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Foreword
Many investors are seeking information about the potential 
impacts of climate-related risks across organisations. There 
is a need for consistent, comparable and reliable information 
about the effects of climate-related risks on businesses and 
financial reporting. The regulatory community has stepped 
up their efforts in this area. Recently, the U.S. Securities and 
Exchange Commission (SEC) on 21 March 2022 proposed 
rules on climate disclosure requirements. The proposals would 
require a domestic or a foreign registrant to include certain 
climate related information in its registration statements and 
periodic report such as Form 10-K. The proposals require 
disclosure of climate-related risks, and their actual or likely 
material impacts on a company’s business, strategy and outlook. 
There is a detailed deliberation on greenhouse gas emissions 
and a requirement that these disclosures would be subject to 
assurance. A company in its financial statements would need 
to include a note on certain climate-related financial statement 
metrics and provide related disclosures. All these disclosures 
would be subject to audit and within the scope of a company’s 
internal control over financial reporting. Additionally, disclosures 
will cover governance and management processes of a company 
with regard to these risks and seek information about climate-
related targets and goals, and its transition plan. In this edition 
of Accounting and Auditing Update (AAU), we have summarised 
the key proposals issued by the SEC. 

Also, the IFRS International Sustainability Standards Board 
(ISSB) will develop a comprehensive global baseline of high-
quality sustainability disclosure standards which would focus 
on enterprise value. The ISSB is expected to shortly publish 

exposure drafts of proposed climate and general sustainability 
disclosure requirements. 

In another regulatory development on 14 March 2022, 
International Organization of Securities Commissions (IOSCO), 
while releasing its Sustainable Finance work plan 2022, has 
highlighted that it plans to do a timely and thorough review of 
the soon-to-be-published ISSB exposure drafts, as, well as the 
final standards when they are produced. If IOSCO determines 
that the IFRS Sustainability Standards are fit for purpose, its 
decision would provide all 140 IOSCO member jurisdictions with 
the basis to decide how they might adopt, apply or be informed 
by the ISSB standards.

Companies should watch out this space for further 
developments as standards are expected to be released at a fast 
pace.

Ind AS 16, Property, Plant and Equipment provides guidance 
on the accounting of Property, Plant and Equipment (PPE). 
Generally, for many companies PPE is a significant item on 
the balance sheet. Therefore, it is important that capitalisable 
costs are appropriately identified and the cost of the same 
is recognised over the period which reflects its utlisation for 
the financial performance to be reflective of the use of the 
PPE.  Cost of an item of PPE includes its net purchase price 
(including taxes), directly attributable expenditure to bring it to its 
intended use and estimated restoration cost (where applicable). 
While identification of net purchase price may involve little 
judgement, identification of directly attributable expenditure 
requires a deeper understanding of the asset’s intended use and 

the nature of the expenditure. Therefore, in our article on this 
topic we have highlighted key principles from a recent Expert 
Advisory Committee (EAC) opinion on the topic of recognising 
directly attributable expenses to bring the asset to the location 
and condition necessary for it to be capable of operating in the 
manner intended by management.

As is the case each month, we also cover a regular round-up of 
some recent regulatory updates in India.

We would be delighted to receive feedback/suggestions from 
you on the topics we should cover in the forthcoming editions of 
AAU.

Sai Venkateshwaran
Partner - Assurance 
KPMG in India

Ruchi Rastogi
Partner - Assurance
KPMG in India
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The U.S. Securities and Exchange Commission (SEC) on 21 March 2022 proposed rules on climate disclosure requirements. The proposals would require a 
domestic or a foreign registrant to include certain climate related information in its registration statements and periodic report such as Form 10-K.

These proposed disclosures are similar to those that many companies already provide based on broadly accepted disclosure frameworks, such as the Task 
Force on Climate-Related Financial Disclosures and the Greenhouse Gas Protocol (GHG Protocol).

Comments are due within 30 days of publication of this proposed rule in the Federal Register, or 20 May 2022 (60 days after publication on the SEC’s website), 
whichever is later.

Key elements of the proposed rules

The proposed rules would require a registrant to disclose following types of information:

• Financial statement disclosures: A registrant would need to disclose in a note to its financial statements certain disaggregated climate-related financial 
statement metrics that are mainly derived from existing financial statement line items. In particular, the proposed rules would require disclosure falling under 
the following three categories of information:

Source: SEC on ESG - Proposed climate reporting rules, issued on 22 March 2022 by KPMG in the US

Chapter 1

SEC proposes 
rules for 
climate-related 
amendments

This article aims to:

Summarise key proposals relating to 
climate disclosure requirements  issued 
by the SEC.
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Financial impact 
metrics

• For each financial statement caption, disaggregated information about the impact of climate-related events and 
conditions, and transition activities, on the consolidated financial statements

• Disclosure would be required if the aggregate impact of the events and transition activities is one per cent of the total 
line items to which it relates.

Expenditure  
metrics

• Separately aggregated amounts of expenditures expensed and capitalised costs incurred related to positive and 
negative impacts of the climate-related items disclosed under financial impact metrics

• Disclosure would be required if the aggregated impact of the events and transition activities is one per cent or more of 
the total expenditure expensed or total capitalised costs incurred.

Financial estimates  
and assumption

Qualitative description of how climate-related events impact estimates and assumptions that are used to  produce the 
consolidated financial statements.
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The proposed financial statement metrics 
disclosures would involve estimation uncertainties 
that are driven by the application of judgements 
and assumptions, similar to other financial 
statement disclosures (e.g., estimated loss 
contingencies, fair value measurement of certain 
assets, etc.). Accordingly, for each type of financial 
statement metric, the proposed rules would 
require the registrant to disclose contextual 
information to enable a reader to understand how 
it derived the metric, including a description of 
significant inputs and assumptions used, and if 
applicable, policy decisions made by the registrant 
to calculate the specified metrics.

The proposed financial statement metrics would be 
required in the financial statements, and therefore, 
would be subject to audit as part of the audit of 
the financial statements and in the scope of the 
registrant’s internal control over financial reporting.

• Greenhouse Gas (GHG) emissions and GHG 
intensity: A registrant would need to disclose 
its Scopes 11 and 22 emissions. These types of 
emissions result directly or indirectly from facilities 
owned or activities controlled by a registrant. The 
disclosure would include GHG emissions both in 
the aggregate, per scope, and on a disaggregated 
basis for each type of greenhouse gas that is 
included in the SEC’s proposed definition of 
‘greenhouse gases’. These disclosures will be in 
absolute terms, not including offsets.

The disclosure of GHG emissions would be 
required for the registrant’s most recent fiscal year 
and the prior fiscal year(s) included in the filing, if 
reasonable available. 

However, Scope 33 GHG emissions would be 
required only if material, or if the registrant has 
included Scope 3 in a GHG reduction target or 
goal. This disclosure will be in absolute terms, not 
including offsets.

In addition to requiring the disclosure of its GHG 
emissions in gross terms, the proposed rules 
would also require a registrant to disclose the sum 
of its Scope 1 and 2 emissions in terms of GHG 
intensity. If required to disclose Scope 3 emissions, 
a registrant would also separately disclose its 
Scope 3 emissions in terms of GHG intensity. 

GHG intensity disclosure should provide context to 
a registrant’s emissions in relation to its business 
scale (e.g. emissions per economic output). The 
proposed rules define ‘GHG intensity’ (or ‘carbon 
intensity’) to mean a ratio that expresses the 
impact of GHG emissions per unit of economic 
value (e.g. metric tons of CO2e per unit of total 
revenues, using the registrant’s reporting currency) 
or per unit of production (e.g. metric tons of CO2e 
per unit of product produced).

Scope 1 and Scope 2 GHG emissions disclosures 
by accelerated filers and large accelerated filers 
would be subject to assurance, starting with 
limited assurance.

• Governance: The proposed rules require a 
registrant to disclose information concerning the 
board’s oversight of climate-related risks as well 
as management’s role in assessing and managing 
those risks. The proposed rules would require a 
registrant to disclose whether any member of its 
board of directors has expertise in climate-related 
matters and the processes and frequency by which 
the board discusses climate-related factors. 

• Risk management processes: The proposed rules 
require registrants to describe their processes 
for identifying, assessing, and managing climate-
related risks. This includes disclosure on how 
registrants assess materiality, whether they 
consider likely future regulatory actions, how they 
prioritise, mitigate, or adapt to climate-related 
risks, and overall how climate-related factors are 
integrated into the registrants’ risk management 
systems or processes. Registrants would also be 
required to provide detailed descriptions on any 
transition plans, as applicable, including relevant 
targets and metrics, how physical and transition 
risks are managed, and actions taken and progress 
made towards targets or goals.

• Disclosure regarding climate-related risks and 
their impact on strategy, business model and 
outlook: The proposed rules require registrants 
to identify their climate-related risks that are 
reasonably likely to have a material impact on the 
registrant’s business or consolidated financial 

statements over the short, medium, and long-term 
and describe the actual and potential impacts of 
those risks on its strategy, business model, and 
outlook. Registrants would specifically be required 
to disclose impacts on, or any resulting significant 
changes made to, their: (i) business operations, 
including the types and locations of its operations; 
(ii) products or services; (iii) supply chain or value 
chain; (iv) activities to mitigate or adapt to climate-
related risks; and (v) expenditures for research and 
development.

1. Under the GHG Protocol, Scope 1 emissions are direct GHG emissions that occur from sources owned or controlled by the company. These might include emissions from company-owned or controlled machinery or vehicles, or methane emissions from petroleum operations. 

2. Under the GHG Protocol, Scope 2 emissions are those emissions primarily resulting from the generation of electricity purchased and consumed by the company. Because these emissions derive from the activities of another party (the power provider), they are considered indirect emissions.

3. Under the GHG Protocol, Scope 3 emissions are all other indirect emissions not accounted for in Scope 2 emissions. These emissions are a consequence of the company’s activities but are generated from sources that are neither owned nor controlled by the company.
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Source: SEC on ESG - Proposed climate reporting rules, issued on 22 March 2022 by KPMG in the US

Similarly, the proposal illustrates the phasing in of assurance requirements assuming an effective date of 
December 2022 for the final rule and a registrant with a December 31 year-end.

Source: SEC on ESG - Proposed climate reporting rules, issued on 22 March 2022 by KPMG in the US
Source: Fact Sheet - Enhancement and Standarization of Climate-Related Disclosures issued by the U.S. SEC 
and SEC Release Nos. 33-11042
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Physical and transition risks

The impact of climate-related events (severe weather events and other natural 
conditions as well as physical risks identified by the registrant) and transition activities 
(including transition risks identified by the registrant) on the line items of a registrant’s 
consolidated financial statements and related expenditures, and disclosure of financial 
estimates and assumptions impacted by such climate-related events and transition 
activities.

Targets or goals 

If the registrant has publicly set climate-related targets or goals, information about: 
• The scope of activities and emissions included in the target, the defined 

time horizon by which the target is intended to be achieved, and any interim 
targets; 

• How the registrant intends to meet its climate-related targets or goals; 

• Relevant data to indicate whether the registrant is making progress towards 
meeting the target or goal and how such progress has been achieved, with 
updates each fiscal year; and 

• If carbon offsets or Renewable Energy Certificates (RECs) have been used 
as part of the registrant’s plan to achieve climate-related targets or goals, 
certain information about the carbon offsets or RECs, including the amount 
of carbon reduction represented by the offsets or the amount of generated 
renewable energy represented by the RECs.

Scenario analysis 
If the registrant uses scenario analysis to assess the resilience of its business strategy 
to climate-related risks, a description of the scenarios used, as well as the parameters, 
assumptions, analytical choices, and projected principal financial impacts.

Transition plan
If the registrant has adopted a transition plan as part of its climate-related risk 
management strategy, a description of the plan, including the relevant metrics and 
targets used to identify and manage any physical and transition risks.

Internal carbon pricing If a registrant uses an internal carbon price, information about the price and how it is 
set.

Disclosures excluding Scope 3 
emissions

Scope 3 emissions 

Large accelerated 
filer Fiscal 2023 (filed in 2024) Fiscal 2024 (filed in 2025)

Accelerated filer and 
non-accelerated filer Fiscal 2024 (filed in 2025) Fiscal 2025 (filed in 2026)

Transition plan 
reporting company Fiscal 2025 (filed in 2026) Exempt

Scope 1 and 2 disclosures Limited assurance Reasonable assurance

Large accelerated 
filer Fiscal 2023 (filed in 2024) Fiscal 2024 (filed in 2025) Fiscal 2026 (filed in 2027)

Accelerated filer Fiscal 2024 (filed in 2025) Fiscal 2025 (filed in 2026) Fiscal 2027 (filed in 2028)

Phased transition

An effective date will remain open until the SEC adopts the final rules. The proposal illustrates the effect of the 
proposed phased transition and relief on the first compliance date – assuming an effective date of December 
2022 for the final rule and a registrant with a December 31 year-end.

• Other proposed disclosures: The table below describes other key proposals for each of the following 
categories:
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International efforts in this area and next 
steps

Many investors are concerned about the potential 
impacts of climate-related risks to individual 
businesses. As a result, investors are seeking more 
information about the effects of climate-related 
risks on a company’s business for their investment 
decision-making.

In this light, the regulatory community has 
stepped up their efforts and this has led to the 
IFRS Foundation announcing creation of the IFRS 
International Sustainability Standards Board (ISSB)
on 3 November 2021. This body seeks to develop 
‘a comprehensive global baseline of high quality 
sustainability disclosure standards to meet investors’ 
information needs. The ISSB is expected to shortly 
publish exposure drafts of proposed climate and 
general sustainability disclosure requirements. 

The ISSB has adopted a building block approach and 
would be working with standard-setters from key 
jurisdictions. The standards that would be issued 
by the ISSB would provide a globally consistent and 
comparable sustainability reporting baseline, while 
also providing flexibility to various jurisdictions for 
coordination on reporting requirements that capture 
wider sustainability impacts. 

The Technical Readiness Working Group (TRWG) 
has issued prototype standards that give preparers 
a glimpse into what the future of sustainability 
disclosures might hold. 

Recently on 14 March 2022, International 
Organization of Securities Commissions (IOSCO) has 
issued its Sustainable Finance work plan 2022. In this 
plan, it has highlighted the areas to be covered are as 
follows:

• Plan a timely and thorough review of the soon-to-
be-published ISSB Exposure Drafts of proposed 
climate and general sustainability disclosure 
requirements, as well as the final standards when 
they are produced. If IOSCO determines that the 
IFRS Sustainability Standards are fit for purpose, 
its decision would provide all 140 IOSCO member 
jurisdictions with the basis to decide how they 
might adopt, apply or be informed by the ISSB 
standards.

• Push forward work to develop assurance 
standards. IOSCO has identified independent 
assurance of the quality of corporate reporting 
of sustainability information as a key element of 
building trust in sustainability reporting.

• An in-depth review of carbon markets to identify 
the vulnerabilities in nascent voluntary carbon 
markets, as well as the transparency and integrity 
in the functioning of carbon markets from the 
perspective of financial regulation.

• Step up its engagement with both national 
regulators and market participants to push for the 
implementation of its recommendations addressed 
to asset management and ESG ratings and data 
providers.

Sources:  SEC on ESG - Proposed climate reporting 
rules, issued on 22 March 2022 by KPMG in the 
US, Fact Sheet - Enhancement and Standarization 
of Climate-Related Disclosures issued by the U.S. 
SEC and SEC Release Nos. 33-11042; 34-94478, The 
Enhancement of Standardaization of Climate-Related 
Disclosures for Investors
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Companies should watch out this space 
for further developments as standards 
are expected to be released at a fast 
pace. Using the climate-related disclosure 
prototype and SEC’s proposed rules, 
companies should start planning ahead and 
revamp processes and IT controls within 
their organisation in order to report on the 
metrics and targets that would be set out in 
the climate standard and wider set of areas 
as they are released by ISSB and SEC.
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Ind AS 16, Property, Plant and Equipment provides guidance on the 
accounting of Property, Plant and Equipment (PPE). Generally, for many 
companies PPE is a significant item on the balance sheet, Therefore, it is 
important that capitalisable costs are appropriately identified and the cost of 
the same is recognised over the period which reflects its utilisation for the 
financial performance to be reflective of the use of the PPE.  

Cost of an item of PPE includes its net purchase price (including taxes), 
directly attributable expenditure to bring it to its intended use and estimated 
restoration cost (where applicable). While identification of net purchase 
price may involve very little judgement, identification of directly attributable 
expenditure requires a deeper understanding of the asset’s intended use and 
the nature of the expenditure. 

In this article, we discuss a recent EAC opinion1 which elaborates principles of 
Ind AS 16 while recognising directly attributable expenses to bring the asset 
to the location and condition necessary for it to be capable of operating in the 
manner intended by management.

Directly attributable expenditure
Measurement of an asset includes all costs directly attributable to bringing 
the asset to the location and condition necessary for it to be capable of 
operating in the manner intended by management (its intended use).  
 

The following are the types of directly attributable expenses:

• costs of employee benefits incurred by the company for employees 
working directly in the construction or acquisition of an item of PPE, costs 
of site preparation; initial delivery and handling costs

• installation and assembly costs

• costs of testing whether the asset is functioning properly; and fees paid to 
professional consultants assisting in the asset’s installation.

Directly attributable expenditure need not necessarily be external or 
incremental. For example, cost of employees who are on the payroll of 
an entity and were fully engaged in installing an item of PPE is a directly 
attributable expenditure (for the period of installation), and so should be 
capitalised as part of the PPE. 

Expenditure necessary in ensuring that the PPE is capable of operating in the 
manner intended by management could include a wide range of costs which 
needs to be assessed for each case based on its facts and circumstances. 

A recent EAC opinion considered a query on accounting treatment 
of manpower cost of an entity that is in a project construction and 
implementation phase. The main aspect considered in the query relates to 
the manpower cost of the Chief Financial Officer (CFO) and Accounts Officer 
while the project is in construction and implementation phase. In this case, 
the company intended to capitalise 85 per cent of the cost of the manpower 
cost of its Accounts Officer and CFO to the capital work-in-progress.

Chapter 2

Property, plant 
and equipment 
– Directly 
attributable 
expenses 
This article aims to:

Discuss the key elements of cost of 
property, plant and equipment and 
the guidance provided a recent Expert 
Advisory Committee (EAC) opinion of 
the ICAI.

| | |Accounting and Auditing Update - November 2021

1. EAC opinion ‘Allocation of manpower cost during project implementation phase’ published in The Chartered Accountant, December 2021 issue
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The EAC pointed out that ‘directly attributable costs 
are generally such costs which are necessary to 
enable the construction activity, i.e. those costs 
are directly related to the construction activity and 
without incurrence of which the asset cannot be 
brought to the location and condition necessary for 
it to be capable of operating in the manner intended 
by management. Therefore, the employee benefit 
expenses arising directly from the construction or 
acquisition of the PPE/project, such as employee 
costs of an entity’s own employees, workers, 
labourers, engineers, architects, etc. engaged in the 
construction activity should only be capitalised and 
the rest should be charged to the Statement of Profit 
and Loss.

Generally, an Accounts Officer is engaged in overall 
book keeping and accounting related activities 
and CFO of an organisation is involved in overall 

finance related activities of the company as a 
whole. Therefore, normally these activities cannot 
be considered to be arising directly from the 
construction or acquisition of PPE/project and the 
costs thereof cannot be considered to be a directly 
attributable cost of the project/PPE. Generally, such 
costs are in the nature of administration and general 
overheads and should, ordinarily, not be capitalised 
with the item of PPE.

Application of judgement
In certain situations, some of the roles and 
responsibilities of the Accounts Officer could be 
undertaken in connection with the construction 
or acquisition of Project/PPE. Examples of such 
activities could include evaluation of tenders, 
procurement of various capital equipment, 
participating in price negotiation with bidders, help in 

arranging debt financing, etc. The EAC pointed out 
that it is a matter of judgement in the specific facts 
and circumstances whether certain expenses could 
be considered as ‘directly attributable’ in the context 
of Ind AS 16. 

In this case, although some of the activities of the 
Accounts Officer could be in connection with the 
construction/acquisition of Project/PPE, the cost 
incurred cannot be completely considered to be 
arising directly from construction or acquisition of the 
PPE/project. Therefore, to the extent, such costs are 
directly attributable to bringing the PPE/project to the 
location and condition necessary for it to be capable 
of operating in the manner intended by management, 
should be capitalised to the PPE/project by the 
company and the rest should be charged to the 
Statement of Profit and Loss.

Similarly, the activities of the CFO would need 
to be analysed and if they are in the nature of 
administrative and general overheads then they are 
not costs of an item of PPE and should be charged to 
the Statement of Profit and Loss.

In certain exceptional situations if a company is able 
to clearly demonstrate that the employee costs of 
the Accounts Officer and CFO are directly attributable 
costs for bringing the PPE/project to the location and 
condition necessary for it to be capable of operating 
in the manner intended by the management, then 
these can be capitalised. However, in order to 
determine a ratio/proportion of such expenses that 
could be capialised, the company would need to 
consider the nature of expenses/activities and the 
extent to which these are directly attributable as per 
the requirements of Ind AS 16 based on the specific 
facts and circumstances and using proper rationale. 
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Separate posts of Chairperson and the Managing Director or 
the Chief Executive Officer
Background

Currently, Regulation 17(1B) of the Securities and Exchange Board of India 
(SEBI) (Listing Obligations and Disclosure Requirements) Regulations, 2015 
(Listing Regulations) requires the top 500 listed entities to ensure that the 
Chairperson of the board of such listed entity shall:

• Be a non-executive director

• Not be related to the Managing Director or the Chief Executive Officer as 
per the definition of the term ‘relative’ defined under the Companies Act, 
(2013 Act).

Amendment

SEBI, vide notification dated 22 March 2022, has issued SEBI Listing 
Regulations (Second Amendment) Regulations, 2022 which has omitted 
Regulation 17(1B) of the Listing Regulations, 2015 and inserted the a clause in 
Schedule II (Part E) – Discretionary requirements.

The listed entity may appoint separate persons to the post of the 
Chairperson and the Managing Director or the Chief Executive Officer, 
such that the Chairperson shall:

a. Be a non-executive director; and 

b. Not be related to the Managing Director or the Chief Executive Officer as 
per the definition of the term ‘relative’ defined under the 2013 Act.

Effective date: These amendments are effective from 22 March 2022.

(Source: SEBI notification no. SEBI/LAD-NRO/GN/2022/76 dated 22 March 
2022) 

SEBI issued clarification on new norms for related party 
transactions
Background

SEBI felt the need to strengthen the regulatory norms in relation to Related 
Party Transactions (RPTs) adhered by the listed entities in India. Therefore, 
on 9 November 2021, SEBI issued amendments to Regulation 23 of the SEBI 
(Listing Obligations and Disclosure Requirements) Regulations, 2015 (Listing 
Regulations) on RPTs. The amendments mainly pertain to the following areas:

• Definition of related parties and RPTs

• Audit committee’s approval

• Materiality threshold and shareholders’ approvals for RPTs

• Enhanced disclosures.

These amendments would be applicable in a phased manner, with 
certain amendments coming into effect from 1 April 2023 and remaining 
amendments will come into effect from 1 April 2022. Additionally, SEBI, vide a 
circular dated 22 November 2021 has prescribed the information to be placed 
before the audit committee for approval of a proposed RPT. This circular is 
appliable from 1 April 2022.

Regulatory requirements relating to Audit Committees’ approval on RPTs 
post amendments issued by SEBI

Prior approval of the audit committee of the listed entity is required for the 
following circumstances:

a. All RPTs and subsequent material modifications. An audit committee needs 
to define material modifications and disclose it as part of the policy on 
materiality of RPTs and on dealing with RPTs. 

Chapter 3

Regulatory  
updates

| | |Accounting and Auditing Update - November 2021
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b. A RPT to which the subsidiary of a listed entity 
is a party, but the listed entity is not a party if 
the value of such transaction whether entered 
into individually or taken together with previous 
transactions during a financial year exceeds 
threshold of:

i. 10 per cent of the annual consolidated turnover 
in accordance with the last audited financial 
statements of the listed entity (effective from 1 
April 2022)

ii. 10 per cent of the annual standalone turnover 
in accordance with the last audited financial 
statements of the subsidiary (effective from 1 
April 2023).

Additionally, an audit committee’s approval would 
not be required if the listed subsidiary is subject 
to compliance with Regulation 23 and Regulation 
15(2) of the Listing Regulations. Furthermore, for 
RPTs of unlisted subsidiaries of a listed subsidiary, 
prior approval of the audit committee of the listed 
subsidiary would suffice. 

New developments

Based on the representations received from listed 
entities and industry bodies, SEBI has provided 
certain clarifications and guidance for smooth 
implementation of the amended Regulation 23 of the 
Listing Regulations. The clarifications are as follows:

1. In case of RPT that has been approved by the 
audit committee and shareholders prior to 1 April 
2022, there would be no requirement to seek fresh 
approval from the shareholders. 

2. Regulation 23(8) of the Listing Regulations 
specifies that all existing material related party 
contracts or arrangements entered into prior to the 
date of notification of these regulations and which 
may continue beyond such date should be placed 
for approval of the shareholders in the first General 
Meeting subsequent to notification of these 
regulations. In accordance with the mentioned 
requirements, an RPT that has been approved by 
the audit committee prior to 1 April 2022 which 
continues beyond such date and becomes material 
as per the revised materiality threshold should be 
placed before the shareholders in the first General 
Meeting held after 1 April 2022. 

3. The RPT for which the audit committee has 
granted omnibus approval, would continue to be 
placed before the shareholders if it is material 
in terms of Regulation 23(1) of the Listing 
Regulations.

SEBI in its clarification also provided that listed 
entities should ensure to comply with the spirit of the 
law and endeavour to provide relevant and detailed 
information to enable and empower shareholders 
for taking an informed decision.  The explanatory 
statement contained in the notice sent to the 
shareholders for seeking approval for an RPT should 
provide relevant information so as to enable the 
shareholders to determine whether the terms and 
conditions of the proposed RPT are not unfavorable 
to the listed entity, compared to the terms and 
conditions, had similar transaction been entered into 
between two unrelated parties. The information so 
provided should include but not be limited to the 

information specified in circular dated 22 November 
2021 so as to enable to the shareholders to take an 
informed decision.

Also please refer KPMG in India’s First Notes SEBI 
notified amendments to related party transactions 
dated 24 December 2021 for detailed read on the 
amendments issued by SEBI.

(Source: SEBI circular SEBI/HO/CFD/CMD1/
CIR/P/2022/40 dated 30 March 2022)

Automation of disclosure requirements 
under SEBI (Substantial Acquisition of 
Shares and Takeovers) Regulations, 2011

SEBI, in the past, has implemented System Driven 
Disclosures (hereinafter referred to as ‘SDD’) in 
phases. In August 2021, SEBI (Substantial Acquisition 
of Shares and Takeovers) Regulations, 2011 (Takeover 
Regulations) was amended by doing away with 
manual filing for most of the transactions with effect 
from 1 April 2022. 

Regulation 29 and Regulation 31 of the Takeover 
Regulations do not require manual filing except for 
the following transactions where disclosure would 
continue to be filed:

• Due to acquisition or disposal of the shares, as 
the case may be, by the acquirer together with 
Persons Acting in Concert (PACs).

• In case the shares are held in physical form by the 
acquirer and/or PACs. 

• In case of listed companies who have not provided 

PAN of promoter(s) including member(s) of the 
promoter group to the designated depository 
or companies which have not appointed any 
depository as their designated depository.

Currently, promoters are required to file disclosures 
on reasons for encumbered shares manually to the 
stock exchanges. The depositories have put in place 
systems for capturing and recording all types of 
encumbrances including Non-Disposal Undertakings 
(NDUs), as specified under Regulation 28(3) of the 
Takeover Regulations. 
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New development 

In order to streamline the capture and dissemination 
of the information related to ‘encumbrances’, it has 
been decided that:

• All types of encumbrances as defined under 
Regulation 28(3) of the Takeover Regulations would 
be recorded in the depository system. 

• The depositories should capture details of the 
ultimate lender along with name of the trustee 
acting on behalf of such ultimate lender such 
as banks, NBFCs, etc. In case of issuance of 
debentures, name of the debenture issuer should 
be captured in the depository system. 

• The depositories should now capture the reasons 
for encumbrances in the depository system. 

The depositories shall also devise an appropriate 
mechanism to record all types of outstanding 
encumbrances in the depository system by 30 June 
2022. 

In order to disseminate the information captured in 
the system:

• The depositories should provide information to the 
stock exchanges for the transactions recorded in 
the depository system. 

• The stock exchanges should consolidate the 
information received from both the depositories 
and disseminate the same on their website as per 
the formats specified by SEBI.  

• The stock exchanges should also devise an 
appropriate mechanism for dissemination of 

disclosures under SDD in a simple readable pdf 
format. 

• Reconciliation of data to be conducted by listed 
companies, stock exchanges and depositories at 
least once in a quarter or immediately whenever 
any discrepancy is noticed. 

The stock exchanges and depositories are advised 
to report the progress in the matter through monthly 
development report till its final implementation. 

Effective date: The provisions of this circular would 
come into effect from 1 July 2022. 

(Source: SEBI circular no SEBI/HO/CFD/DCR-3/P/
CIR/2022/27 dated 7 March 2022)

Consultation paper on disclosures for 
‘Basis of Issue Price’ in offer document

The section titled “Basis of Issue Price” in SEBI ICDR 
Regulations states that an issuer is required to make 
disclosure of critical accounting ratios viz. earnings 
per share (EPS), price to earnings (P/E), return on 
net worth (RoNW) and net asset value (NAV) of the 
company, including comparison of such accounting 
ratios with its peers.

These parameters are typically descriptive of 
companies which are profit making and may not aid 
investors in taking investment decision with respect 
to loss making issuers.

Lately, it has been observed that companies not 
having track record/not having operating profit 
in preceding three years have been filing offer 
documents for IPOs. They are majorly New Age 
Technology Companies (NATCs) which remain loss 

making for a longer period before achieving break-
even as these companies in their growth phase 
opt for gaining scale over profits. Investors get 
involved with these companies on the basis of future 
potential.

IPOs, globally, follow a disclosure-based regime 
and prohibit any future projections for marketing of 
the issue. Basis of issue price is based on factors 
such as a) Traditional parameters such as Price to 
Earnings ratio, Net Asset Value, etc., b) Trends in Key 
Performance Indicators (KPIs) over the past years, c) 
Valuations done at the earlier rounds of fund raising 
d) Market conditions.  

SEBI observed that the present requirement for 
‘Basis of Issue Price’ section in offer document 
covers disclosure of traditional parameters such as 
disclosure of key accounting ratios. These ratios are 
required to be supplemented with non-traditional 
parameters like Key Performance Indicators (KPIs) 
and disclosure of certain additional parameters 
such as valuation based on past transactions/fund 
raising by issuer company in terms of loss-making 
companies. These issues were examined by a sub-
group of the Primary Market Advisory Committee 
(PMAC) of SEBI which has proposed the below 
recommendations to be considered by SEBI pursuant 
to public consultation.

A. Basis of Issue Price - KPIs

Apart from disclosing the financial ratios as per the 
extant requirements, the issuer company shall also 
make the disclosures on the KPIs of the business 
of the issuer company that have been considered/
have a bearing for arriving at the basis of issue 
price. The issuer shall provide:

I. Disclosure of relevant KPIs including material 
KPIs made before the pre-IPO investors during 
the three years prior to the IPO. Explanation of 
how these KPIs contribute to form the basis 
for issue price.

II. Issuer company shall disclose all material 
KPIs that have been shared with any pre-IPO 
investor at any point of time during the three 
years prior to IPO. However, for those KPIs 
which the issuer company deems are not 
relevant for the proposed IPO, the issuer shall 
provide adequate explanation for considering 
those KPIs as not relevant with proper cross 
reference to a table disclosing the said KPIs.

III. KPIs stated by an issuer company shall be 
described and defined clearly, consistently and 
precisely. KPIs should not be misleading.

IV. All KPIs to be certified/audited by statutory 
auditors.

V. Comparison of KPIs with Indian listed 
peer companies and/ or global listed peer 
companies (wherever available).

VI. Comparison of KPIs over time to be explained.
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B. Basis of Issue Price – Past transfer(s)/
allotment(s):

Issuer companies shall make disclosure of:

I. Valuation of issuer company based on 
secondary sale/acquisition of shares (equity/
convertible securities) excluding gifts, in the 18 
months prior to the date of filing of the DRHP/
RHP [where either acquisition or sale is equal 
to or more than five per cent of the fully diluted 
paid-up share capital of the issuer company 
(calculated on the date of completion of the 
sale), in a single transaction or a group of 
transactions in a short period of time].

II. Valuation of issuer company based on primary/
new issue of shares (equity/convertible 
securities) in the 18 months prior to the date 
of filing of the DRHP/RHP [equal to or more 
than five per cent of the fully diluted paid-up 
share capital of the issuer company (calculated 
on the pre-issue capital on the date of 
allotment), in a single transaction or a group of 
transactions in a short period of time].

III. With reference to above two points at (I.) and 
(II), disclosure of floor price and cap price 
being [   ]* times the weighted average cost 
of acquisition (WACA) based on primary/
secondary transaction(s) may be disclosed in 
the manner prescribed.

IV. Issuer shall offer detailed explanation for offer 
price/cap price being [   ]* times of the primary 
issuance price/secondary transaction price (as 
stated in table above), as the case may be, 
along with comparison of the issuer’s KPIs and 

financials ratios viz. EPS, P/E Ratio, Return on 
net worth, Net asset value, etc. for the last 
two full financial year and interim period (if any) 
included in the offer document. This will enable 
the investors to have a comparative view of 
the KPIs and other financial ratios for the same 
period. 
(*Not yet specified by SEBI)

(Source: SEBI consultation paper on Disclosures for 
‘Basis of Issue Price’ section in offer document under 
SEBI (Issue of Capital and Disclosure Requirements) 
Regulations, 2018)

SEBI (Alternative Investment Funds) 
(Second Amendment) Regulations, 2022
As per the Securities and Exchange Board of India 
(SEBI) (Alternative Investment Funds) Regulations, 
2012 Alternative Investment funds (AIF) may seek 
registration in one of the categories mentioned 
below:

Category I AIF - which invests in start-up or early-
stage ventures, social ventures, SMEs, infrastructure 
and other sectors or areas which the government 
or regulators consider as socially or economically 
desirable.

Category II AIF - which does not fall in Category I 
and III and which does not undertake leverage or 
borrowing other than to meet day-to-day operational 
requirements and as permitted in the SEBI AIF 
Regulations.

Category III AIF - which employs diverse or complex 
trading strategies and may employ leverage including 
through investment in listed or unlisted derivatives.

Regulation 15 (1) (d) of SEBI AIF Regulations deals 
with general investment conditions for Category 
III AIFs stating that it shall not invest more than 10 
per cent of the investable funds in one investee 
company.

Amendment 

SEBI, vide circular dated 16 March 2022 amended 
Regulation 15 (1) (d) of the SEBI AIF Regulations. 

The circular stated that Category III Alternative 
Investment Funds shall invest not more than 10 
per cent of the investable funds in an investee 
company, directly or through investment in units of 
other Alternative Investment Funds and the large 
value funds for accredited investors of Category III 
Alternative Investment Funds may invest up to 20 per 
cent of the investable funds in an Investee Company, 
directly or through investment in units of other 
Alternative Investment Funds.

In case of investment in listed equity of an investee 
company, Category III Alternative Investment Funds 
may calculate the investment limit of 10 per cent of 
either the investable funds or the net asset value 
of the scheme and large value funds for accredited 
investors of Category III Alternative Investment Funds 
may calculate the investment limit of 20 per cent of 
either the investable funds or the net asset value of 
the scheme, subject to the conditions specified by 
SEBI from time to time.

(Source: SEBI circular no SEBI/LAD-NRO/GN/2022/75 
dated 16 March 2022)

Clarification regarding change in control 
of an AIF under a scheme of arrangement
According to Regulation 20 of SEBI (Alternative 
Investment Funds) Regulations, 2012, no change in 
the control of the Sponsor and/or Manager of the 
Alternative Investment Fund (AIF) could be made 
without taking prior approval from SEBI.

SEBI circular dated 19 June 2014, inter-alia, 
prescribes the procedure to be followed for the 
change in control of the sponsor and/or manager 
of an AIF which deals with exit options provided to 
existing unit holders who do not wish to continue 
post the change in control.

However, the 2013 Act requires sanction of National 
Company Law Tribunal (NCLT) to the proposed 
change in control of an AIF involving scheme of 
arrangement.

Clarification

To streamline the process of providing approval to 
the proposed change in control of the sponsor and/or 
manager of an AIF involving scheme of arrangement, 
the following procedure has been clarified by SEBI:

• The application seeking approval for the proposed 
change in control of the AIF shall be filed with 
SEBI for an in-principle approval prior to filing the 
application with the NCLT.

• Upon being satisfied with compliance of the 
applicable regulatory requirements, in-principle 
approval will be granted by SEBI. The validity of 
such in-principle approval shall be three months 
from the date of issuance, within which the 
relevant application shall be made to NCLT.
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• Once an order is received from NCLT, within 15 
days, the applicant would be required to submit 
prescribed documents for a final approval of SEBI.

Effective date: The provisions of this circular shall be 
applicable to all the applications for change in control 
of an AIF for which the scheme(s) of arrangement are 
filed with NCLT on or after 1 April 2022.

(Source: SEBI circular no. SEBI/HO/IMD-1/DF9/
CIR/2022/032 dated 23 March 2022)

Prudential treatment for investment in 
Venture Capital Funds (VCFs)
Background

The Reserve Bank of India (RBI) has, from time 
to time, issued several guidelines/instructions / 
directives to the banks on prudential norms for 
classification, valuation and operation of investment 
portfolio by banks.

On 25 August 2021, RBI had issued a Master 
Direction outlining the prudential treatment for 
investment in Venture Capital Funds (VCFs).

Consequently, RBI received various queries from 
banks regarding the applicability of these instructions 
for investment in AIFs.      

New development

AIFs are divided in three categories of which 
Category I and Category II AIFs include investment 
in VCFs. Based on a review conducted by RBI, it has 
been decided that the investment in Category I and 

Category II AlFs shall receive the same prudential 
treatment as applicable for investment in VCFs.

(Source: RBI notification RBI/2021-22/185 dated 23 
March 2022)

Amendments to Foreign Direct 
Investment (FDI) policy
Department for Promotion of Industry and Internal 
Trade (DPIIT), vide press note dated 14 March 2022, 
has reviewed the FDI policy for permitting foreign 
investment in LIC and other modifications for further 
clarity of the existing FDI policy. Some of the key 
amendments include the following:

a. Definitions: Updated definitions of capital, 
convertible note, foreign investment, Indian 
company, real estate business and subsidiary. 
For real estate business, it is clarified that FDI 
is not permitted in an entity which is engaged 
or proposes to engage in real estate business, 
construction of farm houses and trading in 
Transferable Development Rights (TDRs).

b. Automatic entry route: An automatic entry 
route for 20 per cent FDI capital for LIC has been 
permitted now. 

c. Other modifications: There are other 
modifications as well i.e.the FDI policy on ‘Other  
 
 
 

Conditions’ has been bifurcated into the following 
two categories:

i. Other conditions applicable to Indian Insurance 
companies and intermediaries or Insurance 
Intermediaries include:

• Foreign investment in equity shares shall 
not exceed 74 per cent of the paid-up share 
equity capital of such Indian Insurance 
company.

• The foreign investment up to 74 per cent of 
the paid-up share equity capital of such Indian 
Insurance company shall be allowed through 
the automatic route subject to approval/
verification by the Insurance Regulatory and 
Development Authority of India (IRDAI).

• Foreign investment in this sector shall be 
subject to compliance with the provisions of 
the Insurance Act, 1938 and the necessary 
license/approval from the IRDAI.

• In an Indian Insurance company having 
foreign investment, the following shall be 
Resident Indian Citizens:

 - Majority of its directors

 - Majority of its Key Management Persons

 - at least one among the Chairperson of its 
Board its Managing Director and its Chief 
Executive Officer 
 

• Any increase in foreign investment in 
an Indian Insurance company shall be in 
accordance with the pricing guidelines 
specified by Reserve Bank of India under the 
FEMA Regulations.

• Where an entity like a bank, whose primary 
business is outside the insurance area, 
is allowed by the IRDAI to function as an 
insurance intermediary, the foreign equity 
investment caps applicable in that sector shall 
continue to apply, subject to the condition 
that the revenues of such entities from their 
primary (non-insurance related) business 
must remain above 50 per cent of their total 
revenues in any financial year.  

ii. Other conditions applicable to the Life Insurance 
Corporation of India (LIC) include

• Foreign investment in LIC shall be subject 
to compliance with the provisions of the 
Life Insurance Corporation Act, 1956, as 
amended from time to time (LIC Act) and 
such provisions of the Insurance Act, 1938, as 
amended from time to time, as are applicable 
to LIC.

• The conditions applicable to Indian Insurance 
Companies mentioned above shall also apply 
to LIC. 
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d. Scheme of compromise or arrangement or 
merger: In case of a scheme of compromise or 
arrangement or merger or amalgamation of two or 
more Indian companies, or a reconstruction by way 
of demerger or otherwise of an Indian company, 
or transfer of undertaking of one or more Indian 
company to another Indian company, or involving 
division of one or more Indian company which 
has been approved by the NCLT or any other 
competent authority, the transferee company or 
the new company, as the case may be, may issue 
capital instruments to the existing shareholders 
of the transferor company resident outside India, 
subject to the following conditions:

• The percentage of shareholding of persons 
resident outside India in the transferee or new 
company does not exceed the sectoral cap; and

• The transferor company or the transferee or the 
new company is not engaged in activities which 
are prohibited under the FDI Policy.

e. ESOPs: An Indian company may issue Employees 
Stock Option (ESOP) scheme/sweat equity shares/
share-based employee benefits to its employees/ 
or directors or to the employees/ or directors of its 
holding company or joint venture or wholly owned 
overseas subsidiary/subsidiaries who are resident 
outside India, provided that:

• The scheme has been formulated under the 
Securities Exchange Board of India Act, 1992 or 
the Companies (Share Capital and Debentures) 
Rules, 2014 notified by the Central Government 
under the 2013 Act or as per any other applicable 
law

• The ‘employee’s stock option’ or ‘sweat equity 
shares’ or share based employee benefits is 
issued to non-resident employees/ or directors 
under the applicable rules/ or regulations

• Such benefits issued by a company where 
foreign investment is under the approval route 
shall require prior approval of the Government of 
India

• Issue of such benefits under the applicable 
rules/ or regulations or other law to an employee/ 
or director who is a citizen of Bangladesh/ 
or Pakistan shall require prior approval of the 
Government of India.

• The Indian company shall file with the Foreign 
Exchange Department of the RBI, within 30 days 
of the issue of ESOPs or sweat equity shares or 
shares issued on exercise of ESOPs, a return in 
the form ‘ESOP Reporting’. 

f. Beneficial interest: If a declaration is made 
by a person under Section 89 of the 2013 Act 
or respective provision under the Companies 
Act, 1954 about a beneficial interest being held 
by a non-resident entity, then even though the 
investment may be made by a resident Indian 
citizen, the same shall be counted as foreign 
investment.

(Source: DPIIT press note no.1 (2022 series) dated 14 
March 2022)

ICAI publication

Education material on Ind AS 41, Agriculture

Background

Previously, there was no specific accounting standard 
in existence for accounting for agricultural produce 
and biological assets related to agricultural activities 
which led to inconsistency and non-comparability 
of financial statements among the entities in the 
agricultural industry. Ind AS 41, Agriculture has 
removed this inconsistency and lack of comparability 
by setting out the recognition, measurement, 
presentation and disclosure requirements for 
agricultural produce and biological assets relating to 
agricultural activities.

New development 

The Ind AS Implementation Committee has prepared 
an Educational Material to provide guidance in the 
form on Frequently Asked Questions (FAQs) on 
various practical issues that the preparers of the 
financial statements face while applying this Ind AS 
in the agricultural industry. 

(Source: Education material on Ind AS 41, Agriculture 
issued by ICAI in February 2022)
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SEBI mandates Ind AS for Mutual Funds

22 March 2022

The Securities and Exchange Board of India (Mutual Funds) Regulations, 1996 
(the MF Regulations) lay down the regulatory framework for operations and 
functioning of Mutual Funds (MFs). The MF Regulations are amended by 
SEBI from time to time to enhance transparency and disclosures, to address 
emerging issues, to protect the interests of investors, and to strengthen the 
regulatory framework of MFs.

On 25 January 2022, SEBI vide a notification issued the SEBI (Mutual Funds) 
(Amendment) Regulations, 2022. As per this notification, the financial 
statements and accounts of MF schemes will be prepared in accordance with 
Indian Accounting Standards (Ind AS). Additionally, SEBI vide a circular dated 
4 February 2022 (the circular) provided certain guidelines on accounting with 
respect to Ind AS for MFs. The circular also provides specific formats of the 
financial statements to be prepared for the MF schemes under Ind AS. The 
requirements of the circular will become applicable from 1 April 2023. 

This issue of First Notes identifies key considerations arising from adoption of 
Ind AS by MFs along with our comments.

Voices on Reporting Webinar 
KPMG in India has scheduled a webinar on 
Thursday, 7 April 2022 from to discuss key financial 
reporting and regulatory matters that are expected 
to be relevant for stakeholders for the quarter ended 
31 March 2022.

First Notes

home.kpmg/in

	Foreword
	Chapter 1
	Chapter 2
	Chapter 3

	Button 6010: 
	Button 670: 
	Button 671: 
	Button 672: 
	Button 673: 
	Button 5049: 
	Button 5050: 
	Button 5051: 
	Button 652: 
	Button 653: 
	Button 40107: 
	Button 10199: 
	Button 5070: 
	Button 5071: 
	Button 5072: 
	Button 541: 
	Page 4: 
	Page 5: 
	Page 6: 

	Button 542: 
	Page 4: 
	Page 5: 
	Page 6: 

	Button 40104: 
	Page 4: 
	Page 5: 
	Page 6: 

	Button 10196: 
	Page 4: 
	Page 5: 
	Page 6: 

	Button 5061: 
	Page 4: 
	Page 5: 
	Page 6: 

	Button 5062: 
	Page 4: 
	Page 5: 
	Page 6: 

	Button 5063: 
	Page 4: 
	Page 5: 
	Page 6: 

	Button 650: 
	Page 7: 
	Page 10: 
	Page 11: 
	Page 12: 
	Page 13: 
	Page 14: 

	Button 651: 
	Page 7: 
	Page 10: 
	Page 11: 
	Page 12: 
	Page 13: 
	Page 14: 

	Button 40106: 
	Page 7: 
	Page 10: 
	Page 11: 
	Page 12: 
	Page 13: 
	Page 14: 

	Button 10198: 
	Page 7: 
	Page 10: 
	Page 11: 
	Page 12: 
	Page 13: 
	Page 14: 

	Button 5067: 
	Page 7: 
	Page 10: 
	Page 11: 
	Page 12: 
	Page 13: 
	Page 14: 

	Button 5068: 
	Page 7: 
	Page 10: 
	Page 11: 
	Page 12: 
	Page 13: 
	Page 14: 

	Button 5069: 
	Page 7: 
	Page 10: 
	Page 11: 
	Page 12: 
	Page 13: 
	Page 14: 

	Button 654: 
	Button 655: 
	Button 40108: 
	Button 10200: 
	Button 5073: 
	Button 5074: 
	Button 5075: 
	Button 648: 
	Page 8: 
	Page 9: 

	Button 649: 
	Page 8: 
	Page 9: 

	Button 40105: 
	Page 8: 
	Page 9: 

	Button 10197: 
	Page 8: 
	Page 9: 

	Button 5064: 
	Page 8: 
	Page 9: 

	Button 5065: 
	Page 8: 
	Page 9: 

	Button 5066: 
	Page 8: 
	Page 9: 

	Button 656: 
	Button 657: 
	Button 40109: 
	Button 10201: 
	Button 5076: 
	Button 5077: 
	Button 5078: 
	Button 5080: 
	Page 15: 

	Button 5081: 
	Page 15: 



