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Dear Mr Gahrotra

Sub Corporate Disclosure Practices

As part of 1ts techmical assistance to the Securities and Exchange Board of India
(SEBI), Price Waterhouse LLP/FIRE Project has commussioned a study on the
corporate disclosure practices by The Institute of Chartered Financial Analysts of
India (ICFAI) A survey of retail investors, stock brokers, opinion makers, FlIs and
other 1nstitutional investors was done by ICFAI The study also focused on
obtaining necessary mformation from stock exchanges A questionnaire was
admimstered to about 450 investors across seven cities In addition, case studies
were conducted of six Indian companies of varying standards of disclosure to
understand the relationship between the quality of disclosure and market
capitalisation

This study was conducted under the supervision of Mr Michael Sommer, Securities
Attorney with over 14 years of experience in the US Securities Markets and a PW
LLP/FIRE Project consultant Mr Sommer was assisted by

Mr R N K Prasad, Semor Market Specialist and Ms Nitya Subramamam, an
intern with FIRE Project

PURPOSE OF THE ASSISTANCE

The Indian capital markets suffer from a lack of mformation because many
companies do not provide mnformation on an ongoing basis Further, the market 1s
harmed because existing disclosure requirements do not provide for the wide
dissemination of information Finally, the ongoing reporting that 1s required by

existing laws and regulations falls short of international standards for corporate
disclosure

A market that 1s fair and transparent, where share prices are based on accurate
corporate and financial information, requires continuous disclosure by companies
The improvement of ongoing disclosure 1s a priority as the Indian capital market
moves forward
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CONTENTS OF THE REPORT “

The report covers the findings of the survey related to opimnion of various classes
of users, a comparison with the existing practices and the gap between the two
The results of the case studies are also included in the report Finally, the report
includes recommendations made by the FIRE Project for improved disclosures
which are broadly

o Including general and certain types of additional mnformation 1n the annual
report,

o Strengthening the enforcement mechanism to ensure compliance with
disclosure norms and,

e Creation of a disclosure department within SEBI and centralised information
depository at two levels - one within SEBI and the other at the stock exchange
level

NEXT STEPS

We believe that SEBI will benefit by the aforesaid study commussioned by the
FIRE Project In order to effectively utilise the findings of this study and improve
the corporate disclosure practices we believe, SEBI should take the following
steps

1 Study the existing processes 1n the preparation and filing of reports and cost of
complhance with the existing disclosure norms,

11 Make a comparative study of international practices and the Indian norms and
if found necessary bridge the gaps,

m Set up a centralised information depository and disclosure department on the

lines of the FIRE Project recommendations as per this report for effective
collection, analysis and dissemination of information

1v Conduct a study on the process involved m the preparation and filing of
statutory reports

Upon reading the report should you have any questions, please call at Tel Nos
497 3216/3238, 494 6630/494 8718

Sincerely yours,

W DENNIS GRUBB
PRINCIPAL CONSULTANT CAPITAL MARKETS
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I EXECUTIVE SUMMARY

faimchy disclosure of accurate immformation and disseniination ot matatal information
to the matket ate the sailient featues of a fair and trnsparent sccunties market
Imvestor confidence m the muket 1s dernved from availability of rchable information
about 1ssucts on an oengoing basis

The growth of capital marhet m India s occomparicd by the spread of cquity
ownctship to a latge pait of the country  Investors — retul s well as institutional —
with varying needs prcterences and amount of swplus 1esotees v udable have
increasinghy partiapated in the deepening and widenmg ol capital muket in India
Despite these developments the 1ssues of corporate information disclosure and 1ts
nailabihity to nvestors have not been given sufficient attention i India Non-
availabilitv of adequate and qu ilitative corporate mformation has consequences on the
etficiencv of a market s allocation ot resources and investor confidence

Given the fact that investor confidence n the Indian securities mathet is at its lowest

ever there 1s a dire need for

e mprovement in standards of disclosure

e for one o1 moie public depositories to be set up for collection monitorng and
1eview of 1ssuer repotts and other information

e {or an enforcement mech wmism which enables switt corrective action to be taken
by a central 1egulatory authoiity

As part of 1ts assistanee to SCBI and with the objectinves ot
¢ dentifying gaps 1 the information required by the end users ard ewisting
disclosure norms, and
¢ determining whether a rclationship exists between the level of disclosures by
companies and their matket capitalization the FIRE Project has commissioned a
sutvey by the Institute ot C hartered Financial Analysts ot India (ICT Al) to
*  to review the ptescnt disclosure practices of corporate firms in India and to
identify the madcquacies m the quantitv and quality of corporate
information available at present
*  to analyze the cotporate information requiremcnts of mivestors
*  to analyze the frequency and medium of disclosures
+  to suggest measutces to imorove the corporate disclosure practices in India

Fhis report reviews the study findings and the FIRE Project recommendations to
SEBI to improve the evi ting disclosure norms and to set up a cenuiahized intormation
deposttory at SERE and 1o sk oxch inges for officent miwnetion collcction and
disceniar ition

PwC/FIPE Proje ct Page 1
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A STUDY METHODOLOGY

\ survey was conducted by ICPAT m association with FIRL Project on several
discloswe related 1ssues

The methodology emploved was an independent survey of end users of information
viz  tetarl mvestors nstitutional 'nvestors - domestic and foreign stock brokers
stock exchanges and opinton makers was conducted  The objective was to analysc
and compare the 1esults of the suivey to the eaisting disclosure puactices being
followed by companics oper ing in India and to *denti{y gaps in the same

Fhis sutvey was complument.d bv case studies on six Indian companies These are
classified as companies
¢ whose disclosure standards ate higher either because
* the company has tapped international capital maikets
* the company has voluntarily adopted international standards for disclosure
and
e companies which are mecting the existing disclosure requuements under Indian
laws and regulations

B SURVEY FINDINGS

The detailed analysis of the 1csponses to the questionnaiie along with the case study
observations and recommendations 1s enclosed in Appendix I The findings in brief
ate as below

1 Informition Disclosure
The respondents of the survev tound the following additional infoimation as having a

material influence on, their 1voestment decisions and hence desned disclosure ot the
same by issuets

(1) Disclosures in Annual Reports- Mandatory

e The annual report should include a historical background of the company and s
business in order to impiove the understanding of the financial statements

e Historical data for the st hive veirs should be given to enable analvzing of trends
and relatouships to predict tatute earmings

e Profit and loss accotnt st oadd oo reformadted to disclose gross poofit

¢ The tollowing add vonal disclosures should be made on coacvcrtibles wrtants
ind stock optrns

*  Fully diluted LPS as per the International Accounting Stand ud

PwC/FIRE Project Pago /2
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*  Sharcholding pattcin post conversion
*  Due dates of conversion
*  Options exciersed 1 the case of stoch options

¢ The following details abo'it imports and exports should be given
*  Percentage of total sales/ purchases
+  Countries of expott/ import
+  Curtencies to which there 1s risk exposure

o Oft balance sheet ttems Adequate disclosures should be made about the dentity
financial impact 115hs and obligations 1esulting from the following off balance
sheet items

*  Leased asscts
*  Contingent habilitics
*  Financial insttuments 1n the nature of off balance sheet items

e Management analvsis of the financial statements using key tatios should be
given Ratios such as Earmings Per Share (EPS) Return On Net Woith (RONW),
Debt Equity Ratio (DER) and Current Ratio should be mcluded It should also
include comments on cash flow statement

s Share performance A gt iph of the share price movements during the reporting
period against BSE or anv other suitable index must be included It should also
disclose volumes ot trading

e The following details of investor complaints should be included
*  Number of complaints 1eceived during the reporting period
Number of complaints settled
Number of complaints pending for more than 30 davs
Number of complaints 1ecerved as a percentage ot number of shareholders
Nature of complaints

* ¥ ¥ %

(1) Disclosures in Annual Reports — Optional

e Forward looking information which would help users to foiecast for themselves
the company’s financial future

¢ A niskh management framcwork mav be developed and discloscd covering major
internal and external isks such as busiess nisk  financial 115k interest rate risk
and foragn exchwmge sk The fiamewoik can incdlude both pohicy and
petformance patameters

s Intormation on high ind low of share price duning the reporting period

PwC/FIRE Project Page 3
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() Disddosures in Quarterly and Other Repotts
e (Companies should mail those reports to the shareholders on a mandatory basis

e Rating on all fixed income sccutities 1ssued by a company should be disclosed on
a quarterly basts changes in ratings and rating agency should be disclosed on the
occurrence of the vyent

*  Quartcily reports should be audited and drawn up n the same format as the
Annual Reports

e Notes to summary of .osults published on a quarterly basis should include
explanations about significint deviations from performance duting the p.evious
petiod for which comp e figures are disclosed

e Penalties 1f any mmposcd by regulatory authorities for non-compliance or
violation of norms should be disclosed on a quarterly basis

2 Inform wtion Dissemination

e The swvey found wide disparity in the dissemination of information to different
categories of investois — the FlIs and other Institutional Investos are percerved to
be getting the best 1n terms of quality analysis and volume and the retail investors
the least, often just an outdated Annual Report The different categories of
investors are therefore 1 unequal bargamning positions This often forces the
small mvestors to tely on market rumors, broker recommendations etc while
making investment decisions

e No mechanism exists to cnsure quick dissemination of price sensitive material
information ~ With no provision for share ownership reporting by directors,
officers etc to SEBI 1t w s felt that insider trading 1s rampant

e The medium of disclosurc in India where multiple agencies are involved fails to
disseminate corporitc mformation mn an effective manner to all the investors on a
real time basis Though the print media and the magnetic media have grown n
terms of size and covarage the dissenunation mechanism is far from efrective

e The survey 1evealcd that most of the stock exchanges do not have the rcquired
infrastructure to review  process ind disseminate information based on filinge

made by 1ssuers  The tolk oxchanges however agree that they must take the
tesponsibility for disscrntion of mformation to mvesors
¢  The surves also ravetlad tot the isting fec collected by the exchanges s adoguate

to covetr the costs ot providima uch service

FwC/FIRE Proiect rage £
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3 Fnforcoment

¢ [ ack of penal provisions for non-comnhiance 1s cited as one of the main 1easons
for poor information disscnunation and poor quehty ot disclosutes  The filings to
be made by issucrs as par the histing wgreement ate not enforceable by the stock
exchanges The onlv diastic step that the stock exchanges can take 15 delisting
However, this huits the mnvestors more than the 1ssuers

e No action can be taken by SEBI on tssuers who have vanished without 4 trace
alter rarsig {nnds through public issucs

C FIRE PROIFCT RECOMMENDATIONS

Based on the detailed suivey teports its observation on the esisting disclosure
practices and the additional disclosures suggested by the Bhave Commuttee the FIRE
Project malkes the tollowing rccommendations

1 Improvcment In Information Dissemination

At present SFBI does not 1egulate o1 tequire ongoing disclosures by 1ssuers  Issuers
are required to comply with financial reporting provisions as per the Companies Act,
1956 In addition SEBI dnccts stock exchanges from tume to time to amend histing
agreement with the issuers to incorporate clauses for additional disclosures to be
made  The stock exchangces however lack the proper mechanism to enforce
compliance with listing agtecment requirements In order to impiove the existing
information collection and dissemination mechamism FIRE Project iecommends

e that continuing disclosutes should be biought under the exclusive puiview of
SEBI
e setting up of Information Depositories at two levels
* In SEBI at the national level
* In stock exchanges at the regional level
Issueis should be requircd to file reports with SEBI and the stock exchanges
whete the shares aic listcd  These should be reviewed monitored checked for
accuracy and consistency by trained professionals to be employed/outsourced by
them SEBI and stock exchanges should be responsible for prompt dissemination
ol materal/ price sensitive information received by them

e SEBI should issuc gundelines to all stock exchanges 1or setting up of a public
reference facility on 1 mandatory bas's  SEBI and the stock exchanges should
hve a home page on tic intanct 1o which all filings ¢ be posted

¢ shueownership repo tine nd reporting of movemen of shircholding by durcctors
ina officers v ho b nve suh vintial masager A powers of a compainy should be
made mandatorv  Lhis will allow the market to ttack msider trading and thus

PwC/FIRE Projedt Pane
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pievent the practicc T utther auditors should be precluded from holding shares
of the companies whose wcounts are audited by them Al histed companies are
urged to adopt a code of condudt {or prevention of msider trading which should
covet the following shhient points
*  Pasons to whom the rules under the code of conduct would be
applicablc
+  Definttions of Insider  unpublished price sensitive information and
dealing n shares
*  Prohrbition on deahing communicating or counseling
*  Procedures for dealing in the shares of the company by employces and
SENIor minagument
*  Prolibitton for dealing m shares before nd aftar the end ot a quarter
and beforce and after a Board meeting
*  Repoit to Boud of Directors ot the Company and SEBI
*  Penalty fo1 violition

e that SEBI undertake a dutailed analysis of the existing norms procedures and
processes and mtormation flows and cost of compliance with such practices to
establish cost-benefit anal sis

e that SEBI should takc notc of the 1equirements of the investors as evidenced by
the survey findings and implement such findings as mav be found fit

2 Impiovements in Enforcement Mechanism

FIRE Pioject iecommends thit SEBI should bring in such measures to regulate the
secuitties marhet as would cnible 1t to emerge as a single highly visible authority
which can function indcpendently with a strong statutorv backing

e SEBI should take up studics to find out the present status and whereabouts of the
projects and promotcis of awound 4000 public 1ssues made during April 1992 and
March 1996 identify the fly-by-might operators fiom among them and take
exemplary pumtive 1ction against them  Punishment should imnclude impounding
of 1ssue proceeds fiom the piomoters and refunding the same to the investors

e Following alteinatives can be considered to weed out the numerous 1ihiquid scrips
listed on the stock ¢xchanges
*  Permut promoters (o buy back the shares
+  Before delisting the scups make it mandatorv for the promoters and
merchant bankcis w make an open offer to all the mvestors to puichise the
shares ata datarmined price

e SEBI should trghten the norms tor new 1ssucs  «ompnics with no u ¢k record
should be allov cd to Iist o by 1t the OTCEI

PwC/FIRE Project Page 6
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e that SEBI should pctiodiclly publish/widely disseminate mtormation to investors
on details ol non-compliee by histed compantes  Such publicity would act as a
strong deterient to violwtion of noums by 1ssuers

e that SEBI should diaw up a penalty sttucture for ditferent categories of non-
compliance and enforee the same quickhly and meticulously  or this to be
etfective SEBI should be umed with adequate powers to initiate ciimunal action
and to have a mechmism tor quick rediessal of investor gricvances  This may b
enabled 11 SI'BI 15 vested with the powers of a civil court under Code of Civil
Procedures

o management wnd wditors should be held accountable i oider to pievent
companics from giving nusieading information

PwC/FIRE Project Page 7
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[1. BACKGROUND

A market that 1 farr and tinspaient where share prices are bised on accurate
cotporate and financial mfoimation requires continuous discloswie by companies
Full and fan disclosure 15 cssential for the maiket to scve mvestors and allow farr
prices 1o be established

The lack of available mformation and the madequate quality of cxisting information
about public companics has serious consequences for the Indian <ipital marhker
Cunently there 1s a lack of ttansparency m the capital market  This 15 detiimental to
all iInvestors and ultimately to the companies themselves

Cverv market participant whether an investor or a govainment regulator 1ccognizes
that the filing of an offerg document or prospectus which is accwate and complete
1s essential for the tunctioning ot a fan and transparent securities market  This 1s
because when the company makes a distribution of shares the market needs such
infoimation about an issuer and 1ts business and financial condition However 1n
India this 1s where the emphasts on disclosure comes to an abrupt halt

It 1s the concept of period 1cporting which should be given equal impottance by
SEBI the 1ssuers pirotessional market participants and investors Investors buying or
selling shares of an existing company n the secondarv market have the exact same
need for complete information as investors do 1n an mmtial public offering It 1s the
pertodic disclosure and ongoing reporting requirements that are the source of this
essential information necesstiy for operating 1n the secondary capital markets  In the
existing Indian capital mukct this continaous reporting by issucrs 1s laching

The stock exchanges do not have the clout necessaty to mmpose and cnforce
comprehensive ongoing disclosute obligations by themselves The hsting agreement
with the stock exchange usually provides for the filing of annual and quarterly reports
with the exchange Howevir many companies are not in compliance with such
1reporting requirements and gct away with the same

Disclosute should provide sufficient details to allow nvestors to utilize that
information meaningiully  In addition to timely and specific disclosure obligations
1ssuets should disclose anv other matenial information necessary to make the given
information clear o1 not micleading  Both current and historic information are
necessary

The Indian capital mokers suttar from ek of information because

¢ many companies do not poovide information on an ongomg basis

e oasting disclosure requitements do not provide for the wiac dissemnation of
mformitin nd

PwC/FIPE Project Page 9
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e the ongomg reportime roquied by ovisting laws and regulations talls short of
mternational stand wds for cotpor e disclosure

The improvement ol ongomg discloswe 1s 1 key element of the antr fraud protection
mechantsm and 15 1 pronty s the Indian caprtal market moves forwerd

At the present time ST BI docs not regulate o1 requite ongomg disclosute by 1ssuers
In fact 1n the present reeulitory framework no authonts seems to bave taken the
1esponstbiliny to ensure continuous disclosure by 1ssuws  Investor confidence 1n the
secuiitics matkets  whethar mvestoss are individual  nstitutional o1 protessional
matkct pauticipants deparads on the nailability of inform won

Well bal inced disclosure ~tind uds can be established by a cential sceunsties wcgulator
Investor confidence can be turtha enhanced 1t this central 1egulator has the power to
take swift cortective wtion 12 unst non abiding 1ssueis

Timely and continuous disclosuie ot financial information by 1ssuers 1s a key elument
of the 1egulatory process 1 matute capital markets  The timelv disclosure of
information allows the mathet to fulfill its obligations to provide a torum for fair
ttading whete the price of sccutities mav be established  Without this information the
ptice determination mav not be accurate Indeed the integrity of the market requires
information about all 1ssucts

The scope of 1egulation ovar disclosure standards and requirements should be
extended to be consistent with standards of international practice Thus continuous
disclosure by 1ssuets owncrsimip teporting and ability of the 1egulatory authority to
review the 1equired filings can improve standards of issuer 1esponsibilitv and
corpotate goveinance

[t 1s advisable to provide one ot moie public depositorics tor 1ssuer teports and other
information  The 1egulitor  and the exchanges both can and should seive these
functions Indeed 1 the IS the laigest source of mmformation about public
companies continues to bu the public reference facility of the SEC  In developed
maikets nformation 1s also collected and analyzed and dissemnated bv a number of
companies that specializc i such information services

Legal habilityv for matern il nusctatements withholding of imtormation and e faiture
to comply with the estabbchad arscjosure requirements s another necessary area for
cdevelopment  Anu fraud provisions should be idopted ind civil frabilitics sct forth

PwC/FIPF Piroject Pacn Q
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II1 EXISTING DISCLOSURE PRACTICES -
OBSERVATIONS

A GENERAL CORPORATE INFORMATION

Investors, specially prospective investots, require many general details about a
company At present, all this information 1s not readily available to investors Some
of this information 1s available to subscribers of special publications like The Official
Directory of the Bombay Stock Exchange, Bombay Stock Exchange Review, etc Itis
natural to look forward for this information i the Annual Report of a company as this
report serves as a primary medium for disclosure ot historical developments of a
company

Corporate firms 1n India follow provisions of the Companies Act, 1956, in the
preparation of Balance Sheet, and the Profit and Loss Account The law r.quires a
company to provide Balance Sheet and Profit and Loss account, additional Lreak-up,
details of entries 1n Balance Sheet and Profit and Loss account, report by dircctors and
report by auditors to shareholders of a company

There 1s no legal requirement on the part of a corporate firn to provide general
mformation to either shareholders or outside paries  While a few companies do
provide such details, most Indian companies himit their Annual Report to
¢ abnef Directors’ Report to shareholders,
» Ba'ance Sheet and Profit and Loss Account with Schedules describcd under
Schedule VI,
Auditors’ Report and
Balance Sheet and Profit and Loss Account of the subsidiary companies

In contrast, corporations in developed markets provide volumes of information about
themselves and their products In fact, m Annual Reports of some developed
countries, the financial statement figures are presented in the middle part of the report
and nearly 50 percent of the report 1s devoted for general information about a
company

The issue of providing general information on corporations has not been given
sufficient thought 1n the Indian context

In a large country like India, location of plants for manufacture of products hke
cement, fertilizer, sugar, etc, of a firm 1s an important factor 1n the determination of
earning capacity of a corporate nrm Thus, corpoiate firms should disclose
information on geographical location of plants, products manufactures in ea h of the
plants ard corresponding capacity details

Only a few companies are able to pass on all the cost mncreases to the corsumers as
and when the input price changes The change 1n the price of mputs affects their
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earnings  Thus, trends 1in the prices of raw matenals and other nputs have a
significant influence on the performance of corporate firms Hence there 1s a need to
provide such mformation to mvestors through annual reports

The Companies Act, and SEBI regulations do not require companies to disclose any
information related to shareholding to the mvestors of a corporate firm  Corporates
are, however, required to furnish the complete details of shareholders and debenture
holders to the Registrar of Companies (RoC), every year Investors have to rely on a
vaniety of data base services to find the share holding pattern and also the volume and
price statistics of securities Hence, there 1s a need to incorporate the same mn the
Annual Reports besides continumng the existing practice of providing to stock
exchanges

It 1s generally believed that companies mm which financial mstitutions and foreign
institutional mvestors have a large stake, adhere to professional manazement
standards of corporate governance and adopt good corporate ethics 1n their conduct

Information on orgamizational structure, management team and details of employees
will give insights nto the extent of professionalism of a corporate firm If powers are
concentrated mn a few hands without proper external monitoning, the scope for
pursuing pohicies which further the self interest of decision makers tends to be high
In the absence of wider participation i the deciston making process, the etficiency
level will come down At present, there are only a few public sector companies (for
ex imple HMT) which give such detailed human resources accounting in their Annual
Reports

Continuous disclosure provides a fair and level playing field for all investors T¢ find
he exact mformation requirements of shareholders, a survey was conducted The
details are given in the next section

The mmplementation of these recommendations should be followed up with the
assistance of members of the FIRE Project The Bhave Commuttee report touched on
other improvements 1n disclosure This group could also be used as an ongoing
commuittee to make concrete recommendations to the Ministry of Finance and SEBI
for imprevements to disclosure norms
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IV STUDY METHODOLOGY

A sunvey was conducted by the Institute of Chartered F'inancial Analysts of India
(ICTAD i assoctation with Price Watcthouse on several disclosute wclated 1ssues
The studv was concerned with exaimining the {easibility of improy ing oxisting norms
of 1sucr ongomg disclo ne and  dissemmation of nformation and  possiblv
establishment of a centralizad imformation depository for casy and accutate collection
and dissemination ol inform won about cotpotations

The objectives of the survey ware

o Toidentity gaps m the onisting disclosure practices and the needs of the end users
thany  and

o [0 cstablish » il onship between level of disclosures adopted by the companies
and then matket capitilizwtion

An independent suvey of ond users of information viz - Institutional Investors —
domestic and forergn Stock Lachanges Stock Brokers Opinton Makers and Retail
Investors was conducted The objective was to analvze and compare the tesults of
the survev to the existing disclosure practices being followed by companies operating
in India  The puipose 1s to identity gaps in the existing disclosute practices and the
needs of the end users

Case studies were conducted on Indian companies
o whose disclosure stand uds are higher either because
*  the company has tipped international capital markets
* the compamy h voluntanly adopted nternational standuds for disclosure
and
e companies which we moctung the existing disclosure requuements undar Indian
laws and regulations

A STRUCTURE OF QUESTIONNAIRES

Separate questionnancs were designed for each category of end users However the
category of opmion makars weie admnistered the same questionnaire meant for
institutional nvestors  Wiile most of the questions were common additional
questions wete included {0 sk excinges and stock brokcis to elicit information on
the nfrastiucture av ubible vith them for teceipt processing storige retireval and
dissemination of mfonmatien The questionnaire for 1etul investors was briet and
less techaical

The questions m the sunves were organtzcd under the followng categories
I Genaal
2 Onc Time Disclosurce
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(¥

Continuing Disclosurces on
* Operations

e limance

s Projections

o  Off Balance Shect Trems
s [Ushs

*»  DBankers

e Rating

¢ | egal Comphance

o Imvestor Protection

s Proportics

o  Pursonncd & HR

e (Corporite Governance

o Views of Retul Tnvestors

4 Feasibihity of Stock T xchanges plaving a lead role in dissemination of
mformalion o mve tois

B ADMINISTRATION OF QUESTIONNAIRES

The  questionnarres were administered by researchers selected by ICTAl Business
Schoal from among 1ty students The selection was bascd on thetr hknowledge of
capital markets communiction shills etc  In the Institutional Investor category, the
questionnaires were idministered to persons in top management cadre namely CEO/
MDD/ Fund Manager/ Head of Rescarcl/ Head of Investments  In the Stock Lxchange
category  the questionnaues were administered to the Executive Director of the
I xchange  In the Stock Biroker category  the respondents were cither pirtners or
managers of the Brokerige [ nm

The Opmion Makers included business editors of financial newspapers and business
mag tzines  anilyvsts of mstitutional investors  financial analysts  financial and
management consultints wdvocates and chartered accountants  The Retail Investors
were selected from among high net worth individuals based on references trom Stock
I sehanges and Stock Brokars

Respondents located in major aties (four metros and Ahmedabad Ban_ .ore, Pune
and Thvdaabad) wae pasonally mtaviewed  Respondents located outside these
aties (Stock Iaxehmge Stock Brokars and Opimton Makers category onlv) were
matled the questtonn ures

( ME THOD OF ANALYSIS

The responses were mialvzod catcgorv-wise  The divergence m views 1t iy en the
same questions uone diticrent Gitegories was mapped  The diftarances found have
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been highlighted Where all categories have held the same view a consolidated
picture 1s given

Let us now study the findings of the survev lssues have been stated separately and
the mvestor s viewpoint listed alongwith
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A% FINDINGS OF THE SURVEY

SECTICN 1 SURVEY FINDINGS

[he iespondent s views on vartous 1ssues were divergent on the attitbates of
mformatior which ate sdlevant tor .nvestmen: decisions Many of then. expressed
that als attitbute > were impoitant ana were complementary

Annuaal 1eports and Otfer doce nents were considered to be the most important source
of mformation  The Retail Investors also ranked research reports as importart

The informatton cquued b niost 1espondents to make informed mvestment dectstons
were (1n order of priority)

e Economic, Industity and Company Analysis

e Analysis of Financial Statements

¢ Views of laigest stakeholders other than promoters

A GENERAL INFORMATION

The questions under the General Section were intended to get an 1dea of the
e end user s perceptions about the attributes of information

e 1mpottant sources of intormation

¢ addinonal information required 10 make informed investment decisions

+ present state of the capital market

¢ the disclosure practices of companies

¢ the role bemg played by the regulatory authorities and stock exchanges
L J

expectations of 1egulatory authoriues and stock exchanges

On the ease of availability of information about any company  78% of the
respondents said 1t was not casy to collect information about a company The Retail
Investors were of the vicw that no information other than the annual report was
accessible

On creation of a ceattalizcd  1atormation depository The respondents were neai
wnanimous m voting for a cuntralized information depository

Un whether Mo Stock  Lochanges should take a greater 1ole 'o dis (nananing
irformation 9+4% of the anvestors s oo ld ke 1t to be so However  he ticututimat
Investors fe bt it the o v 2 certrahized wafermation denos tory the Mok
txchanges a ¢rotneeess oo 1egurad « pley a greweriole

Or vhether _ome pooressional irformation previders shoula coll»co 11 teq nred
formatron from corp vaw on v continwous basis coliate ind turnist i saive 83%
of the respordents were 1 t vor of protessional mtrimation providere oy entlec ke
information from comparics nd tuinish the same te the end asers v a ost JThow
who weie not in faver doubted the rehability of such 1aforn wion
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On whether the existing disclosure norms are adequate Majority of the 1espondents
felt that the dicclosure norms aie inadequate  Transpaiency on the part of 1ssuers and
monitoring on the pait of 1cgulatory authorities 1s also lacking

On whether companjes adheie to existing disclosure notms It was felt that the
compliance ot adheience 1s 1 letter but not in spint For cxample the annual report
may be in the requued form it with the 1equued information but 1t may stifl not give a
ttue and fair pictute  The 1casons tor compantes not adhering to disclosure norms
were attitbuted to the following

o Lack of regulatory monitoring and oversight

¢ Lack of mnsistence by auditors

e Loopholes in the norms

On whether companies deliberatcly nuslead investors  Opinion was divided across

categories 67% of 1espondunts m all other categories felt so, while only 34% of the

Institutional category of icspondents felt so  Institutional Investors may feel so

because

e the investments of Institutionil Investors are in ‘A’ category shares which are of
companies with high m uket capitalization and better disclosure standards

e 1t 1s difficult to geneialize and sav that all companies do or do not mislead
1nvestots

On steps to be taken to prevcnt companies giving misleading information
¢ managers and auditois to be held accountable
e penal provisions
e cuminal action

On correlation between the willingness to part with information and the performance
of the company While the Institutional Investors felt that there was a positive
correlation the Opinion Mkers felt otherwise 1f the performance of the company 1s
generally good 1t 15 easv to convey some bad news without attracting too much
attention

On the time gap betweer the nallabihitsy of information and its accessibility to
mvestors  Majonty of the investors said hat they had access to information 1-3
months after 1t 1s made available by the company

On the 1ehabilitt and aew 1y of mformtion made available in the financ al reports
Stock Dschanges ware constdued the most rehable and accurate of intormation
sources
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B ONE M'MI DISCLOSURE

On whether the objects of tw offer draclosad i the prospectus were sabstacrory - 60°%%
of the responaes ts wete not s uistied with the objects of otfir arscloseu

On whether additional dis e sures should be made 1t the 1ssue 15 1o meet the worhing
capiel needs only  Majouts of the investors were in {avor of tus

On whether a bk apprais] should be meisted 1f the 1ssue 15 tor raising working
capital Investors preferred to have addittonal disciosure on

(1) why the 1ssuct 15 not 1 using funds from the banks ana

(1) detailed 1wsessment of v otkiag capital requiremen.

On whether the 1ssuer company should long disclose its mussion and long term
strategy 1n 1ts otfer document [t was felt that this would serve onlyv a himited purpose
It would be better 1f the cor pany gave a buicf on the core businesses of the company
as that would serve the purpose of undeistanding 1if the company 1s headed n the night
duection

On whether the capital markct 1s adequately monitored and supervised  While 50% of
the Stock Exchanges feel it to be so a majonity of the 1espondents in all other
categortes think otherwise  Suggestions on what needs to be done to improve
supervision of capital matkcts
e Regulatory authoritv 1o tighten disclosuie norms with strong penal provisions
for non comiphance
¢ Stringent notms tor hi~ung and dclisting

» Professional managen.ant of stock exchanges

e Reduction in the numbar of companies brsted on the Exclanges

e Improvement in infrastiuctutc

¢ Auditors to give detailed qualifications to financial statements

e Management and auditois to be held accountable to both the regulatory

authorities and sharcholders while the regulatorv authonities to be held
accountable to the sh ucholders

C CONTINUING DISCLOSURES
i Qpaaaons

Questions undor this seedon viere on whedia the end users would like to have certair
addiuonal 1mtormntior on he companic operations osports rmpons  technologv
expendtture onresel i v bocvamopmcat 2t rda o formatron vore o be teguiied
what shouald 0 1t ficg ney of  eporung and the source Jocument sor s
presentation’
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The respondents weie saongly 1n favor of segmental reporting giving details of
operations ptoductzdivision-wise on a quarterly basis  Thev wanted the disclosure of
details of expoits and umpoits m the annual tepoit  Changes n technology/ technical
collabotation couid be discloced in cither the annual report or on the occurrence of
event Considering tnt the amounts spent on R&D by Indian companies are
nsigimificant with the exeepuon ot some industries like pharmaceuticals information
on R&D expenditure was not tequined by the 1espondents

2 Finnee

Questions 1n this Scction partuned to the quality of disclosures 1n financial statements
and ot accounting stand uds disclosuies i quarterly half yearly and annual reports
need for disclosute ot tinmcnl ritos dividend policy information on convertibles
and suggestions tor improvument in financial 1eporting

The 1espondents felt that most annual teports do not reflect a true and fair picture of
the company and the cutient disclosure standards range from good to poor with
majority of response under 1dcquate

On whether the information published 1n the half yearly reports, in the abridged form
1s adequate It not what additional disclosuies are required?  69% of the respondents
felt that the intoimation n the half yearly report 1s not adequate Most of the
respondents wanted the hlt vcaily reports to be audited and in the same format as the
annual report

On ranhing the Indinn Accounting Norms as compared to those ot other developed
countiies Respondents telt the Indian Accounting Standards to be good

e Majornity of tespondents viewed changes 1n accounting policy by companies
unfavorably but an equal numbcr were of the opinion that if 1t Is for improving the
quality of reporting 1t would be acceptable

e Respondents felt that in ¢se of change n the depreciation policy the company
should disclose ptofits bised on depreciation calculated as per the old method
also The current matkcet vialue of the fixed assets should be disclosed to get a
better 1dea ot the assct base ot the company In case of change n. the mventory
valuation policy  the comapmy showd disclose profits ba «d on 1nventory
valuation as per old method also

¢  Respondents wore it nvor of analvsis of company s performance by its directoss
speeiallv the non-ovccutive diiectots  As the dircciots met once 2 quuter sich
analvsis was desimnle o vgurtaly bisis
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¢« Respondents wamed the comp e~ to teport sclect financial ratios on an nnue:
basis  Thev feh that the ¢ vhitim or such ratos st ould be stendandized  EeS
RONW D1 R ard Cuv rent R oo werc the ratios constdered most important

o Or whether the mtforn tion provided h the corapany on consertibles/warrar®s
etc  which resudts e ailntan of cquiy 1s adequate  If not what additiona
imformation 1s requied’ 650, of the Tnstitutional Investots and Opimon Mahars
telt that the infoimation 1s o wleguate  Others were cqually divided on the 1ssve
ncthaps becwse of then e degunte knowledge on the subject

The following suggestoss were made on additional disclosures to be made on

convertibles

+ Tuil disclosute on shucholding pattan warrants due strike price ot wrrants
options exercised 10 ¢ 1se of stock options and impact on EPS

*  Some respondents v inted disclosuices on tully diluted EPS as per International
Accounting Standaid vn FP'S

¢ Respondents warted the specific details on ‘other mcome if 1t formed a
significant part of 1 it Belote Tax  They favored such intormation to ve
published cn a hnlf ve vy basis

e Otner than Institutionl Investors respondents desired disclosure on measures ot
volatility of earaungs hike beta

¢ Disclosure of dividend pobicv was considered relevant by retall investors
Majority of the respondents wete 1n favor of justification being provided tor
retention of a portion o1 all ot distributable profits

e On whethetr significint gaps were found between International Accounting
Stanaards and Indian Accounting Stand uds  As the familianitr with Intcrnationat
Acconnting Standards 1s Iimited the percentage of no’ and no response 1s high
Of those who agreed that thae ate significant gaps between International and
Indian Accounting Stinduds 80% felt that the investment decisions could be
improved 1f accounts weie presented as per the International Accounting
Standards

¢ [he followirg sugpesae s wae wradl 1o improvement 13 fina inial remorting
+ Cash tlow ~tac o w he mtovide b o pandawory bass
> Cowolidwion ol weown of cabviar e o~ wita dic parent company a counts
+  Duoddosure of continoun bibant os no prosvess 1 nade for the same
- Repotting <hould ~ m v sdbh bt ena dccoun un s Standar s
= Segawnt heportiag
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e The respondents uranumonsiv agreed that management and auditors should be
held hable tor misleading finncial statements or for negligence in preparing, the
financial statements

3 Projcctions

This Section deals with 15sues regarding the importance of furnishing projections in
the Otfcr documents ana other repotte

FIRE Project notes that the Naleg'm Commuttee  (on disclosuie requirements 1n
Offer Document) has placed a number of conditions on disclosute of projections n
Offer Document as they cin be a source of nmusinformation and are often grossly
optimistic Example ot a condition bemng projections should not be for more than two
years and should be based on an appraisal made by a Financial Institution or a Bank or
a Lead Manage!

Feedback on the tollowing ssucs was obtained 1n the survey

e On whether piojections should be a part of the Annual Report and be presented in
a prescribed format 8% of the respondents fedi that projections should form a
part of the Annual Repoit’ Offct Document They teel that management should be
held accountable tor thcir projections, to the extent deviations are due to internal
factors

Majority of the respondents ate n favor of projections being made using both
expected values optinustic and pessimistic values Respondents favor projections
for three veais in the Olfer document and for one year in the Annual Report

4 Oft Balance Sheet Items

Issues addressed n this section ate for nced for disclosures regarding contingent
habilities, leased assets hcdging mstruments, use of derivative instruments and
attendant nisks and accounuing for forwaid foreign exchange contracts

e Majority of the respondents fcel that companies do not disclose contingent
habilities 1n a proper mannet not do thev make adequate provisions for them

e Most of the 1espoadents weie i {avor of p.oper disciosure of leased assets and of
hedgimg mstiuments

= Majouty of the respondonts swaie 1 tavor of forward foreign exchange contracts
on balaace sheet dates ind tesiar ot g ur’loss ansing therefion to profit and 'oss
account
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5 Rivivs

tosues constdoied hore wore on the natuie of 1isks to e disclosed  1isk analyvsis
tramaework md fosbiin ot acvddopore vcomposite Lsh index

» On whether a ek nonicement fimework should be uadertaken by a compam
and disclosed mthe Vrimual Repuat 809 ¢ of the respondents were of the vie » that
the comparses shoule tnacitahe a 1isk management framewotl and disciose the
sane 1 the Annual Poport 1t should mainlv include the busiress nisk and the
fnancial 1sk - Gpmien on the standardization of the framework was mined

o 58% of the respondanits were m f avor ot the company providing forwaird looking
information  on  c\pectations  about  performance  vis-a-vis  nternational
competitors

¢ On whether 1t 15 frasible to devclop a composite rish mdex for a company 67% of
the stock exchanges fclt that it 1s feastble whereas majority of the respondents n
other categoties were of the opmion that it +s not feasible

6 Bainkars

o Whil2 70% of Jic 1espondents were i fa e~ of disclosing the names of bankers a
substantial 2§% telt tht the mtormation was not reles ant

Rating

Issues related to importince ot 1ating for myvestment decisions instit ments  for which
rating 1s desned discloswic of existing 1atings and changes in tatings fiom all rating
agencies

e  Majority of the Institutional Investors it that rating 1s not very important as 1t 1s
not a lead mdicator most of the time  Majority felt that rating should be for fixed
income secuiities and 1t {casible for the management and the entire company

o Inerespondents enuin oushy tede that corpartes snonld obtain rat ngs from one
et ¢y consistenthy wid cheuld Lot swatchniing cgencies

~
[
P

s the cotnprnic shoul ticpore ona quarraly hasts 1atings obtawned on ol ns fixed
INCOME >ar s

e the rosponde ts telt hat the e acarey shot'd n Rsh nowa vion oo all
H
ratings « nornonthlv b oo

e A number of tespondants also aobted tic aadibilie of the nitime e soes
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8 Legal Comphance and Investor Protection

The 1ssues 1 this scction dad with 1eporing related to compharce need for a
comphiaace ofrnicar wnd comphance audit and disclosures relating to mmvestor
complaints

o Most of the respondents wanted compmes to furmish information to investors
regarding non-comphance with vanous statutory norms and regulauons

e A majority of 1cspondents wanted mmtoimation on charges agamst the company bv
Government officials and chuges agamst promoters/top management to be
communicated to the mvestors some of them reasoned that companies will not
furnish the same Instcad they wanted the regulatory authoritv to periodically
disseminate such information

e 89% of the respondcnts weie 1n favor of details of investor complaints to be
published A majority wete n favor ot the details to be fuinished on a mandatory
basis

e The 1dea of a compamv engaging the services of a Compliance Officer was
welcomed by most of the tespondents and some felt that the Company Secretary
himself can play the 1ole

¢ The 1espondents felt that the official spokesperson should have the authonty to
give the requued mioimation about the company and he should be held
accountable for the statements made by him The 1etail investors felt that all the
market plavers namelv institurronal Tiyrestois Flls Rrokeis and Retail Investors
should get the same amount of information from the same source

¢ Asregards Compliance Audit as 1s done 1n the developed markets 1t was felt that
no useful purpose would be served and it would be one more 1egulation formality
to be complied with

9 Propcrties

Questions under this section wese on dic desirabilty of disclosing information about
the immovable properties of the Company

e 80% of the tespondents wonted miormation on immovable property to be
disclosed Mul ot vatue ind st tegic importance were the esseatial items details
of which wore sought 9 be disclosed
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10 Parsonnd & HR

Quesnions undar tus scction 1l wd o desirability of mfoniaation on Board of
Directors and top mimgeraent redating to thon compensauon expunicnee ew

e 55% of the tcsponact ~ Lavored dicddos ne on details anout Boud of Directory
fop Management  Intormation to be fuinished should inecluac quatifications past
awvperience  ttack  ceord me o previous employment  salary and  nawre  of
employment

¢ Majoritv of dhe 1ospondents cdt that disclosures on non-cash compensation to
managemem are not k.LlUdlC

¢ As regards mfoimation bemg provided in the Ducctor s Repott on employees
drawing remunciation of not less thin Rs 25 000/- most of the respondents telt
that such mformation 15 not varv 1cdevant and should be provided only for key
employees

11 Corporate Governance

Quesuons undet this scction telated to mvestor preferences for tvpes ot o1gamization
and mechanism to prevent insider ttading

¢ Institutional Imestors did not distinguish between fanmly owned businesses and
piofessionat organizions A minoiity of the retail mvestors preterred family
owned businesses ke latas Bulas and Ambams

e  Many of the investors fclt that 1t s vary difficult to prevent insider trading - tew
suggestions which came up to curb sider trading weie
e Filing of periodic ownership 1epotts by key employees
¢ Companies to devclop in-house protocol to preveint insider trading

12 Views of Retar Investors

The retart mrestors ac Uthe tong vaew that the mant et s at the merey of thue
fusut orar Invesrers anu o deat o aryse e smalt i estore The 1o that they haa
noyeccess to cotpotite mformeton Thae s vrurgent wod or sLBI o pot i place a
sediessal ystenn 1os My ot griev s owbidh s copcdiions tar ond infuses
~enfidence 1n regdi dony nnhomty
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D FEASIBILITY OF STOCK EXCHANGES PLAYING THE
LEAD ROLF IN DISSFMINATION OF INFORMATION TO
INVESTORS

The Stock Exchanges agiec that thev should play the lead role and should provide a
Public Refaence Taalitn - Most of them however presently lack the required
infrastiucture in terms of svstems processes and shiled personnel to collect process,
store 1etrieve and disscmimate information on issuers  While the I'schanges have not
given the cost of providing such faclity alt of them have said that the histirg fees 1s
adequate to cover then costs

SECTION 1 OBSERVATIONS FROM CASE
STUDIES

A summaty of findings ot the case studies 1s given below

e Compantes display the tendencv to shout good nuws and suppress bad news
When performance 15 good detailed comimentaries torm part of the Director’s
1eport compaing peirformance  with  previous years including graphic
ptesentations ot the positive tiend  Such disclosuies are reduced to a minimum
when performance 1s wversely affected

e Some compantes puticularly the laiger ones, are alteady providing information
that substantially mccts the requirements of vaiious end users Majority of the
companies howcier provide the bue mimimum mtormation as required by the
Companies Act and Listing Agicement

e Those compantes which are providing a lot of additional information are doing so
in a varlety of ways thus making comparisons difficult

e A number of companics have subsidiaries engaged in unrelated lines of business
Many have subsidiuies which aic mvestment companies However, no
justification 15 offcicd to the shareholders of the paient compiny  Whete loans
and advances have bcun extended to loss making subsidiaries no provision has
been made by some Conipanies

¢ Thete are no sharcholdar commuacauons by most companies other than
pertodical financiil titiments and potices ot Annual Genaal Meeting and
Extraordinary General Meeting

e [ven the multination ] companics desist from tepotting as por the US GAAP as
they can project 1 octter paformance if they follow the Indian GAAP as
substantited i the o studics  The onlv excepuor obsaived was of Celgate
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Palmoiive Co TWd  ‘o’lowing deferied 1ax accounting which 1s not mandaiory as
per Indian CAAP

e No distinction can be made i the fovdd of disclosurcs betwcen comparics which
have tapped intcimauomil capital mark ets by issuing GDRs and companics which
have not

¢  Wlhile tigotous swatist < ib analvss  hes not been done v compaison ¢f stock

retums of compnies scledded for case stuav against 1eturn on BSLE maicates that
market does 1w ard {1 wspatency

e Poor discloswies are ecnerally made by companies whose business practices are
questionable  Good disclosures 1eflect high level of corporate governance
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V1. FIRE PROJECT RECOMMENDATIONS

Recommendations have buen made for each of the following categoties
General

One Time Disclosuic

Continuing Disclosutes on

s Operations

e Finance

e Projections

¢ Off Balance Shect {tems

[ R S

e Risks
e Bankers
e Rating

e Legal Complance
Investor Piotection
Properties

Personnel & HR
Corporate Govein ince
Views of Retail In\ estors

A GENERAI AND ONE TIME DISCLOSURES

The Indian Securities Maiket 1s essentially individual otiented and therefore SEBI’s
matn concern should be the protection of individual investors Institutional investors,
on account of their protessional capability to 1esearch on firms, are 1n a better position
to evaluate potential investments than individual investors  While a less regulated
market will do for institution donunated markets 1t 1s necessary to maintain tight
disclosure requirements for securitics sold to individual investors

To revive investor confidence 1n the securities market, 1t 1s vitally important to create
an environment in which observance of 1ules and regulations becomes the norm and
their breach the exception For this, the regulation of the stock market should be
entrusted to a single highlv visible authority which can function independently with a
strong statutory backing which 1s accountable to the investors and 1s therefore trusted
by them The success ot the regulatory bodv in promoting the integrity and fairness of
the markets will Jepend on their cffectineness 1n mmvestigating and making public
miarket abuses and 1n imposing detcirent penalties

FIRE project 15 of the opmion that SLBI should take up studies to find out the present
status and wheicabouts of the projects and promoters of around 4000 public 1ssues
made during Aprtl 92 and March 96 The fly-by-might operators should be identisied
from amongst them wnd oxemplaiy punitive action should be taken against them
Punishment should mclude mmpounding i1ssue procecds from the promoters ana
1efunding the s imc to the investors
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Only the quality scrips which pronuse hqudity for the e cstors should remain histed
on the stock exchinge  Vollowing alterntives can be coasidered to weed out the
liigind scrips
¢ Permut promoters to buy back the shucs
e Before delisting the scips mike 1t ma datory for the promoters and merchant
benkets to make an cpen olfer te ll mvestors o purchise the shares at a
deternuaned price

FIKE pioject rccommends that SIBI should tighten the nomms for new issues
Companies with po track 1ecord should be allowed to list «nly on the OICE]
Venture capital funds which aim to mvest primanly 10 stert up fiums musy also be
encouraged

Continuing disclosures speaially disclosutes 1 annual 1cpotts  should be brought
under the purview ot SI'Bl  Picsenthv  companies present annual repott  as per
Companies Act and as pot the Listing Agieement

FIRE project recommends sctting up of depositories at two leveds
e In SEBI at the national level and
e Instock exchanges at the regional level

Issuers should be requircd to file 1epotts with SEBI and the Stock Exchanges wheie
the shares are listed These should be revicwed monitored checked for accutacy and
consistency by tiained pirotessionals to be employed/ outsourced by them SEBI and
stock exchanges should b 1esponsible for the prompt dissemination of material/ price
sensitive mmformation 1eceived bv them

FIRE Project recommend  that SEBI should 1ssue guidchines to all stock exchanges
for seting up of a Public Refetence I'iality on a mandatorv basis  One of the
effective ways i which nforination can be disseminated quichly and 1n a cost
effective manner 1s thiough the inteinet  SEBI and the stock exchanges should have a
home page on the mteinct to which all filings can bc posted For this purpose
companies should be required to submit their filings in clectionic form The Public
Reference Facilitv to be <ot up m stock cnchanges should hive adequate number of
computer terminals to cnibie mvestors to have easv weess to information on the
inteinet

B CONTINUING DISCLOSURES
i Opur ations
The Bhave Commuttee on contin wing discJosutes standaids has tecommendod to SEBI
that while segment icpotting 1s not prev dent in the Indim nuket vbegianirg can be

made by requumg alt conm anres whose shiircholdar funds ne more than Rs 100 crore
to compulsorilv follow the practice of scgment 1cportting ind te oxtend  the
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requuiement to all listed companics over a thiee year pated  FIRF project also
endorses the need for segment reporting

SEBI should mike 1t mmdatory tor compiries to disclose details of exports and
imports in the annual enot Information should mclude percentage of exports/
mmports to total sales’ puichases countties of export/ impoit and curtencies to which
there s 115k exposure

2 Fimince

On recommendations mide by the Bhne Commuttec SEBI has directed stock
exchanges to amend the I ting agreement to incorporate the following disclosuies

e Publish unaudited finmcial 1esults on a quatterly basis instead of a half yearly
basis from Tunc 98 on v uds

e Companies mobiizmg funds from the public to publish details of deployment ot
funds on half vearlv hisis instead of v ulv basts

e Informing stock exch nges immedicdy of all those events that would have a
bearing on the perionmancd/ operations ot company as well as price scusttive
mformation

FIRE project tecommends the tollowing with tespect to disclosures on quarterly and
half yearly bas.s

¢ Quarterly/ halt vearlv tepoits published in newspapers may fail to draw the
attention of 1nvestors  Companies should therefoie mail these reports to
shareholders on a mndatory basis

¢ Rating on all fixed mcome secutities 1ssued by a company should be disclosed on
a quarterly basis, b mges in ratings nd rating agency should be disclosed on the
occurrence of event In case of change 1n the rating agency, the reason for the
same should be stated If a company obtains multiple ratings all such ratings
should be disclosed

e Quarterly reports should be audited and drawn up in the same format as the
Annual Report

¢ Notes to summary ol results published on a quaiterly basis should include
explanations about stgarficant deviations fiom peddormance during the previous
peqod for which con puati ¢ figutes a e disclosed It should also mnclude past
trend bv way 01 puicertage of 1ever e~ of cach quuter 1n the previoas year to
tutal revenucs tor the ven

e Penalties 1f any  anposed by teguluory authonties for non-comipltance or
violatron of noime should be disclosed on a quarterly basis

e Quarterly report 01 shucs of the comp iny de it with duning the gquarter along witn
dates and the 1umcs ol amiployces o1 connected persons
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FIRE Pioject rccommends that the fellowing adamonal disdoctres be made
mandatory in the Annual Repotts

Additional Disclosuies o Conv crtibles Wartants ote

¢ Fully diluted | PS as par Intern nionl accounting Suindard
= Shareholding pattein post convarsion

s Opuons exercisad 1 me case of stock aptions

= Due Dates on conversions

Management  aniivsts of the finanaal stitements using kev ritios such as Rarnings
Per Share (EPS) Rctuin on Net Worth (RONW) Dbt Fquity Ratio (DER) and
Current ratio It should 1lso include comments on cash {low statemont

FIRE Project notcs thit the gap between International and Indian Accounting
Standards will be sigmfic mtly 1educed 1f Bhave Committee’ recommendations on
Consolidation of Accounts  Segment 1eporting and Deterred Tax hability are
implemented after [C Al di s up Accountung Standards for the samc

3 Projcctions

FIRE Project 1s of the view that projections can be misleading and hence 1 possible

source of mismtormation nd conscquent unwananted litigation  Management should

not therefore be 1equited to provide projections  Rather, they should provide

information that hcips isars to forcest tor themsclves the company s future

performance Contiary 1o myouty opinion which favors projections 1n annual report

i addition to Otfer document TIRE Project recommends that management should

only provide torw ud looximg informtion on

e Opportunities ind tishs

¢ Management s plans including cnitic o success factors

e Comparison of actual pcrtormance with previously disclosed opportunitics risks
and plans

4 Off Balance Shect [tems

FIRE Protect recommenas the following Jaitional disc’osuies to be made ot a
mandatory basis chout the wdeniaty {0 mad impact rob s and obligations resuiting
from the toilowing O Bl ince Shoct ttoms

e  (Conbnocne] nib s

e Leasud \osat

e  Dmenciu Instirancnts mothe nat ne o O B Lirce Shod! nenss
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5 Risks

FIRE Pioject notes that the arsclosure regarding nisks to which the Companies and
mvestors ate exposed 15 grossly madequte m the Ottar Document and absent in the
Annual Reports  The general response under Management perception’ to most of the
risk factors disclosed 1n ofiar documents 1s stated as follows

‘The nishs are inherent m the business  The Company has put 1n place adequate nisk
control measutces to manige these 1isks This stitement doos not educate the mvestor
on the level of t1sk cxposuic {aced by hum or hes

It 1s therefore suggcested that a tisk management framework should be developed and
disclosed by 1ssucts covaring major intainal and external risks such as business risk,
financial rish mterest rate 115k and fo1cign exchange 115k The framewotk can include
both policy and pcitormance paramcteis

6 Rating

FIRE Project recommends that rating on all fixed mcome securities 1ssued by a
Company should be discloscd on 1 quureri basis Changes 1n 1atings and rating
agency should bc disclosed on occutience of event  Report on change 1n rating
agency should include 1cason tor the same  If a Companv obtains multiple ratings all
such ratings should be disclosed

7 Lecgal Comphance and Investor Protection

FIRE Project recommends that SEBI should periodically publish/ widely disseminate
information to mvcstots on details ot ¢ch uges against the company 1its promoters and
top management on matetial 1ssues [t 1s flt that such publicity would act as a strong
deterrent to violation ot norms by companies

Disclosure on mvestor complaints on an annual basis should be made mandatory The
Company should give dctails of numbar of complaints 1eceived settled pending for
more than 30 davs nature of comments and number of complamts recenned as a
percentage of numbet ot shaieholders

8 Gioup Comp nics and Subsidiaries

FIRE Pivject notes thae the Bhave € ommuttee has already made 1ts tecommendations
to SEBI on consolid tion ol acconnts and 1t rerterates the importance of the same

e FIRE Project iccommends that pending a guideline/ st indard on consolidation of
accounts as rccommeended by the Bhvve Commttec 1t should be made mandatory
for companies to viluc investments as per equity method

e Such addittonl arsclosure made by companics would enable investors to decide
whether the tr msactions uc atarms length and it market determined terms
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9 Corporate Govarnance

Insider trading aticcts the mtegnty nd f uiness of the securiies matket  The use of
price sensttive miormation b the uinvestors tor profit reduces the overall investor
confidence mn the market  While 1t is oxtemely difficult to pmn down nsider trading
the onlv eftectine wanv to cuth the sune 15 by companies adopling an nternal code of
conduct  Companies hbo Intosve ive well laid down codes and have set up blind
trusts for purchase wnd sales of the Corap iy s shaies by their top executives

FIRE Pioject iecommends that shore ownarship reporting and reporting of movement
of shareholding by duccwors md officar hving substantial managerial powers 1n a
Company should be made mandatory  Thus will allow the market to nack insider
trading and thus preven the prwtice  \s of now for mstances of sider frading
brought to 1ts notic. SEBI tihes up mvestigation post event  This does not protect
the mnterest of genuime mvestors  Turthar wditors should be precluded fiom holding
shates of companics whose accounts e wdited by them

FIRE Project also recommends that SEBI should make 1t mandatory for all listed
companies to adopt a Code ol Conduct for prevention of insider trading which should
cover the following salient pciate
¢ Persons to whom the 1ules undar the Code ot Conduct would be applicable
e Defimtion of nsidet  unpublished price sensitive infoimation and dealing 1n
shares
e Prohibition on dealing communicating or counseling
e Procedure for dealing in the shaies ot the Company by
« Employees
e Senior management
e Prohibition for dealing 1n shaies belore and after the end of a quarter and before
and after a Board meeting
e Report to Boud ot Diicctors of the Company and SEBI
e Penalty for violation

The CEO of the Company should teport comphance with the code of conduct to the
Company’s Board ot Ditcctors on a half vearly basis

16 Views of Ret ul Inyostors

FIRE Project recormends thit i istres shonld be taken to increase awarencss of
investors  rights thiough 1avesto wducwon programs organmized by the Stock
Exchanges Investor Assous it ns or uch othar orgamzatiens  SEBI should he armed
witn adequate powers 10 ¢ aforee teston thon o mvesiots of moncys takhen tiom them
i violation of i1cgulion to mmpose fimes mmtate criminal ection and set up
mechanism for quich rediessid Hhis many be cnabled if SEPBI is vosted with the
poweis of a civil court andar tl ¢ Code of Civil Procedurcs
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Dispantv of dissemmination of information to Institutional Investors and Retail
Investors 1s wide A centralized information depository 1if set up should not allow
such dispanties to ex.st

India .s perhaps ihe only courtry where new firms without track record can access
public funds and get iisted on major Stock Exachanges The problem taced by
indiv dual investor 1n evaluating investmeat in such firms can be overcome it they are
allowed to list oniv on the OTCET  Venture capital funds, which aim to invest
primarily 1n start up firms must also be encouraged

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

Investor participation has so far been restricted to urban areas With 23 Stock
Exchanges covering all ot them, 1t 1s possible to disseminate information effectively
through these Stock Exchanges provided there 1s a well equipped Public Reference
Facility FIRE Project recommends that SEBI should 1ssue detailed guidelines to all
Stock Exchanges on the mimmum requirements to be met in setting up (on a
mandatory basis) a Public Reterence Librarv It should rar © an adequate number of
compuater terminals to enable investors to have easy access to information on the
internet

As recommended bv FIRE Project a Disclosure Division must be set up ar SEBI
Details regarding the same tollow
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VIl MODEL DISCLOSURE DEPARTMENT

FIRF Project has recommended the establishment of a Disclosure Department by
SEBI A Disclosure Department is hey 1f the Indian securitics market 1s to reflect the
philosophy of regulation of the market backed by strong enforcement powers and
liability for false and misleading information

Full disclosure of information about an 1ssuer 1ts financial condition and results of
operations aic essential to establish true market prices for shares Furthermore
without the continuous flow of material information to the market only msiders and
large influential mvestors will have information and the abilitv to make sound
mvestment decisions A market that only serves msiders and large players excludes
individual mvestors and results in complete loss of confidence mn the country’s
financial markets

Issuer disclosure mcluding financial reporting 1s the most important component of a
regulatory scheme essential to achieve the most basic of market functions
Information about an 1ssuer, terms of its securities and financial condition of the 1ssuer
are critical to the integnty of the market

Issuer reports can provide significant information The scope and content of the
information can be changed or improved with the adoption of specific disclosure
requirements  This must be done at the regulatory level The requirement for
discloswe 1s mtended to prevent the issuer from providing only half-truths or
mcomplete information

We believe that SEBI does not currently have clearly defined statutory authority to
take on the task of establishing ongoing reporting requirements or establishing and
enforcing sanctions for non-compliance with reporting requirements Further this
regulatory body is constrained in terms of trained personnel and facilities to monitor
pertodic reporting by public companies Any meaningful periodic reporting program
requires the ability to monitor the timeliness quality and accuracy of the information
Without the ability to monitor and take corrective action, the rish of more misleading
o1 incomplete information being provided to investors grows

This 1s where the urportance of having a separate Disclosure Department comes n
One of the most importar reasons for estabtishing a Disclosure Department at SEBT
1s to provide for monitoring of the conent accuracy and timeliness of 1esuer reports
Unless the regulatory authority takes on this task there 1s no way to ensure that
1ssuets provide comiplete disclosuie of all material events or the tiue financial
condition  Therefore a departinent *ithin SEG1, with the specific legal authority to
monitor and review wssuer disclosure can significantly improve the situation of 1ssuet

disclosure mn India Without a monitoring and review function at the regulatory level
the itegrity of the market cannot be protected
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Another department within St Bl with the authonty to take prompt corrective action
against 1ssucts who ful to {ilc reposts of file repoits late 15 1lso necessary

A POWERS NI CFSSARY FORTHLE ESTABLISHMENT OF A
SUCCESSFUL DISCLOSURE DEPARTMENT AT SEBI

o The Disclosure Deputinent 1aust have the capability to establish rules guidelines
and standards 1or ongomg disclosurc

¢ The Dcpartment must be ible to monitor and 1eview the activities of 1ssvers and
thett disclosure obligations

e The Departiment must hive the authotity 1o 1equire sssuers to amend o1 tevise
disclosure docaments 1f the Dep ntment determines that the casting disclosure s
msutticient or misleading

e The Department may determine that the issucer has filed a musleading 1eport or
omitted matciii) mformation from a teport  The 1ssuer may not have complied
with a directive from the Disclosure Department to revise or amend a 1eport  In
such 1nstances  the Disclosute Department must be able to recommend
investigation by the Lnforcement Division or other legal action against an 1ssuer
and 1ts officurs directors 1e.at advisats and accountants

e The Disclosuic Department must sct the requirements for disclosuie and the
timing ot the disclosurc of matciial information

e The Disclosuie Department must have the authonty to tequire public
dissemination of mformtion by issuers

B PROCEDURLS NECESSARY FOR THE DISCLOSURES
DEPARTMENT

The following procedures need to be ostablished tor the smooth functioning of the

Disclosure Department

e [Establish proccdures tor the rccapt logging in distribution and processing of
1ssuer filings b the sttt of the Department

e Issue mndustiyv spectiic disclosuie gurdelines for public companies

e Establish proccduies for the mramil teview mnd commenting upon information
contained 1 s uct repotts and filings

e Develop picccdutes for communicition with issuets by the statf of the
Department

¢ Interpret laws ond gules applicanic to rssucrs 0 oresponse (o requests  for
clarifications o to addies 1ssucs which may be nevel er vargue © that 1ssuer

e Cootdmate cle ~oly with the Otfice o1 the Ch od Mecourtant to ensure that financral
statements pro e appropiiue mfo m ton

e [stabitsh proc ames 1o montor 1 svas w aneate that the required filings are
submitted to &1 BT oa ttumely b

o Establish proc fures to coordimae s ues o1 Limgs with the other departments 1in
SEBI ind ~the _ove amint age s s neces 1y omdapproprnate
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The Disclosure Deputment will also protect shareholders by promoung souna
cotporate govern incee policies by ensunng that issuers always provide fuli and fair
disclosure 1n then pertodic 1epotts

The Disclosute  Divistion snould  ostiblish procedures to 1efer issucts to the
Enforcement Division  Mattars shoula be referted to the Enforcement Division 1f
upon review of an issuct s filings the st of the Disclosure Division deternunies that
the 1ssuetr has 1clcised a 1eport or made a filing that 1s false or misleading 1 any
matenial way  The sttt should also ostiblish procedures to monitor f requined filings
are made on a tiwcly bisis I m ssucr 1cpatedly subnuts required disclosure
documents late t! ¢ issuar should be icferned to the Enforcement Division tor some
turther action

C PROPOSID STRUCTURF OF THE MODEL DISCLOSURE
DEPARTMENT

The department should have the following otfices
s Office of Accounting Policy

s Office of Disclosuie Polic

e Oftice of Sharcholders 1ichts

e Otfice of Public Niligs

e Office of Records Manngement

e Office of Public intoimation o1 Refcience

The Office of Accounting Policy should deal with all accounting matters tor public
issuers  The activitics of this otfice should include

e Co-oidmation with the mstitute ot Chutered Accountants of india [here may be
instances wheie the Accounting Olfice my determine that eahanced financial
disclosuie 1s ppropriate for public compantes  This may exceed the standards
established by ICAl  However the ability to set accounting  standards for public
companites thit rcquire additionil disclosure standards for puablic companies 1s
important

e Co-ordmation with 10SC O and 1A

e supervision and ongoing t uning of stitf accountants of the disclosure department

The 1esponstbilitics of the Office of Disclesure Policy should incl wie review and
mterpretation of the existing disclosute 1oguirements  Additionally  this office should
monitor  disclosurc noi s wmd  mihe 1ccommendations  for revisions  abolish
unnecessary or duplic i ve ccquinements ostablish rew tequitements when deemed
appropriite and i~suc incrprctative ewd lines when necessary This office should
also co-ordinate witn othar _onve nmen agencies and offices regarding ar closvre
policy for companics  The disclosuie process should not b ovatl, burdensome sor
issuers while stule enswirn bt the invGtng public has access vyl matenal
information
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The Office of Sh ucholdar Rights v ou'd be responsible for reviewing shercholder
complaints  This oflnee should dso monitor corporate activities such as prony
solicitations  take-over see wender offas and buy-outs to ensure that mipority
shareholders have veen proy 'od with ll matcnal informauon regarding  a business
transaction and tht thair ights hay ¢ been upheld

Office of Pubhic Filings <hould be the kev office within the disclosure department
For 1t 1s this office that will have the day to dav responsibility for the review and
oversight of all issuar filings  This office should be statfed with chartered
accountants financial malvsts and attorneys The otfice should establish criternia and
procedutes for the review of filings  The purpose of this review s to cnsure that
1ssuets provide wceur ite nd dequate imtormation n therr filings as required by SEBI
law and regulations  lhis otlice should conduct tull reviews of 1ssuer filings The
review should mclude 1 comparison ol prior filings ind press releases with the current
reports This will monitor whether an tssuer has 15sued an overly optimistic 1eport in
the past whercas 1 1cality the 1ssuer should have 1ssued a press release i1eporting
negative information for example This 1s a key mcchanism to ensure that the flow of
information to the muket 15 accurate and contains the complete picture about the
condition of the 1esuct

Office of Records Managcment 1s tesponsible for the maintenance the annual,
quarterly repoits and other tilings by 1ssuets and others requued to be filed with SEBI
This office should mamtun a tecords retrieval system to pirovide access for all
documents repoits ittachments and other matenal filed Ideally, this system should
be “on line and m electtonic format to allow public access over the mtcinet news
services and at 1 public 1efuicnce room where teiminals ate provided to investors 1n
order to access information at the public 1eference center mamntained by SEB!I  SEBI
could impose a nonunal fee for access to its services to cover the costs of maintaining
this reference facility The mmposition of a tee would also discourage somc of the
more frivolous use of these 1cference facilities

D STAFFING REQUIREMENTS
* Director
¢ Agssistant duectots
e Cerlifiea Public Accouncants

e T'inancial analysts
» Atforneys

e Information Icchnology Speadists
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The combination ot professionals will pernut the department to provide a broad range
of services in connection with the ongomng disclosure obligations of issuers These
tramed experts will cany out the examuination process of 1ssuer filings  Staff should
develop specific shills or expettise in one or more industries There will be 1ssues
unique to an mdustv and therefore 1t 1s recommended that certain staff members

develop the ability to quickly and clearly address any industry specific issues that may
arise
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I EAECUTIVE SUUMMARY

i Turely disciosare of int amation and cssenination of maten=l anformetic v he
merhet are the sahic ot features of 1 fan aig ransparent cecunities moth et investor
configence m the mark .t » dermved from avattabibty of reiable mfoirn 1oon o
on 2o g bast ebout 1scors At prewent no single anthority ot regula’ iy by
responsible for ensurme continuous diselosure by issuers While the hivting
agreements with steck exchanges provide for fiking ot innual scnu-anaval iad
other reports on matenal/ price sensitive information 1 the absence o' penal
provisions for non-comphance stock exchanges do not have the means to enforce
comprehensive ongoing disclosure ouvhgations Given the tact that the nvestor
confidence in the Indian securities market 1s at its lowest ever there 15 a dire nced
for improvement m standards of disclosure for one or more public deposttories fo1
collection monitoring and review ot 1ssue reports and other information ana to1 an
enforcement micchanism which enables swift corrective action to be taken b a

central regularory authority

12 The PW/ICFAI Study on Disclosures under the USAID FIRE Project addre ~od
these 1ssues A survey of end users of information viz  Instituticnal nvestons
including Flls  Stock Exchanges Stock Brokers Opinion Makcr, and Retar'
Investors was conducted to identify ther requirements and to find gaps i the
existing norms and regulations tor disclosure In addition case studics were
conducted on 6 Indian companies of varying standards of disclosure 1o understand

he ielation<hip between vh  q abty of discicsure and market can'tal #ation
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13 Summary of findings of the Study Group based on the survey

1 Inform ihion disscmuration

Dispanty in disscmination of intormation - There seams to be a wide disp iy i
dissemination  of mtormation to difterent categorics of mvestors - the s and
other institutional investors are percuved to be gettimg the best i tarms of quanty

analysis and volume (FIls seemingly the most favoured) and the retal investors the
least often just an outdated Annual Report The different categories of mvestors
are therefore 1n unequal bargaining positions 1t 1s th's which often forces the small
investors to relv on market rumors broker recommendations etc while making

investment decisions

Ddlay  non-receipt of price sensitve material mnfor mation

There 1s no mechanism to ensure quick disseminauon of price sensitive material
mformation With no provision for share ownership reporting by directors officers

etc *o SEBI most respondents felt that insider trading 1s rampant

Rale of stock cxchanges

Most of the stock exchanges do not have the required infrastructure to review
process ar¢ drssemimate information based on filings made by issuers Thev
ncwever agree that thev must take the resporsibility for dissemination of
mntormetion to investors The survey also 1evealed that the listing fee collcwd by

the exchasges s adequate to cover the costs of provid ng such scnvice
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14
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Quality of disclosures ind standards of disclosure

Tavestors are more concetued about the qualuy of disclosures made Jathe, than the
standards in voguc toi diceisure The Study 1evealed that the mvestors view dhe
Indian Acconnting star dards to be good but the ssuers follow tham by To e
tathes

than by spirit The tespondents fclt thet this s faahtated by fack of  cuulaton
monitoring and auditors uvnwillingness to quahty the t nanc A stetaents whoe v

is warranted

Enforcement

Lack of penal provisions for non-comphance is cited as one of the man reasons tor
noor srformation dissemination and poor quality of disclosures The filings to be
made by 1ssuers as per usting agice, ent 2ve not enforceable by stock exchanges as
the only drastic step that thev can take 1s dehsting which hurts the invesiors morc
than the 1ssuers No action has been taken by SEBI on issuers who have vamshed

without a trace after raising funds through public 1ssues

Study Group Recommendations

The Study Group has read through the report of the Bhave Commuttec on
Continuous  Disclosures  and  1ts  recommendations to  SEB} Thesc
recommendation when implemened will go a lon. way m amproving ongomng
disclosures by 1ssvers and will rarrow down the ditierences accounting as nef
Lidia s GAAP and US GAAP The central 1ssue hov aver 18 wieder thaa jast bote
disclosure stindards s o1 st 0f entorceability of norms md 11 18 11 1sa o o

single authonty bemng rosponsblc 1o timedy dissemimation o7 au ity mte rmaor
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The recommendations of the Study Group thus encompass three broad aicas

a) lmprovement i information disscmination

b) Turther improvement in disclosures 1n the context of Malegham and Bhave
Commuttce recommendations

¢) Improvement in entorcement mechamsm

4) Improvement in information dissemination

At present SEBI does not regulate «= require ongoing disclosure by 1ssuers
Issuers are required to compny with financial reporting provisions as per
Companies Act 1956 In addition SEBI directs stock exchanges from time to time
0 amend listing agreement with the issuers to incorporate clauses tor additional
disclosures to be made The stock exchanges however lack proper mechanism to

enforce compliance with listing agreement requirements

The Studv Group recommends that continuing disclosures should be brought
under the exclusive purview of SEBI

The Study Group recommends setting up of Information Depositories at e
levels - In SEBI at the national level and in stock exchanges at the regional level
Issuers should be required to file reportings with SEBI and the stock exchanges
where the shares are listed These should be reviewed monitored checked for
accuracy and consistency by trained professionals to be employed/outsourced by
them SFB: and stock exchanges should be responsible for prompt dissemination

ot matenal / pace sensitive mtormetion 1eceived by them

Fhe Study Group recommands that SEBI should rssue gurdehines to o srack
exchanges for setting up of a Purlic Reference Faailiny on a1 mandaton, dasis
At present there seems to be 4 wide dispanty i aissemination of wtormation to

diffurent categornies of end users One of the effceu o ways o which mormation
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van be disseninated quickly and i a cost effective manna s through the net
SEBI and the stock exchanges should have a home page oa the nternet to v hich
all filmgs can be posted  tor this purpose  companies should be 1equued 1o
subnut then filings i electronic torm The Public Reference Tacility ta be set vp
stoch exchanges should have adequete number of computer termunals to cnable

mvestors to have easy accoss to mntormation on the inteinet

The Study Group recommends that Share Ownership reporting and reporung of
movement of shareholding by directois and  officers who have substantial
managenal powers ot a company should be made mandatory This will allow the
market to track insider trading and thus prevent the practice As of now SLBI
takes up mvestigation post event of instances of insider trading brought to its
notice This does not protect the nterest of genume nvestors Further auditors
should be precluded from holding shares of the companies whose accounts are
audited by them The Study Group also recommends that SEBI should make 1t
mandatory for all listed compantes to adopt a Code of Conduct for prevention of

insider trading which should cover the following salient points

* Persons to whom the rules under the Code of Conduct would be applicable
* Defintions of ‘Insider  unpublished price sensitive information and dealing
in shares’
* Prohibition on dealing communicating or counseling
* Procedure for dealing in the shares of the company by
- employees
- SLIIOT Managemen
e Prohibitton for deanng in sharcs betore and after the end of 4 (quarter and
bednre and atter a Board mecting
¢ Report to Board of Directors of the Conpimy ana SIEBI

¢  Penalty tor violation

PW/TIRE [CEAT Study
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The CEO of the company should report comphance weth the < ode of conauc o

the company < Board of Duectors on a half yearly basis

b} Futher imptovemeant tn drsdlosures

The Study Group recommends s follows

I Dascrosures in Aanual Reports - Mandatory

L The annual teport should mclude a Mistorical background of the companm
and 1ts busmess 11 order to improve the understanding ot the financial
statements Besides the scope and description of busiress 1t should also
include broad objectives and strategies and impact of industry structure on
the co npany

] Historica: « « a for the last five years should be given to enable ana' z no ~t
trends and relationships to predict future earnings It should segregate core
and non-core activities as 1t 15 the company s core activities (usual and
recurring events) which provide the relevan information from which
predictions can be made about the future

. Balance sheet should be reformatted to disclose assets and habilities m
order of iquidity Current liabihities should be disclosed separately

. Profit and loss account should be reformatted to disclose gross profit

. The following additional disclosures should be made on convertibles
warrants and stock options
- Fully diluted EPS as per International Accounting Standard
- Sharel o'ding pattern post conversion
- Due dares of conversion
- Options exerused in the case of stocl options

¢ For'owmng details about exports and imports should be yiver
- Percentige to total sales purchases
- Countries of export/impont

- Currencies to which there s nisk eyposure

DW/IPT 10T v St iy

L
S



Stueh on Drsclosuros Foporr

e Oft balance sheet tums- Adequate  disclosures should be made about the
ideruaty firanuial impact i1-ks and obligations resulting from the tollovang oft
balarce sheet items

- Leased assets
- Contingent hiabilities
- Financial mstruments i the nature of oft balance sheet noms

¢ Management analysis of the financial statements usnig hey ratios such s
Earnings Per Share (EPS) Return On Networth (RONW) Dcbt Equits Ratio
(DER) and Current ratio It should also include comments on cash tlow
statement

e Share performance - A graph to be included showing share price movements
during the reporting period against BSE or any other suitable index 1t should
also disclose volumes of trading

» Following details of irvestor complaints should be included

- Number of complaints received during the reporting penod

- Number of complaints settled

- Number of complaints pending for more than 30 davs

- Number of complaints received as a percentage of number of
shareholders

- Nature of complaints

2 Disclosures in Annual Repor ts - Optional

®

Forward looking ‘nformatior  which would belp users 0 torecast tor
themselves the company s firinciel wture

¢ Arisk management framew b mav Le developed and disclos d COVEnng ol
mternal and exterral vieh < sulh as businese risk fimanaial fisk terost tate s

and foragn exchenge 1isk The framework can nclude horhe por v and

performance parameters

¢ Information on high and low of share price during the TP O DO ea
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3

oinclosures i Quartcr iy Half vearly and ot reports

Quarterly / Halt yearly reports pubhished m newspapers many a times tul to
draw attention of tmvestors Companies should thaetore maul these reports to

sharenoldors on a manc itony basis

e Rauns oa all fined meome secunities issued by a company sheuld be disclosed
on a quarterly baws changes i ratings and rating agency should be disclosad
on occutrence of event Report on change n rating agency shouid mcude
reason for the same It a company obtains mulupie ratings — all such ratings
should be disclosed

¢ Half yearly reports should be audited and drawn up in the same format is
Annual Report

e Notes to summany of results published on a quarteily basis should mclude
explanations about significant deviations from performance during the previous
period for whicl, comparative figures are disclosed It should also include past
trend by way of percentage of revenues of each quarter in the previous vear to
total revenues for the year

¢ Penalties if any mmposed by regulatory authorities for non-compliance or
violation of norms should be disclosed on a quarterly basis

e Quarterly Report on shares of the company dealt with during the quarter along
with dates and the names of employees or connected persons

C) Improvement in Enforcement Mechanism

The Study Group conctudes that S B should brnu in such measures to regulate

the secutities = @riet as v ould enanle 1t o emerge as a single Ju ity visible

withorty vinch cin towton mdepondarthy wun 1 sttonz s awatony badd

Aborve all it shoda wn tne contideace ot mvestors Fhe ~tudy Grieup

recommands thayt wowards the end STBED hould take tne ol v e < ens

preparatory to improving disclosures

Py HIRY
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« SI Bl should tale up stuaies to tind out the present status and whereabouts ot
the projects and promoters ot around 4000 public issues made duning Apal
1992 and March 1996 1dentify the fly-ty-might operators from among them
and take exemplary punitive action agarnst them  Punishment should mclude
mmpounding ot 1ssue procceds fiom the promoters and refunding the same o
the investors

e Following alternatives can be considered to weed out the numerous ilhiquid
scrips listed on the stock exchanges

| Permit promoters to buy back the shares

2 Before delisting the scrips make 1t mandatory for the promoters and
merchant bankers to make an open offer to all the investors to puichase
the shares a1 a determined price

s SEBI should tighten the norms for new 1ssues Companies with no track record

should be allowed to list only on the OTCEI

The Study Group further recommends that SEBI should periodially
publish/widely disseminate information to mnvestors on details of non-compliance

by listed companies Such publicity would act as 4 strong detcrrent to violation of

norms by issuers

The Study Group recommends that SEBI should draw up penalty structure tor
different categories of non-complance and enforce the same quickly and
meticulously For this to be effective SEBI should be aimed with adequate powers
not on'v 10 impose fines but also to restore moneys to investars taken in viclation
of regulations  to imtiate coiimunal action and to hdave a mecham<m ta quick
redrescal of investos anevances This may be enabled 1if SFRI 16 vested with the

vowers of a avil court under « ode of Civil Procedures
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1S >Summary of findings of the Study Group based on € ase Studics

L Compames display the tendency to shout good news and suppress bad nows
When performance 15 good detailed commemaites form part of Ducctors
report  comparing  porformance  with previous  years  includiag araphin
presentations of the postine trend  Such disclosures are reduced 1o nunmmum
when performance 15 adversely aftected

2 Some companmes particularly the larger ones are  alicady  providing

information that substantially meets the requirements of various ond users

Majority of the companies however provide the bare mim'mum information as

required by the Companies Act and Listing Agieement

~d

Those companies which are providing a lot of additional information are dong

so1n a variety of ways thus making comparisons difficult

4 A number of companies have subsidiaries engaged i unrelated lhnes ot
business Many have subsidiaries which are mvestment companies However
no justification 1s offered to the shareholders of the parent company  Where
loans and advances have been extended to loss making subsidiaries no
provision has been made by some companies

5 There are no shareholder communications by most companmies other than
periodical financial statements and notices of AGM and EGM

6 Even the multinational companies desist fiom reporting as per US GAAP as

they can project performance in a better light 1f they follow Indian CAAP as

cubstantiated in the case studies The only exception observed by us was

Colgate Palmolive Co Ltd  following deferred tax accounting which 1s not

maadatory as par Indian GAAP

7 No disuncuion can he mede m the tevel of acclosures betv cen U MPANILS
winch hve tappea mte nocwdl capital miathets by assume GRS and
compames which have not

P/ b 0T Cstudy ) - T o —‘3‘
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8

While rigorous statstical analysis has not been done ¢ compai son of stoch
teturns of companies selecied for case study agamnst return on BSE  mawtes
that market does reward tianspatency

Poor disclosures are generally made by con panies whose bus:ness practices are

yuestionable Good disclnsures eflect hugh level of corporate goveimance

16 Recommendations based on Case Study Findings

Good disclosure practice should result in the user understanding

the linkage between events affecting the company and theu financial impact
factors that create long term value for the compary

management’s vision

quality of earnings

opportunities and risks of an investment or lending decision

With this in mind, the Study Group recommends the following

1

Along with a historical background of the company giving scope and
description of the company’s business the vision statement broad objectives
and strategies and what the management believes to be the core business

should also be disclosed

2 In addition to financial statements and relatea statutory disclosures
management analysis of the financial and non-financial data should be provided
giving explanations for changes m operating financing and performance related
dita

3 Transaciane among tetatea groups/compames <houtd be cicaiiv disclosed «
unders ndaf they sore condadcted at anm - lengtn

4 Pieper s aficr o Should be ziver for mocstiments i aosidaares espee |
they are mounrdd wd Lines of business Maragemone Should daarly o ohy,
benctir T shiy choldars of parent company Pording 2 o chac stard od
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consolidation of accounts as tecommended by Bhave Comnuttee 1t should be
made mandatory for companies to value investments as pet equity method

5 Compames should be .equired to make full proviston for loans and adsances
which are doubtful of recovery and are unsecured Further compamies should
be required to account for intarest on such loans and advances on cash basis
Companies should be required to tollow the Reserve Bank ot India guidchings
o banks for asset classification income recogmuion and  provistoning undcr
Prudential Norms

6 Cash flow statements provide ‘aluable ntormaton to users anahsing
company s performance For further value addition explanatory notes should
form part of management discussion and analysis of financial performance

7 Compames shouta * _hbght in the Annual Reports significant changes
addtions and deletions to disclosures as compared to srevious Annual Report

8 All communications to shareholders should contain only such mformation tor
which the company’s management 1s the best source Management should
therefore exclude information about competitors for which 1t may not have

complete or accurate knowledge
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BACKGROUND

The Indian economy in recent times has witnessed a number of mroaaves on
refarms 1o strengthen domesuc financial sectors to bettor withstand thic 1 s and
viessitudes of an open international tinancial cnvironment Wath the ccoaomy on g
strong base what 1s requined to attiadt toreinn mvestors and woo hack dome u

rctart investors apart from anaimprovement in clearmg and settlement systams ana
other mirastructure s better disclosure standards and transparency 1 opetrdtion

of sssuers of securtties Drsclosure and transparency have been the focus of
much supervisory attention and significant progress 15 bemng  mace n
restructuring financial regulatorv and sunveillance  activities in hine with
deselopments 1n international markets  Atter Malegham Commuttee whose
recommendations on improving disclosures in ofter documents were accepted and
nouafied by SEBI the Bhave Panel has submutted its report to SEBI on continuing
disclosures standards Some of the recommendations have been given efteut
to by SEBI giving a directive to stock exchanges to amend listing agreenient
Other  recommendations can be given eiffect to after ICAIl examines the

recommendations and prepares standards / guidance notes

A full aisclosure system should ensure that investors recerve matenial informauon
foster mmvestor confidence contribute to the mamtenance of fair and oiderly
markets aid cap'te! fo-thation and prohibit trand in public oftering trade voting
and tender ng <ecuriies The Indian capual market suffers from lack of
miarma 160 and tack of rihiable ntormation There w no tradiig m over 4000
stocke out ¢ (757 hisced o BSEL The tanlt s b all tne three paticpants
the niaket ravaehy the revolator the sssecr e e vestor Whide the imvesior
Has Necomme wiser atte” it i b fosses the reeulato has to take st neend
ALUO T agdist nassters 1o revive  tho mvestor confedence m te 1o ato

bodv and the  rssuer sbould mmyrove disclosures tramendousiy v 1ovt o

L
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market In gencral Indin imarket plaa have ro davddop systems and processes
that create and sustau the tath of mvestors The process s well under way and

has to be pushed through to ensure rmature marka i die near tature

Among those mvolved 1 the tmnad retorms process s Pace Waterbouse U1
Finanaial Instituuons  Reforms and 1 spansion (FIREY Project which undor o
contract with USAID 1s working on further advancement ot capital markcis i
India As part of the FIRE project Price Watethouse .~ working on improving,
ongomg disclosure by issuers This is a prionty arca which needs to be addressed
in order to ensure that the market 1s fair and transparent and there 1s a level playing

field for institutional investors and the small investors

The Institute of Chartered F nancial Analvsts of India (ICFAI) has associated with
Price Waterhouse 1in this project on several disclosure related issues [t may be
pertirent to note that ICFAI represents India in the Asian Security Analysts
Federation (ASAF) Australia ana i1s a member ot the International Coordination

Commttee (1CC) of Financial Analysts Association Paris

Purpose

The present study 1s concerned with examining the teasibility of improving existing
norms of issuer ongoing disclosure and dissemination of information and possibly
establishment of a centralised information depository for easy and accurate

collection and dissemination of information about corporations

TERMS OF RFFERENCE

The terins of reference of the study undertaken by ICFAL are detailed below

To conduct an independent suney of end users of imformation viz - Instrtutional

Investors - domestic and  foreign stock exchanges  stock brokers  opinion

PW/FIRE-ICFAT Study bo
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makers and retail investors and 1o analyse and compare the results o1 the sunvey
to the existing disclosure practices bang tollowed by compantes operating in ina
The report shall identify gaps i the existing disclosute practices and the neads of

the end users

[ 9]

To conduct case studies on Indian companies whose disclosure standards
arc higher  ather because the Company has  tapped intunational el
markets o1 because the Company has voluntanly adopted nternational standards
tor disclosure It will also include compames which are mectung the evisting

disclosure requirements under Indian laws and regulations

4 MEMBERS OF THE ADVISORY PANEL AND STUDY
GROUP

41 The foliowing are the members of the Advisory Panel

1 Prof S Sundararajan
Professor Finance &
Coordinator Centre for Entrepreneurial Studies
Indian Institute of Management

Bangalore

(%]

Prof V Raghunathan
Charman Finarce & Accounting Arcea
Indian Institute of M inagzement

Ahmedabad
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)

Mr T V Mohandas Pa
Semior Vice-President & (1O
infosys Technologies Limited

Bangalore

4 Dr V Panduranga Rao
Director
ICFAI Business School
Hyderabad

42 The Study Group comprises of the following members

Prof TR Venkatesh Project Manager
Dean ICFA! Business School ( IBS)

Bangalore

Prof Bala Bhaskaran
Dean IBS Ahmedabad

Prof Kalyan Debnath
Dean IBS Calcutta

Prof V R K Chary
Associaie Dean IBS Hyderabad

Prot ¢ Pradeep

Coordimator 1BS New Dol
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Prot Lata Chakiavarthy
faculty I1BS Bangdlore

Prof Malathi Srintvasan
Faculty 1BS Bangalore

Prot Mk Geethe
Faculty IBS Chennas

Piof T Ravi kumar
Faculty ICFAl Hydcrabad

Prof Latha Ram K
Faculty IBS Bangaiore

5 SURVEY AND CASE METHODOLOGY
51 Design of survey
The survey was designed to ensure that findings were representat.ve ot a broad
group of end users and to distinguish between the type of mformation they really
need and the types that they may find interesting but mav not be relevant for an
investment decision
52 Selection of respondents
The survey covered the following categories of end users as respondents
I Institutional investors including foreign institutional investors
2 Stock Fxchanges
2 stock Biolers
4 Oprmion Mat ey
S Retan Investors
PW/LIRE TCFAT Studs S T
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53 Deaign of Questionnaires
Separate  questionnaires  were  gesigned  tor each of these categories e oept
tor opmion  makers  who wore  admimstered  the  same quesaonnaure ment
te r *nstitutional mvestors Formats of questionnaires for each citegory are mcluded
under Append I While mo 1 of th e quest ons were common  additional questions
were meluded  for stock exchanges and stock brokers to chic iformation on the
intrastructure available with them o1 1ecdpt processing storage retreval end
dissemunation of mformation The questionnaire tor retail mvestors was bret and
less technical
S4  Number of respondents
The fonowing table shows area-wise and category-wise number of respondents te
the survey The list of respondents 1s given in Appendix 1
Category = | Institutrona | FllIs | Stocl Stock Opmion | Retail Total
Area ¥ I Investors Exchanges | Brokers | Makers | Investor
S
Ahmedabad 1 2 9 7 19
Bangalore 1 1 4 2 11 19
Calcutta 6 3 20 3 54 86
Chennat 5 1 3 11 12 50 82
Delhi 2 1 2 15 11 53 &4
Hyderabad 2 ] 6 5 25 39
Mumbal 18 S 3 13 12 47 0R
Tl 34 N IS 78 45 247 427

PW/FIRL 1CE AT Study



Sueh on Disclosur s Ieport

54

56

Admuiustration of questionnanes

The questiornaires  wete  adnumistered by researchers selected by 101 Al
Business School fiom  among  its students  based o1 therr knowledee ot
capital  markets  commumcition  shils  de In the Insttutionst Investor
category the questionnaines were wdmimstered to persons i top mandaoment
cedie namely  CEQ/ MD/ Tund Managet/ Head of Rescarch/ Head  of
Imestments In the Stock Exchange categon the questionnatres were
adminuistered to the Executive  Director  of the exchange In the stock brokc

categorv the respondents were either partners or managers of the broking tirm

The Opinion Makers included business editors  of tinancial newspapers and
business magazines analysts of nstitutional investors financial analvsts financial
and management consultants advocates and chartered accountants The retail
investors were selectuu ¢ o among high networth individuals based on references

from stoch exchanges and stock brokers

Respondents located i major cities (four metros and Ahmedabad Bangalore
Pune and Hyderabad were personally interviewed Respondents located outside
these cities (stock exchange stockh brokers and opinion makers categorv onhy)

were mailed the questionnaires

Method of Analysis

The responses were analvsed categon-vise 10 map divergence i views it any on
the <amc questions among different categonies The differences found have been
highlichied by wav of graphs o cach catego v along with 1easons {or sudh
vanatons Where all categories have heda the same view 1 consabdatod PICtu s

ginene Aralvas of respoases of mdivadual categories o (f thva o1 thice

PW/AIRE 1CEAL Slnas, |



Ny o Ui losur s Re g

categones  put tomirer 18 gnen i the fom or 3D P enaty Whae
con~olidated picture of all catezorcs s miven bar chart s used

Graphicat Analysis Las been done tor key guestions scehmg ves o1 e anse e s
‘ollowec by ewnlanations for vanations i sesponses among drfleiort categ o os

and other sigaificant comments made vy 1ep ndents relatea o the geostien

For other key questions (not stivctured m yes or no format) analysis s prescitey
as appropriate for each gquestion  m the torm of  rankmgs tables summany of
important suggestions observations etc

For the rest of the questions result ot analysis s given by wa, ot statements
reflecting majority view  In addition a complete tabuiation of cate2ov-wise

responses to each question 1s given m Appendix i

57 Case Methodology

1 Companies selected for case studv arc grouped under three categories The names

of the comnanies under each category are given below

Category 1 (Companies which have issued GDRs)

I Arvind Mills Ltd
2 Finolex Cables Ltd

Category Il ( Companies which have voluntanly adoptec ngher disclosure

standarash

I Infosvs td

2 (oleate Paliiolne (Incra) Lid

PW/FIRE 1Cr Al Study b
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C tegory I (Compantes which mect the exsting disclosure rcquuements as

pes Indian regulitions)

1

Duncans Industries 1 td

2 Dr Reddy < | aboratones | td

2 The tollowing information was collected from the companies
1 Names ot stock exchanges where the company « shares are listed
2 Shareholding pattern including number of shareholders
3 Annual reports of the last three years
4 Copy of Ofter Document 1f the company had made any public/nights ofter in
the last tniee vears
S Copies of published half yearly results for the last one year (paper cutting)
6 Copies of Press 1elease/Press reports
7 Copies of all communications sent to shareholders in the last one vear
including notices of AGMs and EGMs
8 Copies of all communications to and filings with stock exchanges
9 Copes of reports sent to SEBI during the last one year
10 Dates of Board Meetings held during the last two years and significant issues
discussed theremn
11 Copies of any special reports sent during last year to Institutional Investors /
NRI investors/Investors with large shareholdings
12 Prevention of Insider Trading- Format of share ownership reports if any
received from company executives/directors/auditors and other nsiders and
sent to SEBI or anv other 1egulatory body
3 Ihe following additional mformation wes collected tiom companies usted undus
categories 1 and 11
PW/F IRE-ICT Al Study I
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1) Copics of filings dunig the fast one year with US SEC or with any otha
regulatory authornity pursuant to GDR wsue

u) Changes in Annual report consequent to issue of GDR

4 A questtonnane was admimistered to the CHO/Company Scaretary of the company

The Case Study reports are arganised under the tollowing headimgs

s

a History and background of the company

b Shareholding pattern

¢ Comments on disclosures in Annual Reports

d Comments on disclosiires in Half Yearly Reports

e Comn ents on other sharet ~'der communication

f Share Price Movements-Observations

g Qualtative Evaluation of disclosure standards and conielation with market
capitalisation

h Conclusion

The case studies are included in Appendin 1V

6 ANALYSIS OF SURVEY FINDINGS

61 Responses to questions hsted under the General section of the questionnaires

Tne questions under this section  were intended 1o get an dea of the end
users  purceptions about the attr butes of mlormation important soutces of
ntormaton  addwional imformition requited o0 mane mformed  mystmont
decsions present state of e cipittd marhat the disdosune Practices ol
companies  the role bang plaved by the reulaton awthorntics and stock

changes and what s expected of thom
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1 The 1espondents’ views were divergent on the attiibutes of information which are
relevant for investment decisions Many of them expressed that all attnibutes are

important and they are complemcntaiy

2 Annual reports and Ofter documents were considered to be the most impoitant
soutces of information  The rutail mvestors ranhed 1esearch reports also as
unportant

3 The additional intormation required by most respondents to make ntormed
investment decisions were (in order of prionty)

. Economic, Industry and Company Analysis
. Analysis of financial statements
. Views of largest stakeholdcrs other than promoters
4 Q Do you think information about any company easily available?
Findings
e . ~
' Category Consolidated
; 350 333
I 300 |
[~
y QU
| E 200
' aQ
L€ 150
‘ 3
2 100 81
50
9 4
0  —
Ves No Condronal tNo
Yes Response
Fig |
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Obsenvations

333 respondents constituting 78% of the total 1espondents said no as may be seun
| in Fig 1 Those who said yes were of the optmion that 1f you have the mttative
intelligence and resources, there 1s no dithculty w gathering the iequied
information The retail investors were umtormly ot the view that no information
other than the annual report 15 accessible Lven the annual report s available altu
considerable delay They alvo felt that good news gets dissenunated immediately
whereas price sensitive adverse information can be accessed after a time span of

one month or more

5 Q Do you think that creation of a centralised information depository 1s required?
Findings
- -
Category Consolidated
398 gory
400
350 4

300

No of respondents

150 1
100 ¢
50 + 21 4 4
0 A — - .
No Condtional No
Yes Response
L - I e
Fig 2
Observations

1he r1espondents were near unamimous n voung for a centralised imformadon

depository - Those  who have responded 1 the negauve feed *har it s the
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responsibility - of stoch exchange to disseminate intormation 1o mvestors m that

region

6 Q Do you think Stock Eschanges should take a greater role in dissemnating

mtormation’

Iindings

Catcgory Opinion Mahers Stock Brokers and Retail Investors

‘, 6% 1%0%
o
m2
I as3
| 04
| 93%
Fig 31

Category Institutional Investors

Fig 32

Category Stock Exchanges
o
l. 2
o3

a4

I
: 179% 0%
!
1
!

Fig 353

I Yes 2 No 3 Conditonal Yes 4 No 1esponse
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Observations

While, overall 94% have said yes ( including ‘Conditional Yes’ ) and 6% have said
no, the percentage of respondents who have said ‘no  among Stock Exchange
and Institutional Investor category 1s higher at around 16% It was observed that
Stock exchanges who have saild no have explamed that 1t 1s not possible tor
them to assume a greater role Institutional Investors on the other hand have said
no indicating that if there 1s a centralised information depository it 15 not requied

of Stock Exchanges to play a greater role

Q Would you prefer some professional information providers to collect required

information from corporates on a continuous basis, collate and furnish the same?

Observations

83% of the respondents were 1n favour of professional imformation providers to be
mvolved 1n collecting information from compames on a continuous basts, collating
and furmshing the same to the end users at a cost Those who were not in favour

doubted the reliability of such information

Q Do you believe that the existing disclosure norms are adequate?

Fmndings Fig 4
- et
Category Consolidated }
307 ) 312 T T !
1
@ 250 4 i
H |
2 200 - }
(=3
[-3 !
[~}
® 150 4 i
S j
g 100
51
50
0
| 0 - , ~ '
| Yes Condtional No |
} Yes Response
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Obsen ations

Majority of the 1cspondents felt that the disclosure norms are inadequate Some of
those who said yes explained that norms are adequate but what 15 faching 15

transparency on the part of 1ssuers and proper monitoring on the part ot regulatory

authorities
9 Q Do you think companies are adhering to existing disclosurc noims’
Findings
Category Institutional Investors
|
[ 5-2
1 |D3
o4
| =
|
Fig 51
Category Others
v - T
| |
| ail
12' !
|
| o3, |
! EEMI
fig 52
I Yes 2 No 3 Conditional Yes 4 No response
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Observations

The Institutional Investors held a divergent view 44 % (including ‘Cond.tional
Yes’)of them thought that compames adhere to norms as against 16% (including
Conditional Yes’) ot the other categories During discussions with respondents
from Institutions 1t was gathered that in therr  opmion the comphance or
adherence 1s 1n letter but not 1n spinit T or example the annual report may be in the
required format with the required information but 1t may still not give a true and

fair picture

The reasons for compames not adhering to disclosure norms were attributed to the

following as per analysis given below

. Lack of regulatory -nonitoring and oversight
. Lack of insistence by auditors and
. Loopholes 1n the norms

10 Q Do companies deliberately mislead investors?

Findings
Category Institutional investors
! it LT e .
6% 28% ;
i
Fig 61
1 Yes 2 No 3 Conditional Yes 4 No response
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Category Others

1
\=1! '

Fig 62
1 Yes 2 No 3 Conditional Yes 4 No response

Observations

As agamnst 67% : ncluding Conditional Yes ) of respondents mn ali over
categories, only 34% (including ‘Conditional Yes’ ) of the Institutional category of
respondents believe that compames deliberately muslead mvestors It may also be
observed that the percentage of ‘ No response’ 1s very high m the Institutional

category at 38%

Many of those who said yes added that it generally takes the form of Window

dressing’ of financial statements

From an analysis of additional information given, two reasons may be attributed to
Institutional Investors not agreeing with other respondents

a) In general, the investments of Institutional Investors are in ‘A’ category shares
which are of companies with high market capitalisation and better disclosure
standards

b) It 1s difficult to generalise and say that all companies do or do not muslead

imnvestors

The high percentage of no response’ can also be attributed to the same reason as

(b) above

PW/TIRT -ICT Al Studh 3
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67% ot the respondents who said yes' attributed the reason for companies
deliberately misleading the public to compames not caring for the needs of the

mvestors’

The suggestions made on steps to be taken to prevent companies giving nusleading
information were

e Management and auditors to be held accountable

¢ Penal provision

»  Cnminal action

12 Q Do you observe any correlation between the willingness to part with
information and performance of the company ?
Observations
The nstitutional 1nvestors felt that there is a correlation between willingness
to part with information and the performance of the company The opimon makers
felt otherwise, if the performance of a company 1s generally good, 1t 1s easy to
convey some bad news without attracting too much of attention

13 Q What 1s the general time gap between the availability of information and 1ts
accessibility to investors?
Majornity of investors said that they had access to information 1-3 months after 1t 1s
made available by the company Majonity of the retail investors said that they had
access to information after 3 months

14 Q What 15 your opimion about the reliability and accuracy of information made
available in financial reports?

PW/FIRE ICFTAI Study 12
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Observations

The respondents rated the sources as follows (hsted in descending order of
rehiability/accuracy)

1 Stoack exchanges/Regulatory authorities

2 Industry and Trade Associations

3 Research reports

4 Finance & Business magazines

S Fancial newspapers

Survey reports

TV (only good news gets disseminated through this source)

(=TS B O

Seminar & Conference papers

One time disclosure

Q Are you generally satisfied with the objects of the offer disclosed n the

prospectus?

60% of the respondents were not satisfied with the objects of offer disclosed
Many of them expressed the view that 1t 1s what 1s intended rather than what 1s

stated which 1s questionable

Q Would you require additional disclosures if the 1ssue 1s to meet working capital

need only? If yes, would you require the appraisal to be made by banks/financial

institutions even 1f the 1ssuer has no borrowings?

Majority of mvestors were i favour of additional disclosure if the issue 15 for
working capital needs only On the question of whether a bank appraisal should
be insisted 1f the 1ssue 1s only for raising working capital the respondents felt
that more than bank or institutional appraisal (they seemed to have better faith

on appraisal by Fls than by banks) there should be additional disclosure on

PW/TIRE-ICFAI Study i3
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Report

(1) why the issuer 1s not raising tunds trom the banks and

(n) detailed assessment of working capital requirement

w2

) Would you consider 1t refevant for the issuer company to disclose its mission

and fong term strategy n its ofter document?

1 he respondents felt that disclosure of mission and fong tcrm corporate strategy

in the ofter document would serve a limited purpose and instead if the company

gives a bnief on the core businesses of the company, it will serve the purposc ot

understanding whether the company 1s heading 1n the nght direction

4 Q Do you think the capital market 1s adequately monitored and supervised?

INndings

Category Stock Exchanges

- - -

0% 8% 50%

Fig 71
Category Opimon Makers

0% 13%

E7%

Fig 72

1 Yes 2 No 3 Conditional Yes 4 No response
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Category Others

6% 14

103
o4l

1 Yes 2 No 3 Conditional Yes 4 No response

Observations

It may be observed that 50% of the Stock exchanges feel that the capital market 1s
adequately momtored Majonty of respondents mn all other categories think
otherwise, especially, Opimon Makers where 87% of the respondents feel 1t 1s not

adequately monitored

Suggestions on what needs ic be done to improve supervision of capital

markets converge on the following -

. Regulatory authority to tighten disclosure norms with strong
penal provisions for non comphiance

. Stningent norms for listing and delisting

° Professionalisation of management of stock exchanges

. Reduction in number of comparnues listed on the exchanges

. Improvement n infrastructure

) Auditors to give detailed qualifications to financial statements

* Management ard auditors to be held accountable to both the

regulatory authonties and  shaieholders wiule the  regulatory

authonties 1o be held accountable to the shareholders

PW/FIRE-ICTAI Study 3~
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63 Recommendations of the Study Group

The Indian Secunties Market is essentially individual oriented and thereforc
SEBI’s mamn concern should be protection of mdividual mvestors Institutional
investors on account of their professional capability to research on fiums are in a
better position to evaluate potential investments than individual investors While a
less regulated market will do for institution dominated markets 1t 1s necessary to

maintain tight disclosure requirements for securities sold to mndividual investors

In order to revive investor confidence n the securities market 1t 1s vitally important
to create an environment in which observance of rules and regulations becomes the
norm and their breach the exception For this the regulation of the stock market
should be entrusted to a single highly wisible authormty which can function
independently with strong statutory packing which 1s accountable to the investors
and 1s therefore trusted by them The success of the regulatory body in promoting
the integrity and fairness of the markets will depend upon their effectiveness in

investigating and making public market abuses and in imposing deterrent penalties

The study group 1s of the opinion 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 during Apnl 92 and March 96, identify the fly - by - mght
operators from among them and take exemplary punitive action agamst them
Punishment should include impounding i1ssue proceeds from the promoters and

refunding the same to the investors

Following alternatives can be considered to weed out the illiquid scrips listed on

stoch exchanges so that only quality scrips which pronuse hquidity for the

investors remain listed

»  Permit promoters to buy back the shares
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« Before debsting the scrips make 1t mandatory for the promoters and merchant
bankers to make an open ofter to all the investors to purchase the shares at a

determined pnice

SEBI should tighten the norms for new issues  Compantes with no track recoid
should be allowed to list only on the OTCEl Venture capital funds which aim to

invest primarnily i start up firms must also be encouraged

Continuing disclosures especially disclosures tn annual reports should be brought
under the purview of SEBI Presently companies present annual report as per

Companies Act and as per Listing 4 greement

The Study Group recommends setting up of Information Depositories at o
levels - In SEBI at the national level and in stock exchanges at the regional level
Issuers should be required to file reportings with SEBI and the stock exchanges
where the shares are listed These should be reviewed , momitored checked for
accuracy and consistency by tianed professionals to be employed/outsourced bv
them SEBI and stock exchanges should be responsible for prompt dissemination

of material / price sensitive information received by them

The Study Group recommends that SEBI should 1ssue guidelines to all stock
exchanges for setting up of a Public Reference Facility on a mandatory basis One
of the effecttve ways in which information can be disseminated quickly and in a
cost effective manner 1s through the net SEBI and the stock exchanges should
have a home page on the internet to which all filings can be posted For this
purpose companies should be required to submit therr filings in electronic torm
The Public Reference Facility to be set up in stock exchanges should have
adequate number ot computer termunals to enable investors to have easy access 10

mtormation on the internet
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64

641

Information Disclosure - Continuing disclosures

Operations

Questions under this section were on whether the end usets would lihe 10
have certain additional information on the companics operations exports
imports technology  expenditure on research and development  patents
held major customers suppliers etc and 1f such nformation 15 required
the trequency of reporting and the source document (e g Annual report

Quarterly / Half yearly report Offer document)

The respondents were sirongly n favour of segmental reporting giving details
of opcrations product: d.v.sion-wise on a quarterly basis The QIS report

which 1s already being furnished to the banks can form the basis of such reporting

The respondents wanted the earlier practice of disclosing details of exports
and imports 1n the annual report to be restored The disclosure should include

countries of import/export and currencies in which the transactions take place

Information on major customers and suppliers were not considered relevant and

it was felt that the companies would be reluctant to share such information

Changes 1n technology /technical collaboration etc can be disclosed in the annual

report or on occurrence of event

Considering that the amounts spent on R&D by Indian companies are
insignificant ~ with the exception of some industries like pharmaceuticals
information on R&D expenditute was not found to be 1equired by the

respondents
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642

643

Recommendations of the Study Group

The Bhave Commuttee on continuing disclosures standards has recommended to
SEBI that while segment reporting 1s not prevalent in the Indian market a
beginning can be made by requirmg all compames whose shareholder funds arc
more than Rs 100 Crore to compulsonly follow the practice of segment 1¢porting
and to extend the requirement to all histed companies over a three year pernod
The Study Group also endorses the need for Segment reporting

SEBI should make it mandatory tor companies to disclose details of exports and
mmports m the annual report Information should include peicentage of
exports/imports to total sales/purchases  countries of  export/import and

currencies to which there is risk exposuie

Finance

The questions in this section pertain to quality of disclosures in financial
statements and of accounting standards disclosures i quarterly half yearly
and annual reports need for disclosure of financial ratios dividend policy
information on convertibles and  suggestions for mmprovement n financial

reporting

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

Q Half yearly reports are generally published by the companies in abridged form
Do you think the information 1s adequate? If not what according to you should be

the additional disclosure
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[ indings

Category Stock Exchange

0% 0%

Fig 81

Category others

1% 3%

Fig 82 2

1 Yes 2 No 3 Conditional Yes 4 No response

Observations

69% of the respondents felt that the information m half yearly report s not
adequate Most of the respondents wanted the Half yearly reports to be audited

and 1n the same format as the annual report

3 Q On a scale oi 1-5 (1-Lxceilent 5-Poor), where do you rar kh Indian Accountng

norms as compared to those of other developed countries”
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Observations

The respondents rated the Indian Accounting Standards as good on a  scale

of S ranging from Excellent to Poor

4 Maonty  of  respondents  viewed  changes i accounting  policy by
companies unfavourably but an equal number were of the opinion that if it 1s for

mmproving the quality of reporting it 15 acceptable

5 Majority of responses were in the affirmative on the question of desirability ot
following disclosure
. In case of change 1n depreciation policy company should disclose profits
pased on depreciation calculated as per old method also
. Current market value of fixed assets to be disclosed to get a better
understanding of the asset base of the company
° In case of change i inventory valuation policy, company should disclose

profits based on inventory valuation as per old method also

6 Respondents were n favour of analysis of company’s performance by its
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 n favour of companies reporting 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 ratios constdered

most important

& Q Do you think mformation provided by a company on convertibles/ warrants etc

which resu't in dilution of cquity 15 adequate? If not what additional information

do you requure’

PW/FIRL ICFAT Study 11
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Findings
Category Irstitutional Investors & Opimon Makers
0% 6% \
65%
Fig 91
1 Yes 2 No 3 Conditional Yes 4 No response
Category (thers
0% 8%
| a3%
i
Fig 92
1 Yes 2 No 3 Conditional Yes 4 No response
Observations

65% of the Institutional mvestors and Opiuon Makers felt that the information 1s
not adequate Others were equally divided on the issue , perhaps due to their

inadequate knowledge on the subject

The tollowmg suggestions were made on additional disclosures to be made on
convertibles
Full disclosure on sharcholding pattern warrants due strike price of warrants

options exercised in the case ot stock options and 1mpact on EPS  Some
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9

11

12

respondents wanted disclosure on fully diluted EPS as per  International

Accounting Standard on EPS

Respondents weie in favour of specific details on ‘other income’ 1f 1t forms
significant part of PBT and they favoured such mformation to be turnished on half-

yearly basis

Other than nstitutional investors , respondents desired disclosure on measures ot

volatility of earnings like beta

Disclosure of dividend policy was considered relevant by retail investors
Majonity of the respondents were in favour of justification being provided for

retention of a portion or all ot distributable profiis

Q Are you famihar with International Accounting Standards and Indian
Accounting standards Do you find significant gaps between the two? Do you
believe that by presenting accounts as per International Accounting Standards and

practices, investment decisions can be improved?

Findings

Category Consolidated

T
|
|
|
|
|
|
|
|

a
c
QU
.-
2
v
e
°
[}
- 13
Q
N
Condtional No
{es Response

Fig 10
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As the familiarity with International Accounting Standards s hmted  the
percentage of no’ and ‘no response’ s high as seen mn Fig 10 Of those who
agreed that there are sigmificant gaps between International and Indian Accounting
Standards  80% felt that that investment decisions can be improved if accounts are

presented as per International Accounting Standards

13 The following suggestions were made for improvement m financial reporting
. Cash flow statement to be provided on a mandatory basis
. Consolidation of accounts of subsidiaries with the parent company
accounts
. Disclosure of contingent habilities and provisions made for the same
. Reporting should be in ine with International Accounting Standards
. Segment Reporting

14 The respondents were unanimous 1n agreeing that management and auditors should
be held liable for misleading financial statements or for negligence in preparing the

financial statements

6 44  Recommendations of the Studv Group

It 1s noted by the Study Group that on recommendations made by Bhave

Commuttee SEBI has directed Stock exchanges to amend the listing agreement to

incorporate the following Disclosures

*  Publishing unaudited financial results on a quarterly basis mstead of Half
yearly basis from June 98 onwards

* Companies mobilising funds from the public to publish details of deployment
of funds on half yearly basis instead of yearly basis

* Informing Stock exchanges immediately of all those events that would have 4
bearing on the performance / operations of company as well as price sensitine

intormation
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The Study Group recommends the following with respect to disclosures on

quarterly and half yearly basis

e Quartetly / Half yeaily 1eports published in newspapers many a times fal to
draw attention of investors Companies should therefore mail thesc 1eports to
shareholders on a mandatory basis

e Rating on all fixed income securities 1ssued by a company should be disclosed
on a quarterly basis changes in ratings and ratng agency should be disclosed
on occurrence of event Report on change in rating agency should include
reason for the same If a company obtains multiple ratings  all such ratings
should be disclosed

e Half yearly reports should be audited and drawn up 1n the same format as
Annual Report

* Notes to summary of results published on a quarterly basis should include
explanations about significant deviations from performance during the previous
period for which comparative figures are disclosed It should also include past
trend by way of percentage of revenues of each quarter in the previous year to
total revenues for the year

o Penalties 1f any imposed by regulatory authonties for non-compliance or
violation of norms should be disclosed on a quarterly basis

e Quarterly Report on shares of the company dealt with during the quarter along

with dates and the names of employees or connected persons

The Study Group recommends that the following additional disclosures be made

mandatory in Annual reports

1 Additional disclosurcs on convertibles warrents  ete

° Fully dnuted EPS as per International Accounting Standard

° Shareholding pattern post conversion
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. options exercised in the case of stock options
. Due dates of conversion
2 Management analysis of the financial statements using key ratios such as

Earnings Per Share (EPS) Return On Networth (RONW) Debt Equity
Ratio (DER) and Curient ratio 1t should also mclude comments on cash

flow statement

The Study Group notes that gap between International and Indian accounting
Standards will be significantly reduced if Bhave Commuttee’ recommendations
on Consolidation of Accounts Segment reporting and Deferred Tax hability are

implemented after ICAI draws up Accuunting Standards for the same

645 Projections

Questions under this section were intended to have the views of respondents on

the importance of furnishing projections in Offer documents and other reports

The Study Group notes that Malegham Committee’ {on disclosure requirements
in Offer Document) had placed a number of restrictions / conditions on disclosure
of projections in Offer Document as they can be a source of musinformation and
are often grossly optimistic some of the conditions being projections should not
be for more than two years and should be based on appraisal made by a Financial

Institution or Bank or Lead Manager

] Q Should projections be part of Annual report? Should regulatory authonty
prescribe a format for giving projections? Which 1s the appropniate document and

time peniod for making the projections?
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Findings

|
|
!

Category Consolidated ,

i
300 ‘_ - — ‘

0
@
(13
| = !
(]
a
(23
e
S 81
2 55
. o
+ - —t !
Yes No Condtional No ,
Yes Response i
Fig 11

291 respondents, consttuting 68%, felt that projectons should form a part of
Annual report/ Offer Document as seen in Fig 11 They also feel that 1t would be
helpful if companies give basis for their projections along with explanatory notes

Majonty of the respondents were also of the view that management should be held
accountable for their projections, to the extent deviations are due to internal

factors

Majonty of respondents are mn favour of projections being made using both

expected values and optimistic & pessimustic values

Respondents of all categones favounng projections, favoured projections for three

years in Offer document and projections for one year in Annual report

Opinion was divided on whether the financial institution making the projections
should participate 1n the equity of the project However those who were in favour
clearly wanted loch-in for such participation and lock-in for three years being the

1easonable time for project implementation
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6 46

647

Recommendations of the Study Group

The Study Group 1s of the view that projections can be misleading and hence a
possible source of msinformation and consequent unwarranted htigation
Management should not therefore be required to provide projections Rather they
should provide intormation that helps users to forecast for themselves the
company s future performance Contrary to majority opmion which favours
projections n annual report in addition to Offer document the Stuay Group
recommends that management should only provide forward looking intormation
on

° Opportunities and nisks

° Managemen:’s plans including critical success factors

. Comparnisce of actual performarce with previously drsclosed opportumties

risks and plans

Off balance sheet items

The questions under this section sought views of respondents on the need for
disclosures regarding contingent habilities leased assets hedging instruments use
of derivative instruments and attendant nisks and accounting for forward foreign

exchange contracts

Majority of the respondents were of the view that companies do not disclose
contingent liabilities 1n a proper manner nor do they make adequate provisions for
them

Most of them were in favour of proper disclosure of leased assets and of hedging
instruments

Majonty were favourmg revaluation of forward foreign exchange contracts on
balance sheet dates and transfer of gain/loss arising therefrom to profit & loss

account
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6 48 Recommendations of the Study Group

The Study Group recommends the following additional disclosures to be made on
a mandatory basis about the identity financial impact rnshs and obhgations
1esulting trom the following Oft balance sheet 1items

e (Contingent Liabilities

e | eased Assets

e linancial instruments in the nature of oft balance sheet 1tems

649 Risks

The questions under nsh pertained to nature of risks to be disclosed rish analysis

tramework and reasibility of developing a composite risk index

1 Q Do von think a nsh management framework be undertaken by a company and

disclosed 1n the Annual Report?

Findings
e L L l'
| Category Consolidated |
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Fig 12
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Observations

143 respondents constituting 80% were of the wview that the companies
should undertake a nisk management frtamework and disclose *the same in the
Annual report It should mclude mamly busmess nsk and financial risk

There was mixed opimion on whether the framework should be stardardised
Most of those who favoured a standard framework required the same to be
based on performance parameters whereas the others felt that policy and

performance should be considered

2 59% of the respondents were in favour of the company providing forward
loohing information on expectations about performance vis-a-vis international
competitors The ‘no response’ to this question was high at 32%

3 Q Do you think 1t 1s feasible to develop a composite nisk index for a company?
Findings

Category Stock Exchanges
—— - e
0% 13% o
- R
|2
D3i ‘
g4,
1
Fig 131
1 Yes 2 No 3 Condiional Yes 4 No response
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6410

Category Others

1% 6% ‘

Fig 132
I Yes 2 No 3 Conditional Yes 4 No response

Regarding the feasibihity of developing a composite nsk index, 67% ot Stock
exchanges felt that 1t 1s feasible whereas majority of respondents in other

categories were of the opinion that 1s not teasible

Recommendations of the Study Group

The Study Group notes that the disclosure regarding nishs to which the Compames
and mnvestors are exposed are grossly madequate in Offer Document and absent 1n
Annual reports The general response under © Management perception * to most of

the risk factors disclosed in offer documents 1s stated as follows

‘The risks are herent n the business The company has put 1n place adequate nish
control measures to manage these nisks’  This reply does not educate the investor

on the level of nsk exposure faced by um or her

It 1s theretore suggested that a nsh management framework should be developed
and disclosed by 1ssuers covering major internal and external risks such as bustness
nisk tinancial sk interest rate nsk and foreign exchange sk The framework can

include both policy and pertormance parameters
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6412

Repart

Bankers

While 70 % of respondents were n favour of disclosing the names of bankais a

substantial 28% felt that the information was not relevant

Rating
Questions on rating related to 1mportance of rating for investment decisions
instruments for which rating s desired disclosure of existing ratings and changes

in ratings from alf rating agencies

Majority of the institutional investors felt that rating 1s not very important as it 1s
not a lead indicator most of the time The retail investors and stock brokers on
the other hand rated the importance between 3 and S on a scale where |

implies least important and S 1mplies very important

Majonty felt that rating should be for fixed income securities and 1f feasible for the
management and the entire company The Stock Brokers and Retail Investors felt

that rating should be provided for Equity also

The respondents were near unammous that companies should obtain rating
from one agency consistently and should not switch rating agencies In case of

change in rating agency the reasons for the same should be properly disclosed

The companies should report on a quarterly basss, ratings obtained on all 1ts fixed
income securities The respondents also felt that the onus of continuous monitoring
and disclosure of ratings/changes m ratings should be on the rating agency rathcr

than the company

[t was suggested that the rating agency should publish information on all ratings

on a monthly basis (change of ratings should be published immediately)
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6413

6414

A number of respondents doubted the credibility of the rating agencies

Recommendations of the Study Group

e Rating on all fixed income sccurtties 1ssued by a company should be disclosed
on a quarterly basis changes in ratings and rating agency should be disclosed
on occurrence of event Report on change in rating agency should include
reason for the same If a company obtains multiple ratings  all such ratings

should be disclosed

Legal Comphance and Investor Protection

Tne questions 1n th's section deal with reportings relating to compliance need for
a compliance officer official spokesperson and compliance audit and

disclosures relating to investor complaints

Most of the respondents wanted companies to furnish information to investors
regarding non-compliance with various statutory norms and regulations but some
commented that the companies would be reluctant to make any disclosures in this

regard

Similarly while majonty of respondents wanted information on charges against the
company by Govt officials and charges against promoters/top management to be
communicated to the mvestors some of them reasoned that companies will not
furnish the same as it would put them 1n bad light Instead, the regulatory authority

should periodically disseminate such information The Study Group concurs witn

this view

PW/FIRE ICFAI Study o



Studh on Diselosures Report

6 415

89% ot the tespondents were in favour of details of investor complaints to be
published Majoiity were in favour of the detais to be furmshed on a mandatory
basis mn the Annual Report About 25% were in favour ot the disclosure on
quarterly basis  The tespondents required disclosure of broad category of
complants together with the corresponding numbers There were suggestions that
mnstead of absolute numbers number of complaints as a percentage of numbau of

shareholders would be more useful

The 1dea of a company engaging the services of a compliance ofhicer was
welcomed by most of the respondents and some felt that the Company Secretary

himself can play the role

The responden.s felt that the official spokesperson should have the
authonty to give required nformation about the company and he should be held
accountable for the statements made by him The retail investors felt that all
the market players namely institutional mvestors, FIIs brokers and retail

investors should get the same amount of information from the same source

As regards Comphance Audit asis done in the developed markets 1t was felt
that no useful purpose would be served and 1t would be one more regulation

formality to be complied with

Recommendations of the Study Group

SEBI should periodically publish/ widely disseminate information to investors on
details of non-compliance as also details of charges against the company its
promoters and top management on matenal 1ssues It is felt that such publicity

would act as a strong deterrent 1o violation of norms by companies
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Disclosure on mnvestor complaints on an annual basis should be made mandatory
The company should give details of number of complaints received settled
pending for more than 30 days nature of comnts and number of complamnts

received as a percentage of number of shareholders

1 Group companies and subsidianes

Questions under this section related to need for consohidation of accounts and
sought views of respondents on the practice of lending to group companies

78% of the respondents were of the opiion that Indian Accounting Standards
should provide for consolidation of accounts and information provided about the
subsidiaries should include financial statements nature of business and

sharehoiding pattern

2 On the question of whether lending to group companies should be allowed 53%
said no and 40% said yes Of those who said yes, 64% felt that there should be
total restriction of the same On a separate question on whether companies should
be allowed to lend to group companies provided they meet certain norms 64%
said yes
Based on additional qualitative responses recerved the Study Group observes that
the respondents were in favour of lending to group companies provided the
transactions are at arms’ length interest 1s levied at market rate and there is a

ceiling on amounts lent

6 416 Recommendations of the Study Group

The Study Group notes that the Bhave Commuittee has already made its
recommendations to SEBI on consolidation of accounts and 1t reiterates the

importance of the same
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. The Study Group recommends that pending a guideline/standard on
consolidation of accounts as recommended by Bhave Commuttee 1t should
be made mandatory for companies to value investments as per equity
method

. Such additional disclosure be made by compames which would enable
mvestors to decide whether the transactions are at arms length and at

market determined terms

6 417 Properties

1 Questions under this section were on desirability of disclosing information about

the immovable properties of the company

3

80% of the respondents wanted information on immovable property to be
disclosed Market value and strategic importance were the essential items details

of which were sought to be disclosed

6 418 Personnel & HR
Questions under this section related to desirability of information on board of

directors and top management relating to their compensation experience etc

1 85 % of the respondents favoured disclosure on details about Board of
Directors/Top management While opinion was divided on whether the cnitena for
deciding about ‘top management’ should be compensation or hierarchy, there was
consensus that information should be given for top 10  Information to be
furnished should include qualfications past experience track-record in previous

employment salary and nature of employment

2 Majonity of respondents felt that disclosures on non-cash compensation to

management are not adequate
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As regards formation being provided in the Directors’ Report on employees
drawing remuneration of not less than Rs 25 000/- most of the respondents felt
that such information 1s not very relevant and should be provided only for key

employees

Corporate Governance

Questions under this section related to investor preferences tor types of
orgamsation and mechanism to prevent msider trading The respondents
were required to name five compames who follow greater disclosure
standards voluntarily and five companies whose disclosure standards are

below those required under Indian law and regulations

Institutional nvestors did not distinguish between family owned businesses
and professional organisations Investment decisions were based purely on
performance A minonty of the retail investors preferred family owned businesses

like Tatas Birlas and Ambanis

Many of the mvestors felt that it 1s very difficult to prevent insider trading A few

suggestions which came up to curb insider trading were

» Filing of periodic ownership reports by key employees

» Companies to develop in-house protocol to prevent msider trading

Views of respondents on companies whose disclosure standards are higher and

lower respectively than what 1s required under Indian Law and Regulations

The following table gives a hst of the above categones of companies named by

respondents Only those companies named by at least 5 respondents have been

included
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Category I (Companies whose disclosure standards are higher)

Name of the company No  of respondents who have named the
company

Infosys 59

HLL 48

Rehance Industnes Ltd 25

TISCO 15

~—— | HDFC 8 .
TELCO 11
Colgate Palmolive 5

Category Il (Companies whose disclosure standards are lower)

Name of the company

No of respondents who have named the
company

RPG Group

Jindal Group

Essar Group

Modi Group

Ispat Group

N W Ll ] o

S Respondents were generally reluctant to name companies 1 the second category

Either the question was left unanswered or the reply was vague like theie are too

many to be named’ or all NBFCs’ Some respondents stated that they would not

like to name them
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6 420 Recommendations of the Study Group

Insider trading aftects the integnty and fairness of the securities market The usc ot
price sensitive information by the mvestors for profit 1educes the overall mvestor
confidence in market While 1t 1s extiemely difficult to pin down insider trading the
only eftective way to curb the same is by companies adopting an mternal code of
conduct Companies like Intosys have well laid down codes and have set up blind

trusts for purchase and sales ot the company’s shares by their top executives

The Study Group recommends that Share Ownership reporung and reporting of
movement of shareholding by directors and officers who have substantial
managerial powers of a company should be made mandaton, This will allow the
market to track msider trading and thus prevent the practice As of now S+l
takes up investigation post event of mnstances of insider trading brought to its
notice This does not protect the interest of genuine investors Further auditors
should be precluded from holding shares of the companies whose accounts are
audited by them
The Study Group also recommends that SEBI should make 1t mandatory for all
listed companies to adopt a Code of Conduct for prevention of nsider trading
which should cover the following salient points
¢ Persons to whom the rules under the Code of Conduct would be applicable
o Definitions of ‘Insider’ unpublished price sensitive information’ and deahing
in shares’
e Prohibition on dealing communicating or counseling
* Procedure for dealing in the shares of the company by
- Employees and Senior Management
* Prolubition for dealing in shares before and after the wnd of a quarter and
betore and after a Board meeting
» Report to Board of Directors ot the Company and SI'BI

» Penalty for violation
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The CEO of the company should 1eport comphance with the code of conduct to

the company < Board of Duectors on a half yeaily basis

Views of Rerail Investors

The retail mvestors are of the stiong view that the market 1s at the macy ol
mstitutional investors and loaded against  small investors With the Tl « driving
the mathet there s extreme volatility resulting in the small investors getting the
fingers burnt They also expressed the anguish that they have no access to
corporate information and i many cases not even annual reports and commented
bitterly that even if they do get some information they have no taith in that
mformation Awareness of investors nights and protective s easures 1s almost nil
There 1s urgent need for SEBI to put in place a redressal system for investor
grievances which 1s expeditious  fair and infuses confidence in regulatory

authority

Recommendations of the Study Group

Measures should be taken to increase awareness of investors tights through
nvestor education programs organised by Stock Exchanges Investor Associations
or such other orgamsations SEBI should be armed with adequate powers to
enforce restoration to investors of moneys takhen from them n wviolation of
regulation to impose fines mitiate criminal action and set up mechanism for quick

redressal This may be enabled if SEBI 1s vested with the powers of a civil court

under Code of Cinil Procedures

Dispanty of disscmunation of information to Institutional Investors and  Retail
Investors 1s wide A centralised information depository if set up should not allow

such disparitics to st
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6 424

R port

India 1s perhaps the only country where new firms withou« track record can access
public funds and get histed on major Stoch Exchanges The problem faced by
mdividual mvestor in evaluating mvestment n such firms can be overcome 1if they
are allowed to list only on the OTCED  Venture capital funds which aim 10 invest

primanly in start up firms must also be encouraged

Feasibility of Stock Exchanges playing e lead role i dissemination of

information to mvestors

Observations

The Stock Exchanges agree that they should play the lead role and should provide
Tublic Reference Facility Most of them however prescridy lack the requued
infrastructure 1n terms of systems processes and shilled personnel to coliect
process store retrieve and disseminate mformation on issuers While the
Exchanges have not given the cost of providing such tacility all of them have <aid

that the listing fees 1s adequate to cover their costs

Recommendations of the Study Group

Investor participation has so far been mainly restricted to urban areas With 23
Stockh Exchanges covering all of them 1t is possible to disseminate information
effectively through these Stock Exchanges provided there 1s well equipped Public
Reference Faciity The Study Group recommends that SEBI should 1ssue detailed
guidehnes to all Stock Exchanges on the mimimum requiements to be met n
setting up (on a mandatorv basis) a Public Reterence Faulity It should have
adequate number of computer ternunals to enable investors to have easy dceess 1o

information on the internet
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7 OBSERVAITIONS FROM CASE STUDIES

The detailed case studies are presented n Appendix IV A summary of findings 1s

given below

Companies display the tendency to shout good news and suppiess bad news

Whea puformance s good  detailed commentaries form part of Directos

teport companng puformance with  previous  years including graphic
presentations of the positive trend  Such disclosures are reduced to mmimum
when pertormance 15 adverselv aftected

Some compames particularly the larger ones are already providing
information that substantially meets the requirements of varnous end users

Majonity of the companies however provide the bare mimimum information as
required by the Companies Act and Listing Agreement

Those companies which are providing a lot of additional information are aoing
so 1n a variety of ways thus making comparisons difficult

A number of companmes have subsidiaries engaged in unrelated lines of
business Many have subsidiaries which are mvestment companies However
no justification 1s offered to the shareholders of the parent company Where
loans and advances have been extended to loss making subsidianies no
provision has been made by some companies

There are no shareholder communications by most companmies other than
periodical financial statements and notices of AGM and EGM

Even the multinational companies desist from reporting as per US GAAP as
thev can proiect performance 1n a better light if thev follow Indian GAAP as
substanuiated in the case studies The only exception observed by us was
Colgate Palmoiive Co 1td following deterred tax accounting which 1s not
mandaton as per Indian GAAP

No distinction can be made in the level of disclosures between companies
which have tapped mternational capital markas by ssuing GDRs and

compan es which have not
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8 While ngorous statistical analysis has not been done a compaiison of stock
returns of compantes selected for case study agamnst teturn on BSE indicates
that market does reward tiansparency

9 Poor disclosuies are generally made by companies whose business practices atc

questionable Good disclosures reflect high level of corporaic o crmnce
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Current Disclosure Practices/ Bhave Commultee Recommedations/ Investors Needs As Per The Survey

Cxrrent dsclosure reqguiremenss

Bhave Comauttce Recenrunendations

Imv estor needs as por Saney Case Shid) Jindmgs |

Consolid on be mde mand vory tor

Consobdation of subsidianes a.counts requured

companies defined as tolding companies

under the Comparnes \ct 1956

Depreciation 1< on SLM/WDYV method Nl Ifthere 15 a change m depreviaion n etbod,

eset btews denved trom the deprecistion value. compames should dsuiose profus b sed on

Froess deprcu on 1s allowed deprecmtion caleul 1cd 1 per old mcthod also

No dhtincton between fined and curtent ssets Nil l\fﬁfy LOmpa“le do not prmxdn—t—o‘; dumunuun

s estments All investments are cmned af cost, in v due statng hthe dimunution 1= on wcount !
ut market vilve 1< disclosed And provision 18 of shon term volaubty
. ade for donuntion m value
JCapradizanon of lease 1s not requred Nil Ins estors require cisclozere on Jetals of leased
Opuraiing md fnance lease tentals ue recogruzed

1sets not appenng mn bainnce sheet i

(1 the protit and loss account

[T 0on 15 provided on estmited tax habiity

Defemred tax accounung using the

ompues should follow deferred tax s ouming

jetirrertly v able and no deferted taxation 1s

habilty method m line with IASC

requured

be made mand tory In the intenm penod

B R
the bited comparues may be asked to | . - |
T T ) " |provade 1 1econuibiton statement r- '
Tt T T explarung the tifterences between the B
- T K T T Nicable profits mud the book profits in L
:__ T N T T ) tenuscd manner ) .
"
R&D upendmue 1s charged to P & L account

Mu

Considering that the R & D expenduture by Ird.m

eue;teqmpm«.n[ ma hinery whach are capitalized

companes are mnsignifieant with the excepnon of

same 1ndustnes Uik e phammaceutcals mformton

o

on R & D cxpenditure was nol tound to be

t

reqired

_ 64
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Current disclosure requirements

Bkave Comai fie. Recommendations

Investor needs as per San g/Case Study findmgs

Irtorm tion on EPS 18 not requured to be disclosed

Disloqure on EPS requred In case of

converibles wuruits stock ophions et

wdibon U disclosures requured inclading Fully

Diluted LPS us per International Accounting

Standard

I»Enonnts outstanding at the ye1r end m respect
ot

certein related party trnsactions are disciosed

|
l
r}F.xtraonhn:ry iems ate reported wathout tax effect

Quantification ¢t finanaial infonmation

Issue not addressed by the Sunvey

given in notes and classifying the mfor

mraon 1 nctes as those hiving m wenal

eftect on the seported earmngs and

ICHerves

—¢ JRN— —

Shanes in accounting policies ad pnor yeat's

htems are 1eported in the year of change

the ¢ wher a: count pertods shot Id be

Etfeut of chnges 1n acvoinung, policies on |Chines m accounting policies were 1ewed

lint ™ ourably by most «t the respondents

drawn up and preserted i the finanaal

However some telt that if it 1sto improve the

statrments

qu ity of reporuny then it 1s Ok

scJesire need not be made for segments of the

Segment wise mtormetion of sales awsels

The respondents w ere stronely m tavour of

b stness besond the disclosure of turnover and

and net micome before mterest and tax to

segmunt reporng |

I1nv entory tor different classes of goods

be provided bv comp uues with turnover

ahove Rs 100 Cr to begin with andto be

extended to all hsted comparues over a

b e o o e e e —— —

penod of three years _

Where the auditor’s rrrort contans ay

[ssue not wddressed by the sm:ey _j

qualification regarding the manner

which profits losses 1ssels hibibities

are accourted the same should be taken

mto a.count i the determunation of
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i Carrert disclosure reqilrements Brase Comnuice Recommendations Im estor needs av per Survey’Case Suudy findings
Presentation standards be prescnibed by Lact of stand wrdstion mahes compm~on of
o ICAI disclosure prictices b diffaent TOmpRIuLS
o o — ddhcult = found dunag the EE.\?E]I}S‘;S -
; - |
' B Quasterly disclosures of unandated results | Quonter]v 1esnlts requred as per<anes findines j
' _ be made mandatory and these should be \ !
" Jon the same set of tccomnting, pohcies as ;
those of the pievious veat ‘
+
Audited resultc wath changes 1n Issue not addres<ed by the sun ey !
. _ 3 accomting policies when scat to the ]'
e _ stock exchange should hwve the followmg
— results comparable to the previons years | o L B
T - T T [l onnoaconnunzpaiy danee ] 0T T T ST
- results bascd on chanaed 1cCcouning T -
B |_polcies . _ o ~_.:_-‘ e

Events such as clunge in ownerdup mheover

.

Any m denal event wluch is likelyto
affect 4 compny’s performmee should be

merger or aquustion change 1n hey mmagenent

mtmaled within 48 hours to the ejchanges

peisonncl major exp msion plns w e requured
to be reported on occurence of event

ALOD IT8V 1A Vis3g

Note

1t disclosure requuremerts bul de it wath in the survey findings are not

[rsues not ddressed by Bhave Commuttee and not formung, p ut of carrer

meserted 1 thustable
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SIUDY GROUP RFCOMMENDAITIONS
a) Improvement n infor mation dissemination

The Study Group tecommends sctting up of Information Deposttonies it o kevels
- In SEBI at the national level and 1n stock exchanges at the 1cg;oml level Issucs
should be requued to file reportings with SEBI and the stoch exchanges where the
shares are histed  1hese should be reviewed |, monitored, cheched tor accuracy and

consistency by tramned professionals to be cmploved’outsourced by them SLBI and

stock exchanges should be 1usponsible for prompt dissenunation of matenal ¢ price

sensiive information recerved by them

SEBI should 1ssue gudelines to all stoch exchanges for setting up ot a Public

Reference Facility on a mandatory basis

At piesent there seems to be a wide dispanty 1n dissemmation of mformation to
different categones of end users One of the cffectrve wavs in whuch information can
be dissemunated quickly and in a cost effectne manner 1s through the net SEBI and
the stock exchanges should have a home page on the mternet to which all filings can
be posted For this purpose , companues should be 1equued to submut then filings n
electionic form The Public Reference Facuilty to be set up in stock exchanges should
have adequate number of computer termunals to enable investors to have casy access

to information on the internet

Share Ownerslup reporting and reporting of movement ot shareholding by directors
and officers who have substantinl managenal powers of 1 company shoufd be
made mandatory Tlus will allow the market to tiack insider tiading and thus prevent
the practice As of now, SLBI takes up investigation post event, of mstances of
msider tading biought to 1ts notice This does not protect the nterest of genuine
investors  Further, auditors should be piecluded from holding <hates of the

compantes whose accounts are audited by them SLBI should make 1t mandaton
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for all hsted companues to adopt a Code of Conduct for prevention of insider trading
which should cover the following

e Persons to whom the rules under the Code of Conduct would bo apphcable
e Defimtions of ‘Insider’, ‘unpublished price sensitrve nformaton' and ‘dealing m
shares’
e Prohubition on dealing, communicating or counseling
* Procedure for dealing in the sharcs of the company by
- employees
- sen1or management
e Prolibition for dealing in shares before and after the end of a quarter and before
and after a Board mesting
s Report to Board of Directors ot v». Company and SEBI
e Penalty for violation

The CEO of the company should report comphance with the code of conduct, to the
compzny’s Board of Directors on a half yearly basis

b Further improvements in disclosures
1 Dusclosures 1n Annual Reports - Mandatory

° The annual report should include a hustonical background of the company
and 18 business in order to mprove the understanding of the financial
staternents Besides the scope and description of business, it should include
vision statement, broad objectives and strategies, what management beheves
to be the core business and impact of industry structure on the company

) Histonical data for the last five years should be given to enable analyzing of
trends and relationships to predict future earnings It should segregate core
and non-core activities, as 1t 1s the company’s core actwvities (usual and
recurring events) which prowvide the relevant information from which

predictions can be made about the future

—— - -
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o Balance sheet should be reformatted o disclose assets and labihtes i order
of bquudity Current habilitics should be disclosed separately
. Profit and loss accownt should be reformatted to discloso gross profit.
. The followmg additonal disclosurcs should be made on convertibies,
warranis and stock options
- Fully diluted EPS as per International Accounting Standard
- Shareholding pattern post convers.on
- Due dates of conversion
- Opuons exercised in the case of gtock options
o Following details about exports and mmports should be grven
- Percentage to total sales / purchases
- Countnies of exportimport
- Currencies to which there 1= rsk exposure
¢ Off balance sheet items- Adequate disclosures should be made about the
dentity, financial impact, nsks and obligations resulting from the following off
balance sheet items
- Leased assets
- Contingent liabihties
- Financial mstruments in the nature of off balance sheet stems
e Management analysis of the financial and non-financial data grving explanations
for changes 1n operating, financing and performance related data , analysis of
financial statements should use key ratios such as Earmings Per Share, Return
On Networth, Debt Equity Ratio and Current ratio It should also include

comments on cash flow statement
¢ Share performance - A graph to be mcluded showing share price movements
dunng the reporting period agamst BSE or any other suitable index It should
also disclose volumes of trading
s Following details of mvestor complamts should be mcluded
- Number of complamnts recesved dunng the reporting peniod
- Number of complaints settled
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- Number of complamts pendmg for more than 30 days
- Number of complaints recerved as a percentage of number of sharcholders
- Nature of complamts
Sigmificant changes, addiions and deletions to disclosures ascompared to
previous Annual Report.

The following are the other suggestions relating to disclosures in Annual Report

Transactions among rclated groups/companics should be clearly disclosed for
mvestors to understand if they were conducted at arm’s length

Proper justification showa ve grven for mvestments m subsidianies especially if
they arc n wmelated lmes of business Management should clearly oxplamn
benefit to shareholders of parent company Pending a guideline/standaid on
consohidation of accounts as recommended by Bhave Commuttee, 1t should be
made mandatory for comparues to value mvestments as per equty method

Companies should be required to make full provision for loans and advances
whuch are doubtful of recovery and are unsecured Further, comparues should be
required to account for interest on such loans and advances on cash basis
Compames should be required to follow the Reserve Bank of India guidelnes to
banks for asset classification, income recognition and provistomng under
Prudential Norms

2 Dusclosures in Annual Reports - Optional

Forward lookmg mformation which would help users to forecast for themselves
the company’s financial future It can include

- Opportunities and nsks

- Management’s plans

PW/TIRE - ICFAI Study 70



Study on Disclosures Report

W

- Critical Success Factors
-Companson of actual performance with previously disclosed

opporiututios, nsks and plans

A nsk management frameworh may be developed and disclosed covenng major
mternal and external nishs such as business nisk, financial nsk, interest rate nisk
and foreign exchange nskh The framework can include both policy and

performance parameters

Information on lugh and low of share price duning the reportmg peniod

Disclosures in Quarterby/Half yearly and othe: reports

Quarterly / Half yearly reports published n newspapers many a times fadl to
traw attention of mvestors Compames should therofore mail these roports to

sharcholders on a mandatory basis

Rating on all fixed mcome secunties 1ssued by a company should be disclosed on
a quarterly basis, changes m ratings and rating agency should be disclosed on
occurrence of event Report on change m rating agency should includo reasen
for the same If a company obtains multiple ratings, all such ratings should be
disclosed

Half yearly reports should bc audited and drawn up m the same format as
Annual Report

Notes to summary of results published on & quarterly bass should include
explanations about signiicant deviations from performance durmg the previous
penod for which comparative figures are disclosed It should also include past
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trend by way of percentage of revenues of cach quarter in the previous year to

total revenues for the year

@ Pcnaltics if any, mmposcd by rcgulatory authontics for non-comphance or

violation of norms should be disclosed on 2 quarterly basis

¢) Improvements in enforcement mechanism

1 The regulation of the secunties market should be entrusted to a single, hughly
visible authonty which can function dependently, with a strong statutory
backing Above all, it should win the confidence of investors Towards this end,
SEBI ghould take the following steps , preparatory to improving disclosures

e SEBI should take up studies to find out the present status and
whereabouts of the projects and promoters of around 4000 public
1ssues made during Apnl 1992 and March 1996, identify the fly-by-night
operators from among them and take exemplary pumtive action against
them Pumshment should include impounding of 1ssuc proceeds from the

promoters and refunding the same to the investors

o Followng alternatrves can be considered to weed out the numerous fhquid
scnips listed on the stock cxchanges
a) Permut promoters to buy back the shares
b) Before delisting the scrips, make 1t mandatory for the promoters and
merchant bankers to make an open offer to all the mvestors to

purchase the shares at & determuned pnice

2 SEBI should tighten the norms for new issues Companies with no track record
should be allowed to list only on the OTCEI Venture capital firms which aim to
invest pnimanly 1n start-up firms should be encouraged
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3 SEBI should penodically publish/mdely dissermunate inforimation to investors on
details of non-complance by hsted compames Such publicity would act as a

strong deterrent to violation of norms by 1ssueis

4 SEBI should draw up penalty structure for different categories of non-
comphance and enforce the same quckly and meticulously For thus to be
effective, SEBI should be armed with adequate powers not only to impose fines
but also to restore moneys to mvestors taken i violaton of regulatons, to
mnate crimunal action and to have a mechamsm for quick redressal of mmvestor
grievances This may be enabled if SEBI 1s vested with the powers of a civil
court under Code of Crvil Procedures
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