Capital Markets

Regulatory Spotlight on Disclosure
of Key Performance Indicators

he Securities and Exchange Board of India (SEBI)

has increased its scrutiny of key performance
indicators (KPIs) for issuers planning an IPO. Its focus
is aimed at enhancing the transparency of pricing
and the disclosure of performance, allowing IPO
investors to obtain a clearer understanding of an
issuer and its business.

For certain issuers, especially those in new-age
technology or dynamic industries, traditional
financial metrics such as GAAP measures (e.g., profit
after tax) or non-GAAP measures (e.g., EBITDA) might
not fully capture the business's value proposition or
growth trajectory.

Therefore, such issuers rely on other financial

and operating metrics which better present their
business and help in understanding and evaluating
the issuer's performance, which together with GAAP
measures and non-GAAP measures can be broadly
classified as KPls. Until November 2022, there was
no prescribed regulatory framework for identification
and disclosure of KPIs, and issuers had discretion in
their disclosure with no obligation to continue such
disclosures after listing.

In November 2022, SEBI introduced its framework

for disclosure of KPIs in offer documents. In its
changes to the applicable regulations, SEBI required
disclosure of the price at which certain transactions
in the Company's securities were conducted in the
past 18 months or three years, along with objective
disclosure of all KPIs shared with any investor in the
three years preceding the offer document, regardless
of their materiality. Issuers must clearly define the
KPIs and explain their significance in analyzing,
tracking and monitoring the issuer's operational or
financial performance. Issuers must disclose KPlIs for,
and discuss reasons for any changes in KPls, across
all periods being reported in the offer document.
Identification and disclosure of KPls could vary across
companies and industries and, therefore, issuers
must draw comparison of their KPIs with any listed
peers. The regulations also require certification by
independent experts and approval of KPI disclosure
by the issuer's audit committee. In April 2023, the
Institute of Chartered Accountants of India also issued
a technical guide on disclosure and reporting of KPlIs.
Moreover, issuers must continue disclosing KPlIs after
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listing for at least one year or until they completely
deploy the IPO proceeds.

SEBI's KPI disclosure framework primarily focuses

on ensuring parity of information between investors
in the IPO and the pre-IPO investors, disclosure of
price at which shares have been issued or transferred
in the issuer's recent history and continuity of

pre-IPO disclosure practices after listing. This
framework allows investors to evaluate IPO pricing by
identifying changes in valuation and assess whether
performance disclosed in the issuer's KPIs, in addition
to that presented in its financial statements, supports
such change. By requiring disclosure of KPIs after
listing, market participants can better analyze and
track issuers and would be more helpful in making an
informed investment decision.

Given the focus on transparency in KPI disclosures,
IPO-bound companies (regardless of the industry)
must devote sufficient attention to identifying KPIs
relevant to their business, maintaining records of
KPls shared with pre-IPO investors and implementing
adequate control procedures that facilitate accurate
KPI reporting.
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Practice Area News

Additional Disclosures for IPOs. In May 2024, SEBI directed the Association of Investment Bankers of India
(AIBI) to include confirmations on certain matters in draft offer documents. These included, among others,
termination of special rights of pre-IPO investors in the articles of association and shareholder's agreement
at a stage earlier than the red herring prospectus. Through another directive in June 2024, SEBI clarified
that special rights granted to shareholders could terminate on the |IPO listing date.

AV Summaries of DRHPs. In May 2024, SEBI issued a circular requiring issuers and merchant banks to
upload audiovisual summaries (AV) of disclosures included in offering documents for mainboard IPOs. The
AV must be in Hindi and English and available on the websites of AlBI, the issuer and the stock exchanges
and their social media platforms. AVs are mandatory for all draft offer documents filed with SEBI on or after
October 1, 2024.|

Dematerialization of Shares by Private Companies. Under rules notified in October 2023 by the Ministry
of Corporate Affairs, beginning September 30, 2024, any securities issuance by private companies (except
‘'small companies’ under the Companies Act, 2013) must be in dematerialized form. Existing shares in such
companies can be transferred only after dematerialization. Accordingly, private companies must arrange
for dematerialization of their securities ahead of this deadline.

Easing Business under ICDR/ LODR Regulations. SEBI released a consultation paper in June 2024

on proposals by an expert committee to amend and harmonize certain requirements under the ICDR
Regulations and LODR Regulations. These include rationalizing stock exchange filings and compliance
for RPTs, strengthening corporate governance, relaxing IPO eligibility conditions, aligning definitions
and requirements under ICDR Regulations and LODR Regulations and rationalizing IPO advertisements.
Comments were invited on the proposals until July 17, 2024.
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