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‘... Does the organisation have the right resources and expertise to do this properly ...’
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Presenter
Presentation Notes
One of the key aspects of going for an IPO is the fact that it provides the ability to raise funds from the capital markets besides providing a better profile, and other benefits. But this also comes with the added share of responsibilities. As companies go public, they need to take a hard look at themselves and answer the questions:

Are we ready to face the rigors associated with maintaining high standards of continuing disclosures and transparency?

Are we prepared to face scrutiny by a larger and newer group of stakeholders?

Both these questions are critical in the context of making a success of listing.

Say here that a number of focus areas are listed on this slide in the context of going public. However there are 2 to 3 areas that clearly stand out and I would like to focus upon based on my practical experiences.  These are:



 It is important to allocate sufficient time to communicate with investors, analysts and other stakeholders not just in preparation for the listing but also on an on-going basis. Companies that have a thorough media and investor relations strategies and engage with investors openly and transparently are likely to be better off in terms of the way they are perceived by the market. Most promoters underestimate the importance of this activity or do not give it the time and attention it deserves. 

 It is also important to look at the historical operating performance together with the future projections to ensure that there is a clear and credible growth story – one that can be backed by evidence and data. Be prepared for intense scrutiny on the operating performance. It is therefore vital that companies start planning early and start investing in robust info systems and internal control systems.

 When it comes to corporate governance, please look at it as an important aspect in terms of elevating performance to the next level rather than as a regulatory requirement. It is important to focus early on the board structures and composition as well as the quality of the management team one level below the board. Having NEDs on your board, who have seen it and done it all and who can ask you the difficult questions and help you prepare can be an immense step in meeting the challenges.  This also greatly enhances the credibility of the business story. Implementing good corporate governance structures also provides the assurance to prospective investors that the company is committed to a culture of accountability and transparency.


Meeting the corporate governance and financial reporting requirements...
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Presenter
Presentation Notes
The QCA guidelines that apply to companies listed on the AIM market are less onerous than the combined code that applies to companies listed on the main market.



Please mention here that the Quoted Companies Alliance guidelines (that applies to AIM listed companies) are in certain ways even more stringent that Clause 49 of the SEBI Listing Agreement, hence companies should be prepared to implementing better corporate governance practices overall. 



Some key provisions within the QCA guidelines are:

Separation of the CEO and Board chair roles

 Clear roles and responsibilities for the Board

 Need for remuneration and audit committees along with the requirement that they should have at least 2 non-executives

 Board has a responsibility to report on the adequacy of the internal control systems

 Re-election of the board at regular intervals

There are processes in place for adequate dialogue with shareholders






Meeting corporate governance requirements may pose a

significant challenge

A
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The Financial Reporting Council (FRC) has proposed a revised code for corporate
governance which could apply to companies with a premium LSE listing.....]
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Presenter
Presentation Notes
Existing “Combined Code”



Please start of by saying that that there is a fundamental difference between the Indian and UK corporate governance systems. Please mention that the UK system is based on the Comply or explain approach. The focus therefore is not just on adherence to the code but also on the quality of adherence along with the requirement to explain why certain provisions of the code have not been implemented.



Please also mention here that there is more intense regulatory scrutiny of the quality of disclosures by the FRC and hence companies should be mindful of what they disclose and how.



Existing provisions of the combined code:



All Directors should be submitted for re-election at regular intervals

Segregation of the CEO and Board chair roles – this is a new aspect for Indian companies. It is important to have the right processes for communicating important matters with the board and sharing information pro-actively. The management should be prepared for greater level of challenge by the Board.

The board is collectively responsible for the success of the company

Stress on balance of independent and non-independent directors 

Directors receive induction on joining; regularly update and refresh their skills and knowledge

The Board undertakes a formal and rigorous annual evaluation of its own performance  and its committees

The Board formally reviews the overall system of internal control on an annual basis

The board as a whole has responsibility for ensuring that a satisfactory dialogue with shareholders takes place



Revised “UK Corporate Governance Code” – Changes being proposed post the financial crisis



Chairman would be subject to annual election

Responsibility of the chairman for leadership of the board and its effectiveness has been brought into centre stage

The new code stresses on a blend of skills, experience, independence and knowledge of the business amongst the board

Chairman to agree on a tailored approach to training and development with each director; need to review regularly

The evaluation of the board should be facilitated by external consultants at least every three years

Responsibility of the board – To ensure that appropriate systems are in place to identify, evaluate and manage risk

The new code discourages all forms of performance-related remuneration for NEDs

A new “Stewardship Code” for institutional investors, which would be actively monitored by the FRC

The Remuneration committee would be responsible for not just the remuneration of senior executives but for approving the remuneration practices and policies for all staff




IFRS
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Timelines for IFRS convergence in India

e Companies included in the Nifty e All companies (whether listed or e All listed companies with net
50 not) with a net worth in excess worth less than Rs 500 crores
of Rs 500 crores but less than

e Companies included in the
panies inciu I Rs 1,000 crores

Sensex 30

e Companies which have shares
or other securities listed on
stock exchanges outside India

and
——

® Companies (whether listed or
not) which have a net worth in

cess of Rs 1,00

1 April 2011 1 April 2013 1 April 2014
1 l l
I 1 1 ®

For companies with an accounting year end other than 31 March, the above requirements will apply
in relation to the first balance sheet, which is made on a date after 31 March.

Non-listed companies which have a net worth less than Rs.500 crores and whose shares or other
securities are not listed on stock exchanges outside India; and other defined Small and Medium
Companies (SMC) will not be required to follow the IFRS converged standards. However, such
entities may also voluntarily opt to follow the IFRS converged standards.

MM © 2010 KPMG, an Indian partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG International”), a Swiss entity. All rights 5
reserved.




First time transition — when and how to start

Date of transition

(opening balance sheet as per Reporting
converged accounting standards) date
Comparative period First financial statements
(based on existing accounting standards) (based on IFRS converged accounting standards)
v v
l l l >
I 1 1 >
1 April 2010 1 April 2011 31 March 2012

e Recognise IFRS
assets/liabilities

e Derecognise non-IFRS
assets/liabilities

o |IFRS measurements

e Adjust opening retained
earnings

e Comply with latest IFRS

e Remember consistency
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Key considerations

Increased emphasis on judgment in financial statements

Use of fair values including recognition of unrealised gains/increase volatility in earnings

Preparation of consolidated financial statements on a uniform basis

Increased ability to structure debt/equity instruments with differential accounting and taxation
treatments

Greater focus on deferred taxation/balance sheet in the financial statements

Greater focus on quality of earning — changes expected to ‘operating results’
even if net profit does not change

First-time transition to impact retained earnings — ability for many companies to ‘clean up’
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Key impact areas

Business combinations and consolidation
Financial instruments

Derivatives and hedge accounting Clarity on

regulatory aspects

ESOPs and share based payments 1S @iz i

successful
transition in the
Indian context

Deferred taxation

Fixed assets and depreciation

Disclosures
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What challenges that we are seeing in India?

Skill sets Judgment Fair value Gro_u_p DEIE] JARE
transition capture updates

e All e Application of e Extensive e |IFRS e Changesin e |IFRS itselfis
stakeholders management use of fair compliant recognition evolving,
to be judgment in value data criteria and leading to
conversant accounting measurement requirements extensive constant
with IFRS — policies, s in areas of from disclosure updates and
end objective evaluation of financial subsidiary, requirements changes in
to prepare options under instruments, joint ventures need existing
and use/ IFRS will put business and redesigning standards
interpret additional combinations associates of accounting
IFRS burden on , etc. for systems to
Financial entities consolidation provide
Statements applying purposes timely
for regular IFRS information
reporting
- Setting up Need for Structured Modification Regular
Training frameworks . : :
: expertise in approach for in reporting IFRS
personnel & accessing ; : L
data fair valuation transition systems updates

A
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IFRS is not just an accounting project...

Internal/
external audit

Fund
management

Risk
management

Business

Operations controlling

Subsidiaries/
joint ventures
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Structuring objectives

An unlisted Indian company cannot be listed overseas unless it is listed in India. Hence
pre-requisite before listing would require review of existing corporate structure which
would facilitate fund raising in a tax efficient manner

Key objectives Key parameters

Re-alignment of Facilitate fund raising
corporate Facilitate value
structure to unlocking
unlock value in ODTE]
future P Facilitate smooth exit
corporate
structure Ease of operations
Identify holding
company Low transaction costs
structure that is
flexible and Tax efficient income flow
helps in
leveraging .
group strength Market acceptability
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Modes of formation of IHC structure

Migration of

the holding
structure

In order to internationalise the holding structure, the group would
need to re-align the existing holding structure to interpose an
international holding company

Transfer Dilution Restructuring

In case the group intends to raise funds for a particular business

within a consortium of businesses in a company, re-structuring of

operating structure may be required before migrating the holding
structure

Demerger Slump-sale Subsidiarisation
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Key considerations

Tax implications Transfer pricing

Exchange

Anti-avoidance control

regulations

Pricing Key areas
guidelines of consideration

Impact on carry
forward of
losses

Flexibility to
time income
flows

Liquidity

Corporate law :
requirements
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Global tax environment

OECD task-force to OECD proposes to list
Black-listing of certain help developing tax evasion as money
tax havens nations benefit from laundering resulting in
global environment severe penalties
: P_re;sure on S Investment through tax Re-negotiation of tax
judiciary to discourage : : :
havens perceived treaties to avoid treaty-
undeclared, untaxed ) )
negatively shopping

funds from overseas

Global school of thought veering towards greater emphasis on ‘substance’ over
‘form’

The world tax community is transitioning towards greater ‘co-operation’ and
‘Exchange of information’ between countries
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Indian tax environment (continued)

A

The dichotomy between tax avoidance and tax evasion is
getting blurred as is evident from Revenue’s stance in recent
litigation e.g. Vodafone, E- trade etc.

Direct Tax Code proposed to come into effect from April 1,
2011 has specific anti-avoidance provisions aimed at
clamping down on any arrangements lacking commercial
substance and which are solely aimed at reaping tax benefits

The proposed DTC aims at simplicity in interpretation with a
view to reduce protracted litigation and controversies

Recent setting up of Dispute Resolution Panel aimed at
speedy resolution of litigation arising from international
transactions is a step in right direction
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Parting thoughts

The tax environment in general is in a state of transformation
towards meeting the avowed objective of ‘equity’

There is therefore, a need for Indian corporate community
having ‘international’ listing aspirations to tread the tax and
regulatory path with prudence
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Questions & answers
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