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Wealth creation and maximization

Importance of Wealth Creation in MSME

Raising capital is a major challenge for startups in India. Banks in India are averse to lending for
startups in the technology domain and very few startups get venture capital funded. Therefore, in
an effort to provide better access to funding for startups, SEBI had recently proposed a

stock market for startups and SME.
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Funding for MSME

Funding is a major area of concern for startups as it is one of the key requirements for starting up
and running the business. Startups in the manufacturing sector or trading sector can avail startup
bank loan for investment in building, machinery and inventory through term loan or working
capital loans. However, banks do not fund expenses like marketing, research, development, salary,
rent, etc., Hence, companies in the technology industry or services industry often cannot access
bank funding and are forced to bootstrap.

MSME IPO in India
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enterprises to flourish.
Benefits of listing on MSME Exchange

There is no denying that SMEs play a vital role in the growth of an economy both, as a job creator
and a contributor to the national income. This has been recognized by the economies across the
globe leading to construction of the SME Exchanges in various developed and developing
economies.

Firstly, it provides access to capital by equity infusion which is a direct growth driver. The
funds so raised are company's own and the company is at complete liberty to utilize it for any
purpose such as expansion, diversification, acquisition or even loan repayment, all of which leads
to a healthy balance sheet. Once listed, these companies are now well equipped to exploit other
avenues of raising capital such as rights issue, preferential issues, qualified institutions placements
(QIP) and other international fund raising instruments, such as FCCBs, ADRs and GDRs etc.
Banks and financial institutions also prefer to extend finance to listed companies as against unlisted
ones.

Secondly, it simultaneously provides a convenient exit route to private equity investors, stock
option holding employees and other investors, by providing liquidity to these shareholders and
maximizing value. Liquidity in shares also enables the existing shareholders to trade in their own
shares leading to better valuation than through private transactions.


https://www.indiafilings.com/learn/bank-loan-startup-business/
https://www.indiafilings.com/learn/bank-loan-startup-business/

resurgent

Debt | Equity | Advisory | TEV | Training | Wealth

cl

Confederation of Indian Industry

Thirdly, amajor reform lead by listing is good governance. Benefits accrue at the time of listing

as the companies prepare
themselves for this event and
also throughout the life of the
company.

Regulatory  supervision and
governance controls in the form
of routine compliances become a
part of the company's day-to-day
existence. Timely disclosure of
material information not only
leads to improved governance

Valuation challenges in SMEs

In recent times, we have witnessed SME IPOs with a higher
valuation demonstrating a higher demand. Higher valuation is
also closely linked to companies listed peers motivating investors
to pay the same value for stocks in similar industry. Valuation
also depends on the company's financials, profitability and future
prospects in relation to the business for which the price is paid.

With the unrelenting rise in the SME IPOs, a common question
raised is with regard to the valuation of these companies with
many of these companies failing to set the returns chart on fire.
Tightening liquidity and poor operational performance could

but also protects investors'
interest.

shrink the valuation of these companies with the result that many
of these companies fail to reward the investors despite a higher
valuation. Hence, if the IPO is overpriced, chances of making

Fourthly, listing on an SME  gaing are fesser in the long run as compared to the IPOs that are

Exchange enhances the
visibility of these companies,
which would otherwise be lacking due to little or no exposure. As a listed entity, these companies
now have a real platform to showcase themselves, helping them deal directly with their competitors
and simultaneously getting the opportunity to market themselves, thereby creating business
opportunities

Fifthly, the sale of listed securities attracts short term capital gains tax of only 15% and a long
term capital gains of only 10%, making it tax efficient as well, as against sale of shares of an
unlisted company, which attracts tax of 30% short term capital gains and 20% long term capital
gains.

Lastly, a striking feature of listing on an SME Exchange is the advantage of seamlessly
migrating to the main board, i.e. the BSE or the NSE. If the paid-up capital of the company exceeds
Rs.110 crores and is up to Rs.25 crores, a company may transit to the main board.

Challenges faced by startups while listing on SME Exchanges

The challenges faced by startups while listing on SME Exchanges may be attributed to the
struggles of being a startup itself. A slowdown in the growth of SMEs will almost automatically
impact the popularity of an SME listing as a pillar of fund raising. With many roadblocks in their
growth, listing alone cannot ensure success. Moreover, the absence of any benefit or incentive as
a result of listing often fails to motivate the start-ups to list. Many of these startups often lack the
experience and technological capabilities to sail through the whole listing process. These
weaknesses are further deepened due to lack of human resources, preparedness, non-compliances
and a general lack of awareness among the young entrepreneurs about the listing process. Limited
knowledge of the stock markets and listing procedure is a major deterrent for these start-ups who
traditionally have only depended on banks for raising capital.
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Despite measures put in place by the regulator, the outcome is far from satisfactory. Most
MSME'’s perceive the relaxed listing norms to be no less burdensome than listing on the main
board and would rather wait a few more years and get listed on the main board itself. The
exemptions available to the companies listed on the SME Exchange may be miniscule and the fear
of penalties on account of non-compliances could make these companies less keen on listing.

Promotional programmes by the stock exchanges to increase awareness among these
startups could go a long way to overcome many of the challenges discussed above. Secondly,
stock exchanges have to market the SME platform as a product. This can be done through proper
advertisement, both in print as well as through online portals. Currently, there is less media
coverage of SME issues as compared to the main board issuances. Scrips of the SME Exchanges
usually do not find space on many famous capital markets sites. Providing incentives for listing
may also help the growth of these exchanges.

The best possible way to promote the SME Exchange is not just by creating awareness among the
investors or by removing the listing barriers but by creating a knowledge ecosystem for these start-
ups. The stock exchanges could indulge into interactive sessions with these companies which could
help reduce hurdles and provide a much needed impetus to the SME growth story.

Procedure of filing for an IPO with SME Exchanges

Listing requirement for SMEs on
SME Exchanges

Listing procedure...

A company desiring to list on the SME Filling of Offer
. Selection of Marketing Document
platform must first and foremost be a Merchant Strategy with Stock
.. . Banker Exchange &
limited company and have a post issue Others

paid-up capital of not more than
Rs.25,000,000, although companies with
post issue paid-up capital between Capital and " other Allocation
Rs.100,000,000 and Rs.250,000,000 s Satimeis

have an option to list either on the main
board or on the SME platform.

Structuring of Appointment of Issue Launch/

Due Diligence & Listing/Post
Pre-IPO Preparation of listing activities/
preparation Offer Document Market Making ,

To induce companies to list on the SME
platform, the BSE SME and NSE Emerge
have relaxed the listing requirements, compared to that of a main board IPO. The essential
eligibility criteria for companies desiring to list of the SME platform is captured in the following
table:
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Particulars BSE SME MNSE Emerge
Post-Issue Paid-up Capital A minimum of Rs.30,000,000 Not more than Rs.250,000,000
Networth A minimum of Rs.30,000,000 # Positive Networth;

» Earnings before depreciation
and tax from operations should
be positive for at least two

financial years.

Net Tangible Asset A minimum of Rs.30,000,000 NA

Track record The company must have The company or the promoters ar

distributable profits for at least | the promoting company or the

two years out of immediately partnership firm (converted into a
preceding three financial years | company) must have a minimum of
or the net worth must be a three years track record

minimum of Rs.50,000,000

IPO can be a good choice

To overcome this, almost all major capital markets have realized the need for a separate exchange for SME
segment. More than 20 countries operate separate SME bourses. These markets have tried to create a SME
friendly market architecture supported by effective institutions and forging links to policies that foster a
new class of investable equities.

Particulars Main Board SME Platform Recognising this
Post-Issue Paid up Capital Not less than Rs.100,000,000 | Less than Rs.2,500,000 aperture and that SMEs
Underwriting Compulsory, except where 75% | 100% underwritten fetch the major pie of
is allotted to QIBs any country's industrial

Minimum Application Value | Rs.100,000 Between Rs.10,000 to Rs.14,000 activity, the BSE and
x'“:“:a ’i'_'mees L‘;OO ‘ZO — the NSE launched their

arket Making ompulsory for 3 years

Offer Document SEBI Stock Exchanges platf_orm for smz_all and
medium enterprlses to

list on the BSE and the
NSE and later migrate to the main board of the BSE and NSE without the need to make an initial public
offering. The BSE SME and NSE Emerge are a new source for SME IPOs and provide a listing opportunity
to the SMEs with minimum compliances and cost compared to the main board. SMEs are spread across
divers sectors and are fast emerging as an alternate asset class for investors.
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Mitigating Risks in MSME's: Benefits
of Insurance

Insurance is one of the most important factor for any MSME. Small and Medium Enterprises
(SMEs) play a vital role in the growth of the Indian economy, by contributing 45% of the industrial
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output, 40% of exports, 42 million in employment and creating one million jobs every year. Many
SMEs tend to be entrepreneurial ventures where the promoter has either invested his/her savings
or borrowed money to start a new venture.

Now, risk is inherent in our lives, but SMEs are especially vulnerable to risks that threaten the
dream venture that they have worked so hard to build. Naturally, with the stakes being so high,
insurance is a prudent way to limit liabilities in the event of damage to assets, property and
business. For SMEs, it could be the key to survival.

However, SME Insurance in India is a highly underpenetrated market especially in the non-
mandatory segments. Even today, among large sections of the population, the perception is that
insurance means either life insurance or health insurance. The fact is that insurance covers anything
and everything under the sun, and is even customised to fit the specific requirements of offices,
industries, shops, small businesses, agriculture etc.

Only 10% of employees of SMEs have health cover, and only 0.1% of other core property risks
like fire, marine etc. are covered. A lack of awareness, coupled with thin margins, makes insurance
a low priority and so it is often neglected by SMEs. Most of them, especially in the micro and
small enterprise segments, lag behind corporates on usage of safety practices and equipment. They
run huge risks of fire and workplace-related accidents, besides floods during the rainy season.
These risks have the potential to cripple their business.

Now, with banks putting a collateral condition to have adequate protection for getting funds, more
SMEs are coming forward to take an insurance policy. While awareness levels are increasing, it
does not always translate to penetration due to a vicious cycle of mistrust. The fund-strapped SME
segment often ends up with partial cover just to meet the requirements of lenders. This eventually
leads to a poor claims experience and a lack of perceived value (no money back on claim) which
is the primary reason for lower penetration.

SME insurance cover is now seeing a rise in India, with respect to the products offered and the
companies that offer these products. An SME Package cover gives the flexibility to combine
covers of one's choice in a single policy. The standard package policies include cover from fire
and natural perils and burglary coverage. However, the sector has still not adequately met the need
for more tailored and customized products for the SME segment.

Importance of Insurance

Safeguarding Assets: It is a crime not to protect your assets as an entrepreneur. If you can pay for
security guards to protect your physical assets at your business premises why can’t you do same
for the intangibles and for hidden dangers? Small business insurance is likened to the invisibles
that you only see in action when things go wrong.
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Gives Associates Confidence: Suppliers and big time customers tend to have this confidence in
your entity when you have a kind of policy that takes care of the unexpected. You will be seen as
a core professional when they know you are conscious of uncertainties.

Covers a Company from Employee Action: There are times when things happen to employees
like work place accident. A small business that does not have a small business insurance cover
would end up paying huge medical bills and could even result in fine. By no means am | saying
that insurance cover is a substitute for work place health and safety but it gives that extra bit of
peace of mind that you got your back covered for anything.

Meets Legal Requirement: A small business that is required by any law to have small business
insurance will be saving on legal costs by having one. The importance of small business
insurance to a small business goes beyond being compliant as it helps boost the reputation of the
enterprise.

Improves Internal Control Systems: Small businesses are forced into setting up an internal
control system if they don’t already have one when they apply to take up small business insurance.
The reason for this varies ranging from the desire to get cheap small business insurance to meeting
the contractual agreement in the policy.

Types of Business Insurance

Property Cover

Property insurance offers you protection against risks to your business property. This includes not
just your premises (office, shop, building, factory, etc.) but also the assets and equipment,
machinery, appliances, etc. that you have within. The risks that are typically covered under this
policy include fire, earthquakes, flooding, burglaries, theft and vandalism, mechanical and
electrical failure, property loss due to accidents, etc.

Note that insurance cover for equipment and machinery failure does not include wear and tear, and
loss of functionality after extensive usage over time. You may also seek cover for loss of income
due to business disruption, and also loss on account of employee actions/malfeasance, dishonest
actions, etc.

Legal Liability

This type of business insurance provides you cover against legal liabilities arising due to personal
injury and/or losses caused to employees, customers, business partners and other third-parties. This
may cover accidents that occur on the premises, as well as incidents arising out of the use of the
business products and/or services.

Note that it’s important to ensure that your business insurance covers all your liability towards
employees as per the Fatal Accidents Act 1855 and the Workmen’s Compensation Act 1923.


https://www.accountantnextdoor.com/what-is-internal-controls-meaning-and-objectives/
https://www.accountantnextdoor.com/what-is-internal-controls-meaning-and-objectives/
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Commercial Vehicles

This is the only type of insurance that is mandatory in India. You have to get vehicle insurance
anyway, so it makes sense to get commercial vehicle insurance and extend the coverage you get
to:

vehicle damage;

third-party property damage;

e third party injury or death;

e personal accident coverage for employees and passengers;
o legal liability cover for employees using the vehicle; and
e property insurance for goods being transported.

A lot of this is not covered under your personal vehicle insurance policy.

Types of Business Insurance Packages

You don’t have to pick and choose specific types of business insurance, because most insurers
offer packages that include all or most of the above. For instance, Bharti AXA has different SME
Insurance policy packages for shops, offices and other businesses. Their Smart plan Office package
provides comprehensive coverage in 13 sections for office premises, including property damage,
legal liability and personal accidents. You can buy protection up to a maximum of Rs. 15 crores
in sum insured for property damage. Their Smart plan Shop package likewise offers coverage for
12 sections, with a maximum sum insured of Rs. 5 crores.

Highlights

e Banks also offers an insurance package for SMEs that covers material damage, business
interruption, public liability, personal accidents, and workmen’s compensation.

¢ Insurance companies has a standard SME package that includes all the common insurance
requirements that small and medium scale businesses in India have. Their cover includes
loss and damages caused by fire, lightning, aircraft, riots and malicious damage, storms
and flooding, damages and loss of business property caused by vehicles, etc. You can
optionally add coverage for burglary, public liability, personal accident, machinery
breakdown, etc.

e You can get business insurance quotes online from these and other insurers, or just call
them or fill up an online form stating your requirements. Either way, it is advisable to
compare insurance quotes from at least 3-5 different insurers before you buy business
insurance.



Notes
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Resurgent India is a full service a growing Investment Bank and a SEBI registered Category | Merchant
Bank. We are also a certified company under ISO 9001:2015. We offer services in the lines of Mergers &
Acquisitions, Private Equity, Debt Solutions, Structured Finance, Capital Market Solutions, Transaction
Advisory, Valuations, Enterprise Risk and Tax Services, Training etc.

We advise clientsin all aspects of finance and our expertise lies in the areas of debt, equity and transaction
advisory. The firm rests on its strong and professional leadership that has an in-depth understanding of
key business drivers. Our management excels in domain knowledge, capital syndication alternatives with
remarkable transaction execution capabilities and have established network with leading private equity
funds, banks & financial institutions. Strong research focus to ideate several cross border opportunities is
one of the core strength and being empanelled for TEV Studies with 21 Public Sector Banks, We have a pan
India presence with offices in Gurgaon, Delhi, Mumbai, Kolkata, Bengaluru and Jaipur

We offer independent advice on debt & capital raising, mergers & acquisition, financial reconstructing,
valuation and due diligence for our clients.
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The Confederation of Indian Industry (Cll) works to create and sustain an environment conducive
to the development of India, partnering industry, Government, and civil society, through advisory
and consultative processes.

Cllis a non-government, not-for-profit, industry-led and industry-managed organization, playing a
proactive role in India's development process. Founded in 1895, India's premier business
association has around 9000 members, from the private as well as public sectors, including SMEs
and MNCs, and an indirect membership of over 300,000 enterprises from around 276 national and
regional sectoralindustry bodies.

Cll charts change by working closely with Government on policy issues, interfacing with thought
leaders, and enhancing efficiency, competitiveness and business opportunities for industry
through a range of specialized services and strategic global linkages. It also provides a platform for
consensus-building and networking on key issues.

Extending its agenda beyond business, Cll assists industry to identify and execute corporate
citizenship programmes. Partnerships with civil society organizations carry forward corporate
initiatives for integrated and inclusive development across diverse domains including affirmative
action, healthcare, education, livelihood, diversity management, skill development,
empowerment of women, and water, to name a few.

India is now set to become a USS 5 trillion economy in the next five years and Indian industry will
remain the principal growth engine for achieving this target. With the theme for 2019-20 as
‘Competitiveness of India Inc - India@75: Forging Ahead’, Cll will focus on five priority areas which
would enable the country to stay on a solid growth track. These are - employment generation,
rural-urban connect, energy security, environmental sustainability and governance.

With 66 offices, including 9 Centres of Excellence, in India, and 10 overseas offices in Australia,
China, Egypt, France, Germany, Singapore, South Africa, UAE, UK, and USA, as well as institutional
partnerships with 355 counterpart organizations in 126 countries, Cll serves as a reference point
for Indianindustry and the international business community.

Confederation of Indian Industry
The Mantosh Sondhi Centre
23, Institutional Area, Lodi Road, New Delhi— 110 003 (India)
T: 91 11 45771000 / 24629994-7 » F: 91 11 24626149
E: info@cii.in ® W: www.cii.in

Follow us on :
cii.in/ffacebook cii.in/twitter cii.in/linkedin cii.in/lyoutube

Reach us via our Membership Helpline: 00-91-124-4592966 / 00-91-99104 46244

Cll Helpline Toll Free Number: 1800-103-1244
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