e respondent'> v.anted the Halt yearly report~ to be audIted

and In t~e ~ame format ?~ thL annudl rlport

Q On a scale 01 1-5 (l-L \.ccilLnt 5-POOI), where do you raj k Indldn AccountIng

norm" as compared to those ot other developed countne~'l

PW/IIIU -Ie I AI "Iud, ..+()



N( port

The respondt-nt<. rated the Indian Accountmg Standal d~ as good on a ",cale

of ') rdngll1g from Excdlent to Poor

4 MaJonty 01 ft.,,,pondenh viewed changes tn accountlllg policy by

compdnlC" unfdvourahly but an equal number were of the 0p1l110n that If It I" 1m

lI11provlI1g the quahty 01 rep0l111lg It I~ acceptable

5 MaJonty of responses were III the affirmatIve on the questIOn of deslrablltty ot

following disclosure

• In case of change In depreclatton pohcy company should dl<;c1o<;c profits

oased on depreCiatIOn calculated as per old method al<;o

• Current market value of fixed assets to be dIsclosed to get a better

under:,tandlllg of the asset base of the company

• In case of change III Illventory valuation pohcy, company should disclose

profits based on Illventory valuation as per old method abo

6 Respondent~ were III favour of analySIS of company's performance by It<;

dIrectors espeCially the non-executive dIrectors As the dIrectors are reqUIred to

meet once a quarter such analySIS should be made avaIlable on a quarterly baSIS

7 The respondents were III favour of compal1les reportlllg select financIal ratios on an

annual baSIS and they felt that the calculatIOn of these ratios should be

standardised CPS RONW DER and Current RatIO were the ratio'> con<'ldered

most IlnpOJ1ant

8 Q Do you thlll"- II1fOll11atlOI1 plovlded by a company on convertIble,,/ \'varrant" etc

which le<;tl't In dilution of equity I~ adequate? Ifnot what ddditional 1l1forllldtion

do you requlI L)
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Rt!po I

Fmdlng~

Category ff'stltutlOnal Investors & OpinIOn Makers

0% 6%

Fig 9 I

1 Yes 2 No 3 CondItIOnal Yes 4 No response

Category ('thers

0% 8%

43%

I
l _

ObservatIOns

FIg 92

1 Yes 2 No 3 ConditIOnal Yes 4 No response

I

I
I
I
I

65% of the InstitutIOnal Investors and OpmlOn Makers felt that the mformatIon IS

not adequate Others were equally divided on the Issue , perhaps due to their

madequate knowledge on the subject

The toJIowmg suggestIOns were mdde on additIOnal disclosures to be made on

convertible::.

full dlScIosUl e on sharcholdmg pattern warrants due stnkc prIce of warrants

optlon~ exel cl~(,d III the ca<;e at ~tock options and Impact on [PS ~ome

---- - ------
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'It/til Oil f)l\dtJ\1m \ He {'orl

r{',;pondenh v"anted dl<;c1osure on fully diluted EPS a<; pLr IntunatlOnal

Accountmg 'itandard 011 EPS

9 Re~pondent::, \\ue In favour of specIfic detalb on 'other mcome' If It forms

'llgmfIcant pdJ1 of PBl and they favoured such informatIOn to be furl11<;hed on half­

yearly ba'il<;

10 Other than InstJtutlOndl Investors, respondents desIred dIsclosure on measure'> ot

volatIlity of earnmg'> hke beta

11 DIsclosure of divIdend polIcy was consIdered relevant by retaIl mvestors

MaJonty of the respondents were m favour of JustIficatIon bemg provIded for

retentIOn ot a portIon or all ot dlstnbutable profItS

12 Q Are you famIlIar wIth InternatIOnal Accountmg Standards and IndIan

Accountmg standards Do you find sIgmficant gaps between the two? Do you

belIeve that by presentmg accounts as per InternatIOnal Accountmg Standards and

practIces, mve~tment decIsIOns can be Improved?

Fmdmgs
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c: 800
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41
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(e&

Fig 10
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Response
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"(utll'on /)t'c/O\/ll ( ,

A<:; the fallllhanty wIth InternatIonal Accountmg ~tanddlds 1<; IlImtcd till

percentage ot no' and 'no re"pon<;e' 1<; 11Igh a" seen 111 rag 10 Of those who

agreed that there are slgmficant gap'" boween InternatIOnal and Indlcln ACCOllllllllg

~tandalds 80% felt that that lIlve~tment decIsions can be Improved It account,> aJ e

pre~ented a... per InternatIonal Acwuntmg <.;tandards

13 The followlIlg <;uggestlons WLfe made for Improvement 111 tinanclal reportlllg

• Ca~h flow statement to be provided on a mandatory ba"l<;

• ConsolJdatlOn of accounts ot Subsldlanes wIth the parent company

accounts

• DIsclosure of contmgent habilitles and provIsions made for the same

• RepoI1mg should be mime wIth InternatIOnal Accountmg Standards

• Segment Reportmg

14 The respondents were unammous 111 agreemg that management and audItors should

be held lIable for mlsleadmg financIal statements or for negligence 10 prepanng the

financIal statements

6 44 Recommendations of the StudY (,.roup

It IS noted by the Study Group that on recommendatIOns made by Bhave

CommIttee SEBI has dIrected Stock exchanges to amend the hstmg agreement to

mcorporate the folloWIng Dl!:>closures

• Pubhshmg unaudIted financIal results on a quarterly basIs mstead of Half

yearl) basIs from June 98 onward...

• Companle... moblh<;lng tunJ~ from the publtc to publt!>h detaJis of deployment

of fund <; on half \early bd<;l<; lI1stead of yearly basI"

• Informll1g ~tocJ... exchdnge<; IInmedmtely of all tho<;e event<; that would have d

beanng on the pertormdnce I operatlon~ of company a<; well a" price <;en'>lt!\ L

mformatlon

PWIIIRL Icr AI .... Iud\



1 he Study Group recommends the following with re~pect to dll\c1o'ure.... on

quarterly and half yearly basIs

• Quartetly / Half yeatly leports pubhshed In newspapels many a times fall to

draw attention of mve<;tor<; Compames should thelefOle mall the~(., It.poI1' to

shareholder~on a mandatory basIs

• Ratmg on all fixed mcome secunttes Issued by a company should be dl ...c1o ....cd

on a quarterly basIs changes m ratmgs and rattng agency should be dlsclo<;ed

on occurrence of event Report on change m ratmg agency should mclude

reason for the same If a company obtams multIple ratmgs all such ratmgs

should be disclosed

• Half yearly reports should be audited and drawn up In the same format a<;

Annual Report

• Notes to summary of results published on a quarterly basIs should Include

explanations about slgmficant devlattons from performance dunng the prevIous

penod for which comparatIve figures are dIsclosed It should also mclude past

trend by way of percentage of revenues of each quarter In the prevIous year to

total revenues for the year

• Penalties If any Imposed by regulatory authontles for non-compliance or

ViolatIon of norms should be dIsclosed on a quarterly basIs

• Quarterly Report on shares of the company dealt WIth dunng the quarter along

With dates and the names of employees or connected persons

The Study Group recommends that the followmg additional disclosures be made

mandatory m Annual reports

AJdlluJ/lol Jf\(.J()\l//i. \ ()n U)IlI'elllhle\ ww/wlI, elL

/I Fully diluted EPS as per InternatIonal Accounttng Standard

/I Shareholdmg pattern post conversion

PW/FIR[ Il r AI '-llud\
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•

optIons exel cI<;ed In the ca~e of stock optton"

Due dates of conversIon

Nll'ort

2 Managenwnt analy"l<; of the financIal !)tatements usmg key ratios sw...h d"

Earmngs Per Share (EPS) Return On Networth (RONW) Debt [qUlty

Ratio (DER) and CUll ent ratio It should al<;o mclude commenh on Ld ....h

flow statement

The Study Group notes that gap between International and Indian accountll1g

Standards Will be slgmficantly reduced If Bhave Committee' recommendation"

on Consoltdatlon of ACC0unts Segment reportmg and Deferred Tax hablhty Me

Implemented after ICAI draws up Accuuntmg Standards for the same

6 45 ProjectIons

Questions under thIS sectton were mtended to have the vIews of respondents on

the Importance of furmshtllg projectIons til Offer documents and other reports

The Study Group notes that Malegham CommIttee' (on dIsclosure reqUIrements

m Offer Document) had placed a number of restnctlOns I condItIons on dIsclosure

of projectIons til Offer Document as they can be a source of mlstllformatlon and

are often grossly optImIstIc some of the condlttons betng projecttons should nut

be for more than two years and should be based on appratsal made by a FmanClal

InstItutIon or Bank or Lead Manager

Q Should projectIons be part of Annual report? Should regulatory authonty

prescnbe a format for glVll1g plojectlOns? WhIch I" the appropI late document and

tllne penod for makmg the proJection,,?

-:::-:-:-:=-:-::-:::-:-:=---=-----:-----------------------------
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291 respondents, constItuting 68%, felt that projections should fonn a part of

A.nnual reportJ Offer Document as seen In Fig 11 They also feel that It would be

helpful If comparues gIve baSIS for thelf proJectlOns along with explanatory notes

MaJonty of the respondents were also of the View that management should be held

accountable for their proJectlOns, to the extent deVIations are due to mtemal

factors

2 MaJonty of respondents are In favour of proJectlOns bemg made USing both

expected values and OptImtStiC & peSSImtstic values

3 Respondents of all categones favounng proJectIOns, favoured projectIOns for three

years In Offer document and projectIons for one year In Annual report

4 OpmlOn was diVided on whether the financial mstltutlon makmg the projectIOns

should participate In the eqUity of the project However tho~e who ~ere In favour

clearly wanted lock-m for such partlclpatlOn and lock-m for three yea! ~ bemg the

Iea~onable time to! project Implementation

PWfIIRf-ICf'AI ~tud\ 47
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6 46 Recommendatloll\; of the Stud)' GIOUp

1 he Study Group 15 of the view that projections can be ml"leadmg and hence d

pos';lhle source at mlslllformation and consequent unwarranted litigation

Management "hould not therefore be reqUired to provide proJectlom, Rather they

"hould provide mformatlOn that hc1p~ users to fOI eca<.,t for thelmelve... the

company ~ future performance Contrary to majority 0p1l110n which favolll'"

projections 111 annual report In addItIOn to Offer document the ~tU(\Y Group

recommends that management should only provide forward lookmg mformatlon

on

• OpportUnIties and nsks

• Management's plans mcludmg cntacal success factors

• Compamcn of actual performan':e with prevIOusly d'sclosed oppOrtUl1ltlt'''

nsJ...s and plals

647 Off balance sheet Items

The questIOns under thiS sectIon sought views of respondents on the need for

disclosures regardmg contmgent habllItaes leased assets hedgmg mstruments u::,e

ot denvatlve mstruments and attendant nsks and accountmg for forward foreign

exchange contracts

MaJonty of the respondents were of the view that compames do not disclose

contmgent lIabilIties m a proper manner nor do they make adequate provIsions for

them

2 Most of them were In favour of proper disclosure of leased assets and of hedgmg

mstruments

3 MdJ0rlty were fa\ounng revaluatIOn of fOf\,.,ard furelgn exchange contract <., on

balance sheet dates and tran"fel of gam/loss ariSIng therefrom to profit & 10"'''

account

PWfFlRllCfAI ",(lId,
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6 48 Relommendahons of the Stud)' Group

11ll Study Group rewmmend<; the followmg additional dl~c1osurcs to be madl. on

a !l1dndatory bJ"I" about the vlentlty financial Impact n~ks and obligation"

Ic">ultlng hom the followmg Oft halance sheet Item ...

• Contingent Liabilities

• I ea,>Ld '\sscts

• I manclal mstruments In the nature of on balance sheet Item"

649 Risks

1 he questions under nsk pertamed to nature of flsks to be dIsclosed nsk analysIs

framework and rea:'Ibl1Ity of developmg a composite fisk mdex

Q Do YOll dunk a nsk management frameworl-.. be undenaken hy a company and

disclosed 10 the Annual Report?

F10dmgs

Category Consolidated
160 ~
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Observattons

143 respondent') con<;tttutmg 80% were of the view that the compamc<;

shoula underta"-e a nsk mandgement {laPlework and dIsclose the "arne m the

Annual report It should mclude mamly busmcss fisk and financial m"
There wa::. rnDl.cd opinion on whether the tramcwork should bc ::.tdJldardl,,\?'d

Mo~t at those who favoured a standard frame~ork required the ::.ame to be

based on performance parameters whereas the others telt that pohcy and

performance should be considered

59% of the respondents were m favour of the company provldmg forward

loo"-mg mformatlOn on e'\(pectatlOns about performance Vis-a-VIS mternattonal

competitors The 'no r",sponse' to tills qUc,:)tlOll wa<; high at 32%

3 Q Do you thmk It IS feasIble to develop a composIte nsk mdex for a company?

Fmdmgs

Category Stock Exchanges

2O"k

_.
1111 '
82

•
03 1

1~~I'
~JI

1
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1 Ye~ 2 No 3 Conditional Yes 4 No response
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Fig 13 2

1 Ye~ 2 No 3 Conditional Yes 4 No response

Regardmg the feasibility of developmg a composite fisk mdex, 67% of Stock.

e'\changes felt that It IS feasible whereas maJonty of respondents 111 othel

categones were of the opmlOn that IS not feasible

6410 RecommendatIOns of the Study Group

The Study Group notes that the dIsclosure regard109 nsks to whIch the Compames

and mvestors are exposed are grossly madequate 10 Offer Document and absent In

Annual reports The general response under' Management perceptIOn ' to most of

the nsk factors dIsclosed 10 offer documents IS stated as follows

'The flsks are mherent In the bUSIness The company has put 10 place adequate nsk

control measures to manage these nsks' ThiS reply does not educate the mvestor

on the level of fisk exposure faced by rum or her

It \'; therefore ~uggested that a fisk management framework should be developed

and dlsclo<.,t.-d by I"suels cOvenng major mtetnal and external nsks such as busmess

IISJ.. fmanclal rIsk mtere<;t rate fisk and fOlelgn exchange nsk The framework can

mclude both pohcy and performance parameters
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6 41 I Bankers

Whlle 70 % of respondents were III favour of dlsclo~mg the name" of bcmku.., c\

substantial 28% felt that the 1I1formatlOn was not relevant

6 412 Ratll1g

Questions on ratmg related to Importance of ratmg for IIlve..,tment decl<,lOn..,

II1struments for which ratmg I'> desIred dIsclosure of e'l.l<;tmg ratlllg'l and changL<,

111 ratll1gs from all ratmg agencle<;

MaJonty of the mstltuuonal Investors felt that ratmg IS not very Important as It 1<;

not a lead lI1dlcator most of the tIme The retaIl mvestors and stock broker<; on

the other hand rated the Impol1ance betwepn ., and 'i on a 'lcale where 1

unpiles least Important and ~ Implies very Important

2 MaJonty felt that rating should be for fixed Income secuntles and If feasible for the

management and the entire company The Stock Brokers and RetaIl Investors felt

that ratmg should be provIded for EqUIty also

3 The respondents were near unammous that compames should obtall1 ratmg

from one agency consIstently and should not sWItch raung agencies In case of

change 1I1 ratmg agency the reasons for the same should be properly dIsclosed

4 The compames should report on a quarterly baSIS, ratmgs obtamed on all ItS fixed

mcome secuntles The respondents also felt that the onus of contmuous momtonng

and dlsclo15ure of ratmgs/changes m ratmgs should be on the ratmg agency rdthu

than the company

It was suggested that the ratmg agency should publish mformatlon on all rdtlllg<,

on a monthly baSI'> (change of ratll1g'> should be publ,shed ll111nedlately)
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6 A number of I espondents douhtld the credibility of the rating agencle~

6413 Recommendations of the Study GIOUp

• Ratmg on all fixed mcome "Lcllntles IS<;llcd by a company <;hOlild be <hsclo"cd

on a quarterly basIs change" 111 ratmgs and ratmg agency ..hould be dl ...c1mcc!

on occurrence of event Report on change m ratmg agency ...llOUld mcludL

reason for the "ame It a company obtams multiple ratmg<; all such ratlllg'"

should be disclosed

6 414 Legal Compliance and Inve~tor ProtectIOn

Tne Cjclestlons In th,s sectton deal with reportmgs re1atmg to l-OlTIpltance need for

a compliance officer official spok.esperson and compltance audit and

disclosures relatmg to Il1vestor complamts

Most of the respondents wanted compames to furnish mformatlOn to 1I1vestors

regardmg non-compltance With vanous statutory norms and regulations but "orne

commented that the compallles would be reluctant to mak.e any disclosures 111 tim

regard

2 SimIlarly whIle maJonty of respondents wanted mformatlOn on charges agamst the

company by Govt offiCials and charges agamst promoters/top management to be

commumcated to the mvestors some of them reasoned that compames wIll not

furnish the same as It would put them m bad light Instead, the regulatory authOrity

should penodlcally dlssemmate "uch mformatlon The Study Group concul s wltn

thiS view
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1 80% at the tespondents were In favour of details of Investor complamt'\ to be

publt'\hed MaJority were In favour of the details to be furmshed on a mandatory

bdSI'o III the Annual Report About 2c;% were In favour of the dl'\c1o~llre on

quarterly ba'ol<" 1 he te~pondents required dl'\c1osure of broad category of

complamts together with the corre<;pondmg numbers There were sugge<;tlon<; that

m<.,tead of ab<;olute number<; number of complalnt'\ as a percentage ot number of

shareholders would be more u'\eful

4 The Idea of a company engaging the servIces of a compltance ot1lcer wa"

welcomed by most of the respondents and some felt that the COinpan\ Secretary

hIm"elf can play the role

The respondents felt that the official spokesper:>on should have the

authonty to gIve reqUIred information about the company and he should be held

accountable for the statements made by hun The retail mvestors felt that all

the market players namely instItutional Investors, FIls brokers and retaIl

1m estors should get the same amount of mformatlOn from the same source

6 As regards Compltance AudIt as IS done m the developed markets It wa'\ felt

that no useful purpose would be served and It would be one more regulatIOn

formahty to be comphed wIth

6 415 Recommendations of the Study Group

SEB I should penodlcally publish./ Widely dIsseminate mformatlOn to Investors on

detaIls of non-compliance as also detaIls of charges against the company Its

promoters and top management on matenal Issues It IS felt that such pubhclty

would act as a strong deterrent to VIOlatIOn of norms by compames
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Disclosure on IIlvestor complamts on an annual basIs should be made mandatol)'

The company should give details of number of complamts received settled

pendmg for more than 10 days nature of comnts and nUl11bel of compl,unt~

received as a percentage of number of shareholders

Group compames and subsidiaries

Questions under tillS section related to need for consolidation of account" and

sought views of respondents on the practice oflendlllg to group compames

78% of the respondents were of the 0plmon that Indian Accountmg Standards

should provide for consohdatlOn of accounts and lIlformatlon provided about the

subsldlanes should mclude financIal statements nature of busmess and

sharehoidmg pattern

2 On the question of whether lendmg to group compames should be allowed q%

saId no and 40% saId yes Of those who said yes, 64% felt that there should be

total restnctlon of the same On a separate questIon on whether compames should

be allowed to lend to group compames provIded they meet certam norms 64%

saId yes

Based on additIOnal quahtattve responses received the Study Group observes that

the respondents were m favour of lendmg to group compames proVided the

transactIons are at arms' length mterest IS levIed at market rate and there IS a

cetlmg on amounts lent

6416 Recommendations of the Study Group

The Study Group notes that the Bhave CommIttee has already made It~

recommendations to SEBI on consolIdation of accounts and It reiterate" the

Importance of the same
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• The Study Group recommends that pendmg a gUldeltne/standard 011

cOllsoltdatlon of accounts as recommended by Bhave Committee It should

be made mandatory fOI compames to value mve'ltments as per eqUIty

method

• Such addItIonal dlsclo~ure be made by compames whIch would enable

Investors to decIde whether the transactIons are at artm length and at

market determmed tenm

6 417 PropertIes

QuestIons under thIs section were on deslrablhty of dlsclosmg information about

the unmovable propertIes of the company

2 80% of the respondents wanted information on Immovable property to be

disclosed Market value and strategic Importance were the essential Items detaIls

ofwhich were sought to be dIsclosed

6 418 Personnel & HR

QuestIOns under this section related to deslrablhty of mformatlon on board of

directors and top management relatmg to their compensatIon expenence etc

85 % of the respondents favoured disclosure on detaIls about Board of

Dlrectors/Top management WhIle opmlon was dIvided on whether the cntena for

decldmg about 'top management' should be compensatIon or hIerarchy, there was

consensus that mformatlon should be given for top 10 Information to be

furnished should mclude quallticatlons past expenence trad.-record III prevIous

employment salary and nature of employment

2 MaJonty of respondents felt that dIsclosures on non-cash compensation 10

management are not adequate
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1 A,> regards mformatlOn belllg provided In the Directors' Report on employee,

drawmg remuneratIOn of not less than Rs 25 000/- most of the respondent,> felt

thelt sllch IIlfOrmatlon IS not very relevant and should be provided only for key

employees

6419 Corporate Governance

Questions under this section related to Investor preference" for type ... of

orgamsatlon and mechamsm to prevent insider tradmg The respondents

wei e reqUIred to name five companies who follow greater disclosure

standards voluntanly and five companies whose dIsclosure standard~ are

below those required under Indian law and regulations

InstItutIOnal Investors did not dlstmgUlsh between famtly owned busmesses

and profeSSIOnal orgamsatlons Investment deCISIOns were based purely on

performance A mlnonty of the retad mvestors preferred famdy owned busmesses

hk.e Tatas Blrlas and Ambams

2 Many of the Investors felt that It IS very difficult to prevent mSlder tradmg A few

suggestIOns whIch came up to curb mSlder tradmg were

• Fllmg of penodlc ownershIp reports by key employees

• Compames to develop m-house protocol to prevent mSlder tradmg

3 Views of respondents on companies whose dlsclo~ure standards are hIgher and

lower respectlvely than what IS reqUIred under Indian Law and RegulatIons

4 The followmg table gIves a list of the above categones of compame~ named by

respondents Only those compames named by at least ') respondents have been

mcluded
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Table I

Category I (Compames whose disclosure standards are hlghel)

Rtfl/lrt

Name of rhe (.ompa/l) No of lev){mdel1{\ who h(1\ (' /lamed the
(.ompa/l)'

Infosys )9

HLL 48
Reliance Industnes Ltd 25
TISCO 15
HDFC 8

~

TELCO 11
Colgate Palmolive 5

Table II

Category II (Compames whose disclosure standards are lo\\er)

Name of the compal1y No of re~pol1de11l'l who hal'e named the
(.ompal1y

RPG Group 5

Jmdal Group 5

Essar Group 5

Modi Group 5

Ispat Group 5

5 Respondents were generally reluctant to name compal1les m the second category

Elther the que~tlOn was left unansweJed or the reply was vague hl-.e thele are too

many to be named' or all NBFCs' Some respondents stated that they would not

like to name them
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Insider tradmg atlects the lI1tLgrlty dnd talrnec;s of the seCUrities market The U<;l. of

price sensItive mformatlon by thl IIlve"tors for profit reduce<; the overall mvv.. tol

confidence m market WhIle It 1<; l.\\1 emcly dillicult to pill down 1I1<;lder tI adlllg tIll.

only etlcctlve way to curb till "<InK I" by companle<; adoplmg an mternal cmiL 01

conduct [ompdnle" like Inlow ... hdve well laid dov.n code~ and have ~et up blind

tru~t<; for plIrcha<;e and sale<; of the company's shares bv their top e,ecutlvl"

The StudY Group recommends that Share Ownership reportll1g and reportmg of

movement of shareholdmg by dlrector~ and officers v. ho have c;lIb<;tantlal

managenal powers of a company should be made mandatof\ Thl<; will alit1\", the

market to track lI,slJer trading and thus prevent the practice As of now ~;:', I

takes up mvestlgatlOn post event of mstances of inSider trading brought to Ii"

notice ThiS does not protect the mterest of genuine mvestors Further auditor...

should be precluded from holding shares of the compames whose account<; are

audited by them

The Stud, Group also recommends that SEBI should make It mandatory tor all

Itsted compame<; to adopt a Code of Conduct for prevention of inSider tradlllg

which should cover the follOWing sahent pomts

• Persons to whom the rules under the Code of Conduct would be apphcable

• Defimtlons of 'Insider' unpubhshed pnce senSitive mformatlOn' and dealmg

III shares'

• Prohibition on dealmg communicating or counsehng

.. Procedure for dealing m the share~ of the company by

- Employee... and Selllor Management

• Prohibition for dealing 111 <;hares before and after the l.nd of d qual1el dnd

before and after a Board mt.etmg

.. Report to BOdrd oj Director <; of the Company dnd srBl

.. Penalty for ViolatIOn
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The CEO ot the Ct)mpany ..hould leport comphance with the code of conduct to

the campall\ <; Bo,ud ofDllectol .. on a half yearly hash

6421 Views of RC'illllll\c.,tOJ ..

lhe retail lIl\e"tOl" ale pi tilL "tlung Vle\\ that the market I" <it the IllUL\ 01

lIl"wutlOnal 111\ e"tol" and loaded agall1<;t ~mall lI1ve.,tor" With the fll <., dnvlIlg

the mal ket therL .<., c'\treme volatIlIty resultlllg 111 the "nldll lI1ve.,tors gettlllg thul

fingers burnt They also e\pressed the anguIsh that they have no acces., to

corporate InformatIon and 111 many case<; not even annual reports and commented

bItterly that e\ en If they do get some mformatlon they have no faith 111 tnat

1I1formatlon A.warenes<; of lI1"e<;tol<; fights and protective I ,easures IS almo<.,t I1lJ

There IS urgent need for SEBI tu put m place a redressal system for 1I1vLstor

grievances \\ hlch IS expedItiouS

authonty

fair and 1I1fuses confidence 111 regulatory

6 422 Recommend.H1ons of the Study Group

Mea.,ures should be taken to I11crease awareness of I11ve~tors lights through

Investor education programs organrsed by Stock Exchanges Investor ASSOCiatIons

or such other organisatIons SEBI should be armed with adequate powers to

enforce restoration to II1vestors of moneys taken from them 111 vIOlatIon of

regulation to Impose fines Initiate cnmmal actIon and set up mechanism for qUick

redressal Th,,, may be enabled If )EBI IS vested \\Ilh the powers of a CIVt! court

under Code of ('I\ll ProcedurL'>

DI~panty of dlS<"Llllll1dtlon 01 l'llor illatIOn to Institutional Invc<.,tor<; and Retdll

Inve<;tor<; I" wldt. A centralI<;ed II1form<,tlon depo"ltol) If <.,et up "hould not dllO\\

such dl,>pantIL" III L\I.,t

-------------------------------------- -----
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India ." pClhelp'" the only country where new finns wlthoul tlad, record can elcct.......

public fllnd~ and get IIstcd on major C;;tock Exchange... Thc problcm faced by

II1dlVlduell IIlve...tor to e\alucltlJ1g IIlve...tmcl1t III such firm, Cdll he OVCICOl1le If they

are allowed tn It"t only on tilL 0 feEl Venture capltdl fund" \\'llI(,h dim to 1I1\<. ...t

pl'lllar lIy 111 ,tdl1 up film" mu ....t al ...o be encouraged

6421 rea'lblllty of Stork Lxchangc... plaYlllg lhe lead role III dl ......cmllldtlOn 01

mfmmatlon to mve... tor,

Observations

The Stock Exchanges agree that they should play the lead role and "hould pi oVlde

fubllc Reference Faclhty Most of them hov'ever pre,clil!\ lack the reqllllcd

mfrastructure m terms of ~) ::.tems processes and ~kllled personnel to collcct

process store retneve and dlssemmate mformatIon on Issuers While the

Exchanges have not given the cost of provldmg such facIlity all of them have ...ald

that the Itstmg fees IS adequate to cover their costs

6 424 RecommendatIOns of the Study Group

Investor partIcipatIon has so far been mamly restncted to urban areas WIth 23

Stock Exchanges covenng all of them It IS possIble to dlssemmate mformatlOn

effectively through these Stock Exchanges proVided there IS well eqUlpped PlIbhc

Reference Faclhty The Study Group recommends that SEBI should Issue detailed

gUIdelines to all Stock Exchanges on the m1l11mUm requ1Jcment, to he mel 111

...eUmg up (on a mandatory ha .... I ... ) a PublIC Refelcnce faultt'v It llOlIld hd\C

ddequ<lte number of computer tCI mllla]" to enable 1I1ve<,tor ... to ha\ c ca y dCCe ........ to

IIlfOlmdllon on the Illtel nct

._------- -----------
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7 ORSERV -\ lIONS FROM CASE STUDIES

1 he det&lkd Cd"e "tudle" ,\It.. presented 111 Appendix IV A summary of t1ndlllg" 1'"

gIven belp\"

(ompalllc<; ol ...pld'y the tendency to .,hout good new<; and supple",.. bad IllW'"

\Vhe,l IlL! tOlllldnCt- ." good ddcllled commentctrlt'" form part 01 DlreLllll'"

leport comrdlll1g pLl IOlmance with prevlou<, year<; Includlllt' l.!,1 drhlC

prc<;entatlon., of the PO<,ItI\ e trend 'iuch dl~c1osure<; are reduced to I11l11lmUIll

when pedormance I~ adver'ielv aill-cted

2 Some compames particularly the larger one" are already provldll1g

mformatlon that substantially meets the requirements of vanous end u"er"

MaJont\ of the competnle'i however provide the bare mmllTIUm IIlfOrmatloll a...

reqUIred by the Compal1les Act and Llstmg Agreement

3 Those companIes which are provldmg a lot of additIOnal mformatlOn are aomg

so m a vanety of ways thus maklllg compansons difficult

4 A number of companies have SubSIdiarIes engaged 111 unrelated hnes of

buslnes~ Many have Subsldlanes v. hlch are Investment compallles However

no Justification IS offered to the shareholders of the parent company Where

loans and advances have been extended to 10s~ making Subsldlalle... no

proVISion has been made by some compallles

5 There are no shareholder commumcatlons by most compallles other than

penodlcal financial statements and notices of AGM and EGM

6 Even the multmatlonal companIes deSist from reportmg as per US GAAP a~

they can prolect performance III a better hght If they follow Indian GAAP as

<;ubstalltJated 111 the Cd<,e <;tudlcs The only cxceptlon obc;ervcd by ll<, \... dS

Colgate Palmohve Co 1 td follnwlIlg deterred ta\ accollntmg whIch I" not

mandato,'. a" per IndIan GAAP

7 l\Jo dlc;tJl1ctlon can be made In the level of dl"clo'\ures between COmpdl1le~

which havl (dPIKd Ill(l.-rnatlonal l.-dpltal marku ... b\ I ......llillt! (101{" ,wd

compall e" which have not
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8 WhIle ngorou" "lall"t1cdl anaIY~I" In., not been done a compall"on of "tnd,

letum., oi companies .,elected fOI case study against leturn on B~E mdlc<Ul"

that mark.et doe., reward tl an"parency

9 POOl dl"c1o"llIe" ale generally made by compame~ ""ho"e busme"" practIce" all

que...tlOnahlc (lood dl"c\o"ures rdkct high level of corporaL~ t:/' "rn lnu..
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Stlld> on DI<cfo~/lr~ Report
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Cllrrt!rt dJSc111surt! rt!,!,fra-a1JS Bkavl! COl1l1fl1J1U RU6mmmdlldoft.\ 1m /!Slpr f1ulls a.r pa Stlf\O'CIL\t l)trld) JindJrl.,as i-- -'-i

I
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----------- ----

___________- t6ny m l1Cl1<U c\en! wluch 1S hb.elytC' _ ~Yenl<; <:llCh as L!J;.mge ill t''I.\'11e~llp tab.e0\-CE..._J
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Study 011 D/~c.losures

9 ~ I UDY GROUP RFC 01\1 i\IENIJA I IONS

a) ImproH'mt>nt III mfOII11<1tIOI1 dl...."emm.ltlUll

RepvI t

The Simh GI oup 1eC(UllI1H'nl!!) ,>dtmg up of Infonnahon Dq)O&llolH,~ II (HO k\d..

- In SEBI at th", nahon'll lc"\e1 'mel 10 stock c\.change!> at the lCBlOll1.1 level !!>!>Ul..IS

"Ihould he requlJed to file reportmb'; ""tth &[Bl and the 'ltOC'h c'l.change'l ,,,here thl.

Sh1fCo; 1re ho;tcd I heo;e o;hould be re\.1cwcd , momtored, Lhtckcd tor actur;tt\ and

con<;l~tcnc\ b\ tramed pr01esslonals 10 he l.Jl1plO\ l.d'out<;oul CCU b\ Ihem ')LBI lnd

~lo\"'k e\.change~ ~hould be I(,,~pon!:>lhlt: fOI pJOmpt UI~~eI1UnallOn of ll1.lll.nal I PI1I.L

sen~lhve tn1onn'ltlOn receIved b\- them

SEBI should ISsue gUldelme<; to all stock. e"{changes for settmg up ot a PublIc

Refclence Facilit~ on a manuatOl} bl~l<;

At ptesent there seems to be a \"Ide dl~pant\ m dl~~emmatlon ot mfonnauon to

dlffercnt categones of end u~ers Onc of the effectlve wav~ m wluch mfoImatlOn can

be d!ssenunared qUickly and m a CO<;T e1Iecm e manner 1<; through The net '5EBI and

the stock. e...thanges should havl. a home page on the mternet to ",ruth all filmgs tan

be po~ted FOI tim. pW"po~e , compa..lUe~ ~houlJ be It:quuGd to ~ubllut th<"11 fi.1111g.'> ill

elechoruc fonn The PublIc Reference Fa~t.lt) to be "et up In atock exchanges shoulJ

have adequate number of computer tcrmmah to enable mve,;toN to have caw acee,;,;

to mfonnatlOn on the mtcrnet

5hllre Ownerslup reportmg llnd rep0I1mg of movement of shareholdmg by dlIecloN

:md officer<; \,.. ho hwe c;uoc;tlntll1 man1gcn'll powcr<; of 'l comp'lnv , ...hould be

made mandator) TIm ""ill a11O\\ the market to hack. mSlu{,l tIadmg and thus pI e\ t..nt

the practlce As of nm\>. S[BI takes up mve~lIgahon po,>t event, 01 mc;lam.t:l:. of

mC;ldCI 11 admg blought to It!> not1ce fhls dOCf> not plOlcct the mteI e<,t ot genuine

Investol ~ Furthel, audItor'> should be pt t'duded from holdll1g ..hdl e... of lhe

comparues \\ hoc;e account~ are audltL.d b\ them ')Ll3I e,hould Illah It 11l1ndator.
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Study on DI:rc/o.Jlln:r

for an b8tcd comparu~.s to adopt a Code of Conduct for prevention of insider trad!ng

whlch should cover tlle fonoW1ll2

• PCf8011.8 to whom the rule!! Wlder the ('AXle of Conduct would be apphcable

• DefimbOtLS of 'InsIder', 'unpubhshed pnce sensItIve mfOlmatton' and 'deahng m

shares'

• Prolubtnon on dealmg, conunumcatmg or counseltng

• Proccdu.rc for deahng m the ~hlU"CS of the compAnY by

- employees

- seruor management

• Proiubtnon for~ m Ilhare8 before and after the end of a quarter and before

and after a BOard !t'~t!.."tlg

• Report to Board ofDtrcctors ot!r... Company and SEBI

• Penalty for VlolatlOn

The CEO of the company should report compbance WIth the code of conduct, to the

compzny's Board of Drrectors on a halfyearly bastS

b Further improvements in disclosures

1 D,",clo",urf'1! In Annual RtJporttJ - Mandatory

• The AnnUAl report l!lhould mclude a lustonC41 background of the company

and Its business in order to mtprove the understanding of the :finanCIal

statements Besides the scope and descnptlOn of busmess, It should mc~ude

V'.8lOn statement, broad objectIves and strategtes, what management beheves

to be the core bUSlIless and unpact ofmdustry structure on the company

• Htstoncal data for the last five years should be gIVen to enable analyzmg of

trends and reIatlOI1Blups to predIct future earnmgs It should segregate core

and non-core actIVities, as It 18 the company's core actIvlt1es (usual and

rCC\L-nt1g events) wluch prOVIde the relevant mfonnanon from V.hlCh

predtctlOns can be made about the future
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• Balance sheet should be refonnatted to disclose assets and liab-Jites m order

of hqwdtty CWTe11t habWues should be dtsclosed separately

.. Profit and 1068 accownt ilhould be refonnatted to disclose gross profit.

• The foUowmg addltlOrud dJsclosW'eS should be: made on convcrtJblcs,

warranta and 6tock opnons

- Full) dduted EPS as per Intet1lBuonal Accounting Standard

- Shareholdmg pattern pOGt COnVeTlhOn

- Due datee of convctl'lIon

- Opnons exercISed m the case of stock options

• Followmg detatl.s about exports and ImPOrts should be grven

- Percenbge to total ~eil / purcl>..aJ1esl

- CoWltnes of export/unport

- Ct.u'nmcles to winch there!." !"'sk exposure

• Off balance sheet ltems- Adequate d1sclosures should be made about the

ldentrty, financt.al unpact, nsls and obhgatlOns resulung from the fonowmg off

balance sheet Items

- Leased assets

- Contmgent lIabilitIes

- Fmanctal mstruments m the nature ofoff balance sheet Items

• Management analyS1S of the financw and non-financw data gMng explanatlons

for changes m operatIng, financmg and peJfonnance related data , analysIS of

financw statements should use key ratIos such as Earnmgs Per Share, Return

On Networt.h, Debt Eqwty RatIo and Current rabo It should also mclude

comments on cash flow statement

• Share petfonn..mce - A graph to be mcludcd shoWIng share pnce movements

dunng the reportIng penod agam.st BSE or any other 8wtabJc mdex It should

also dIsclose volume.. of tradtng

• Fol1o~ detaIls of mvcstor l..OmplalIlls should be mcluded

- Nwnber of complamts receIVed dunng the reportmg penod

- Nwnber of complarnts settled

PW/rrRE leI AI StudY 0"



Studyorl Disclosures

- Nwnber of cornplamts pendIng for more than 30 days

- Number ofcomplamts recctved as a percentage of number of shareholders

- Nature of compLamts

• StgtUficant changeft, addttlOll.8 and delotlons to dJ8clOftur08 asoompared ro

previous Annual Report.

The followmg are the other suggestions relatmg to ~losures Ul Annual Report

• Transactlons among related groups/compamcs should be clearly dt.sclosed for

mvestors to understand If they were conducted at arm's length

• Proper JustIficatlon showo l)Q glVe-l frn- Invcstments m sub81<hanos cspectally If

they wre m unrelAted bnC8 of btusmcs:s MmtZlgcrmmt should :;!~l'Irly cxplam

benefit to shareholders of parent company Pending a guideline/standaId on

consohdatlOn of accoWlts as recommended by Bhave Comnuttee, It should be

made mandatory for compames to value mvestments as per equrty method

• Comparues should be reqwred to make full prOVlSlOn for loans and advances

wluch are doubtful of recovery and are unsecured Further, comparnes should be

reqwred to accoWlt for mterest on such loans and advances on cash bastS

Compames should be reqwred to follow the RcsetVe Bank of Indta gwdehnes to

banks for asset classificatIOn, mcome recognrtlon and prOV1S1omng under

Prudentlal Nonns

2 Disclosur(!$ In AnnualR~ports - Optional

• Forward lookmg mfonnatlOn wIuch would help users to forecast for themselves

the company's financw future It can mc1ude

- Opporturutlea and rJ.Bk.a

- Management's plam
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- Cn1lcal Success Factors

-Companaora of actual perfonnance With prcvloualy ds£c1o&ed

opportWUtlC6, 0151<.8 and ptftllB

• A nsk martagement framework rna) be developed and cb.sclosed co\.enng major

lllternal and exiernal rn.J..B such as bus.mcss nsk, finanCial nsk, mterest rate n.-.k

and forcagn exchAnge osk. The framowork can mcludo both pohcy And

peIformancc parameters

• Infannabon on lugh and low of share pnce dunng the reportIng penod

3 Disclosures In Quarter/ylHa/fyearly ,:md othe, reports

• Qwuterly I Half yearly reports pubhshed m ncwspapers many a tImes fall to

.!rAW Attention of lIIWstors Cornparues ehould therefore mad these Toporte to

shareholders on a mandatory baslS

" Ratmg on all fixed mcome lI1ecunbes Jggued by a company adtould be dtsclOQed on

A qUArterly baBIB, chAnges m Tatmgs And ratIng agency should be dl5CI08ed on

OCCWTCncc of event Report on change m ratmg agency I'Ihould mcludo reason

for the same If a company obtains multIple ratings, an such ratmgB should be

dIsclosed

.. Half yearly reports should Oc audIted and drawn up m the same fannat 2lS

Annual Report

• Notes to summary of ret'U1tB publIshed on a quarterly ba~IlB should mclude

explananoIlB about sIgIUfIcallt devtatlons from pcrfonnance durmg the prevlOUfl

penod for wluch comparative fIgures are dISclosed It should also mdude past
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trend by way of percentage of revenues of each quarter in the previous year to

total revenues for the year

• PcruUucs if any, l1t1p08cd by rcgulA10t)' authonuca for non-compluUlcc or

vlOlatlOn of nOnnB should be dtsclosed on a quartetly bastS

c) Improvements an enforcement mechanism

1 The regulatlon of the secWlt1es market should be entrusted to a smgle, Iughly

wible authonty whtch can functiOn mdependently, With a strong statutoI.)'

backIng Above all, It should Will the confidence of Ulvestors Towards thJg end,

SEBI should take the folloWIng steps, preparatory to unprovmg dJBclO&ures

• SEBI should take up studIes to find out the present status and

whereabouts of the prOjects and promoters of around 4000 pubhc

~\leSl made dunng Apnl1992 and March 1996, ulenttfy the fly-by-ru.ght

operators from among them and take exemplary pwutIVe action agamst

them Purushment should mclude trnpoundmg of ISsue proceeds from the

promoters and refundmg the same to the mvestors

.. FolloWIng alternatIves can be consIdered to weed out the numerous dhquid

scnps lIsted on the stock exchanges

a) Pernut promoters to buy back the shares

b) Before dehstmg the scnps. make It mandatory for the promoters and

merchant bankers to make an open offer to an the mvestofB to

purchase the shares at a detennmed pnce

2 SEBI should ughten the nonns for new ISilues Comparues \VJth no track record

should be allowed to lISt only on the OTCEI Venture capItal ftnns wluch :urn to

mvest pnmanly m start~up finns should be encouraged
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Report

3 SEDI should penodtl"ally pubhsr-jWldely dtssenunate mfonnabon to mvestors on

detaus of non-comph.mce by hsted compzmes Such pubhclty would act as a

strong deterrent to v101atJon of nonna by lSSUt:~

4 SEDI should draw up penalty structure for dlfferent categones of non­

complIance and enforce the same qwckly and met.1culously For tlus to be

effect1Ve, SEDI should be anned Wlth adequate powers not only to Jrnpose fiIles

but also to ~tore moneys to mvestors taken m vlOlabon of regu!abOnB, to

uuUate crumnal acuon and to have a mecharnsm for qUlck redressal of mvestor

gnevances TIns may be enabled If SEDI 15 vested Wlth the powers of a cM!

court under Code of CIVl1 Procedmes
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