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Dear Sir,

v /Sub: Kfin Technologies Limited 3 YT<faes Steiwew & wHia & daw  ersimw /
Clarifications on the DRHP of Kfin Technologies Limited
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in receipt of Draft Red Herring Prospectus (DRHP) of the captioned company forwarded to us
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In this regard, please provide the clarifications as mentioned at Annexure A.
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Annexure A

Clarifications sought on the DRHP of Kfin Technologies Limited

With reference to the Draft Red Herring Prospectus of captioned IPO filed with SEBI, you are
advised to clarify the following points:

General Clarifications:

1. LM is advised to examine the applicability of SEBI (Issuing Observations on Draft Offer
Documents Pending Regulatory Actions) Otder, 2020, dated Feb 05, 2020, to the DRHP of
Issuer Company and confirm whether the said general order is applicable to the instant
public issue/DRHP. LM is further advised to provide a para-wise reply on the applicability
of afotesaid order.

2. LMis advised to submit whether there has been any instance of issuance of equity shares in
the past by the issuer Company, the Group Companies or entities forming part of the
Promoter Group to mote than 49 investors in violation of:

a)  Section 67(3) of Companies Act, 1956; ot

b)  Relevant section(s) of Companies Act, 2013, including Section 42 and the rules
notifted thereundert; or

¢)  The SEBI Regulations; or

d) The SEBI (Disclosure and Investor Protection) Guidelines, 2000, as applicable.
3. ‘The names of the following entity/petson has appeared in the SEBI ATR database. LM 1s

advised to confirm whether the aforesaid entities are associated with the issuer company in
any manner. If yes, please provide us with current status and your comments, if any.

W [ Entity/Person | +Z: ¢ Name l

1. Kfin Kfintech P Ltd. Administrative
Technologies warning
Limited

2% Kfin Inspection of Karvy Fintech Private |Adjudication
Technologies Limited (30-Dec-20)
Limited

3. Kfin Inspection of Kl‘intech Administrative
Technologies warning
Limited

4. Kfin Inspection of KFin Technologies Private | Deficiency and
Technologies LImited advise
Limited 1

\;’\
i
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5. Kfin Kfintech P Ltd. Administrative
Technologies warning (23-
Limited Dec-21)
6. Ajit Kumar Examination of activities of |11B (7-Dec-20)
M/s.Eprofitzone Fincap Consultant
(PAN Private  Limited as  Unregistered
DBVPK6391D) | Investment Advisor
7. IIFL Wealth | NSEL - ARCL, IICL, MOBCIL and [Enquiry (19-Jul-
Management PCIPL 17)
Ltd.
8. ITFL Wealth | Investigation in the trading activities of | Adjudication
Managemment certain entities in the scrip of Alkem | (04-Mar-21)
Ltd. Laboratories Ltd.

Specific Clarifications:

4. LM is advised to disclose on the cover page that the company was formetly known as “Karvy
Fintech Private Limited”.

5. It may be noted that Clause 24 (3) of SEBI (ICDR) Regulations, 2018, requires that the LM
shall exercise due diligence and satisfy himself about all aspects of the issue including the
veracity and adequacy of disclosure in the draft offer document and the offer document. LM
is advised that the DRHP shall not contain any information where no responsibility is taken
by the LM o the Issuer Company/ Expert. The Issuer Company /LM shall ensure that the
“Industry Ovetview” section represents a fair and true view of the comparable industry
scenatio and the same is neither exaggerated nor any underlying assumptions have been
omitted for investors to make an informed decision.

6. At all relevant sections of the Offer Document where the report has been mentioned, it
needs to be disclosed that the industry report has been exclusively prepared for the purpose
of the Issue, and is cotnmissioned and paid-for by the Issuer. The date of appointment of
the provider of the industry report and the date of the report to be clearly disclosed. Also
disclose whether the provider of the industry report is in any way related to the Issuer/ its
directors/ promoters. Furthet, such repott shall be patt of material documents available for

Inspection.

7. I.M is advised to ensure that at all places, where the Industry Report has been mentioned,
such report to be provided in bibliography / or as weblink.

8. Page No. 21 - It is disclosed that this DRHP contains certain ‘““forward-looking
statements”. It may be noted that SIEBI (ICIDR) Regulations, 2018 states that the offer
document should not make any forward looking statements that cannot be substantiated. In_,

B
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view of the same, LM is advised to confirm and explain compliance with aforesaid provision
with respect to all such forward looking statements made in the DRHP.

Contmuatlon

Offer Document Summary:

a) Summary of Qutstanding Litigation and Material Developments: LM is advised to
disclose in brief, details of ctiminal litigations by CBI and ED against the company and
further disclose that the impact of such pending proceedings is not ascertainable and has
not been quantified in monetary terms.

b) Summary of RPT: LM is advised to disclose the date/petiod till which related party
transactions have been undertaken by the company with Karvy Stock Broking Limited
(KSBL), Karvy Data Management Services Limited (IKIDMSL) and Compar Estates and
Agencies Private Limited.

Risk Factors:
2) LM is advised to rearrange the risk factors based on materality.

b) Risk Factor 2: LM is advised to disclose the impact of COVID-19 in quantifiable terms.
LM is advised to quantify reduction in investment in funds and Average Assets Under
Management (AAUM) and resultant impact on the company.

¢) Risk Factor 3:

e M is advised to disclose financial data in a tabular form. Further, disclose change
in AAUM along with corresponding change in revenues, and revenues as a
percentage of AAUM for the last three financial years and the stub petiod.

o In respect of factors causing AAUM decline, LM is advised to disclose financial
impact in case of past instances, if any, for the last three financial years and the
stub period.

d) Risk Factor 4: LM is advised to disclose percentage of revenues derived from domestic
mutual fund business, percentage matket share for the same and trends for the domestic
mutual fund operations business and other business.

e) Risk Factor 5: LM is advised to disclose percentage revenue earned from top 5 or 10
clients to depict concentration of revenue from them in the heading and explanation.
Trurther, in the table disclosing revenues from clients with more than 10% contribution,
1.M is advised to disclose the business vertical to which such customers belong,

f) Risk Factor 6: 1.M is advised to disclose past instances of liabilities in respect of
indemnity provided to clients and any adverse findings with regard to inspection/ audit
by clients for the last three financial years and the stub period.
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g) Risk Factor 7: LM is advised to disclose past instances wherein clients were subjected
to losses including censures, fines, or other sanctions and extent of liability of the
company during the last three financial years and the stub period.

Contmuatlon

h) Risk Factor 8: LM is advised to disclose past instances of claims pursued against the
company in respect of deficiencies associated with its services during the last three
financial years and the stub period.

1) Risk Factor 9: LM is advised to disclose total employee costs as a percentage of
Revenues for the last three financial years and the stub period.

i) Risk Factor 10: LM is advised to move the Risk Factor to top 5 and disclose in brief
details of outstanding legal proceedings filed by CBI, ED, and PFRDA and disclose the

impact of such proceedings, in monetary terms or otherwise, to the extent ascertainable
and if not, disclose that impact, if any, has not been accounted for by the company.

k) Risk Factor 11:

¢ LM is advised to move it to Risk Factor 1 and disclose in the heading and
explanation that the company’s erstwhile promoters are subject to ongoing
investigations by enforcement agencies, including the Enforcement Directorate
and the outcome of such investigations may adversely impact the company and
the market price of the equity shares of the company.

o LM is advised to disclose details of lenders to whom Kfin subject shares have
been pledged and date of creation of such pledge/encumbrance.

c) Risk Factor 12: LM is advised to move the Risk factor to top 10 and confirm that all

material observations made by regulatory authorities pursuant to any action have been
disclosed.

d) Risk Factor 13: I.M is advised to confirm that all material enforcement actions and
penalties imposed on the company have been disclosed.

¢) Risk Factor 14: LM is advised to disclose details of any material registrations and
licenses that may be due for renewal or expiry in the next three financial years.

f) Risk Factor 15: LM is advised to explain as to whether the fraud pertaining to Yes Bank
and IDFC is an employee fraud and is relevantly placed according to the heading of the
Risk factor. If not, 1.M is advised to make the disclosure in relevant Risk factor along
with the disclosure that the case is outstanding with CBI and EDD.

¢ Risk Factor 16: 1.M is advised to move the Risk factor to top 10 and quantify impact of
the same, to the extent ascertainable.

.
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k) Risk Factor 17: LM is advised to disclose in brief nature of solutions and setvices
offered outside India and quantify impact on operating profits due to changes in
international markets.

Contmuatlon

) Risk Factor 18: LM is advised to disclose revenue break-up from issuer solutions
business to demonstrate impact of seasonality for the last three financial years and the
stub petiod.

i) Risk Factor 20:
e 1.Mis advised to move the Risk factor to Top 12.

¢ 1M isadvised to disclose measures taken to ensure disaster recovery and business
continuity plans are successful in the event of a disaster and details of location,
handling of data, etc. w.r.t. off-site backup facilities.

e LM is advised to disclose details of location of middle offices, back offices and
branches and their concentration in the southern regions of India.

i) Risk Factor 21
o LM is advised to move the Risk factor to Top 12.

e LM is advised to disclose location of data centers globally and in India, details
of regulations applicable and compliance requirements in respect of data
protection/retention/transfer norms.

e .M is advised to disclose who controls the data center facilities and liabilities in
case of loss/ theft/ misuse of such data.

m) Risk Factor 22: LM is advised to disclose if any acquisitions, investments, etc. as stated
have been undertaken by the company in the last three financial years and its impact on
operations.

n) Risk Factor 25: LM is advised to disclose in a tabular format details of all facilities
leased/ licensed, lessor details, tenure, lease rent, whether agreement registered and
stamped, whether lessor/ licensee is a related patty, etc.

o) Risk Factor 29: LM is advised to disclose the following with respect to Related Party
Transactions (RP's):

a. Confirm whether all RP'I's are done on arm’s length basis;
Whether transfer pricing audit has been conducted for RP'I's;

¢. Confirm whether RIT's taken together for last three fiscal year is more than 10%
(for all 3 FYs) of the total transactions of similar nature.

\S
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d. If anyloan/advances given by issuer/subsidiaries to related parties and guarantees
given/securities provided to related parties, mention Risk Factor on
recoverability/ any default in the past and its effect on the financials of the
issuer/subsidiaties.

e. Further, disclose any violation w.r.t. RPTs under Companies act or Income Tax
Act.

p) Risk Factor 34: LM is advised to disclose insurance coverage as a percentage of total
assets and industry benchmark for the same for the last three financial years and the stub
petiod.

q) Risk Factor 37: LM is advised to move the Risk factor to Top 20 and disclose amount
involved in the dispute with Past client, provisions made in respect of potential claims by
the Past client and how the stated amount is proposed to be recovered. Further, disclose
emphasis of matter related to goodwill amortization.

1} Risk Factor 39: LM is advised to disclose financial and operational impact of the data
protection policies on the company.

s) Risk Factor 40: LM is advised to quantify impact of such laws and regulations on the
company in financial terms.

t) Risk Factor 41: LM is advised to disclose past instances, if any, and impact in the last
three financial years and the stub period.

u) Risk Factor 42: .M is advised to disclose details of objections, if any, raised in respect
of the pending trademark applications.

11. Capital Structure;

e LM is advised to disclose in detail reasons and rationale for issue of Non-convertible
redeemable preference shares to Adhiraj Parathasarthy and that the same are not
subject to attachment by the Enforcement Directorate (ED) as per its provisional
attachment order or any other encumbrances. Further, confirm that all material
terms in respect of such issue of preference shares have been disclosed. (Page 82)

s LM is advised to disclose details of encumbrances in favor of certain lenders of the
CP group (Page 89)

* 1M is advised to confirm whether intimation to ED in respect of allotment of
preference shares to Adhiraj Parathasarthy is included in the list of material
documents available for mnspection.

3
12. Basis for Offer Price:
0 A\
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* LM is advised to te-examine the qualitative factors and ensure that it does not
contain adjectives not supported by facts.(Page 110)

* LM is advised to disclose statistics to substantiate “Asser-light business model with
recurring revenue model, high operating leverage, profitability and cash generation”.

¢ LM is advised to disclose difference in revenue streams and business segments of
CAMS in comparison to the company in notes to table given on Page 112.

* LM is advised to disclose the key performance indicators (KPIs) of the business of
the Issuer Company that have been consideted/have a beating for arriving at the
basis of offer price. Further, LM is advised to make the following disclosures in
respect of KPIs:

© Provide disclosure on appropriate KPIs for this section, why they are
material to understand the business of the Issuer Company and how they
have been used by the management historically to analyse, track or monitor
the operational and/or financial petformance of the issuet company.

o Provide explanation regarding how KPIs contribute to form basis for offer
price.

o Issuer Company shall disclose all material KPIs that have been shared with
any pre-IPO investor at any point in the three years prior to IPO [DRHP
filing].

o KPIs stated by Issuer Company shall be described and defined clearly,
consistently and precisely and should not be misleading.

o Compatison of KPIs over time to be explained based on additions or
dispositions to the business, if any. For e.g, in case the Issuer Company has
undertaken a material acquisition or disposition for the periods that are covered by the
KPIs, the KPIs should reflect that and explain.

o For KPIs disclosed by the Issuer Company, comparison with Indian peer
companies may be provided. Where Issuer Company does not have any
comparable Indian listed peers, comparison of key accounting ratios of the
Issuer Company with global peers, as relevant and applicable (where ever
available), for the most recent full vear and interim period, may be disclosed,
together with the source of information (if one to one comparison is not
possible appropuiate notes to explain the differences may be included). Key
acconnting ratios as covered under para 9(k) of Schedute 1°1 of ICDR or key KPls, and
any differences in definition with the peers (if any).; '

25 O‘j’
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o Al KPIs to be certified / audited by statutory auditors/ Independent peet-
reviewed Chartered Accountant.

Contmuatlon

13. Industry Ovetview:

e LM is advised to te-examine and ensure supetlatives are used only where the same
can be substantiated by facts.

e LM is advised to provide updated data wherever applicable.

e Inreference to historical AUM growth, LM is advised to disclose impact of COVID-
19 on the AUM ie. pre-COVID and post-COVID AUM. (Page 136)

e LM is advised to disclose impact of COVID-19 on the AUM in Southeast Asia and
Hong Kong. (Page 149)

e LM is advised to explain as to why CAMS, also registered as a Central Recordkeeping
Agency (CRA) with PFRDA is not disclosed as a peer and comparison in respect of
the same is not provided. (Page 174)

e 1M is advised to disclosc peer comparison for CRA business, International investor
solutions and Global business setvices. (Page 184)

14. OQOur Business:

LM is advised to disclose/modify the following:

a) LM is advised to re-examine and ensure supetlatives are used only whete the same
can be substantiated by facts.

b) Disclose data in a tabular format whetever it pertains to multiple yeats or multiple
segments.

¢) LM is advised to also disclose details of business wise top 5 clients in terms of

percentage revenue earned from them and duration of relationship/ association with
them. (Page 196 and 203)

d) LM is advised to disclose in a tabular format, market share of the company in respect

of each of its business vertical.

e) LM is advised to disclose revenue from various business verticals as a percentage of
total revenue from operations. (Page 195) \

‘%
Vv
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f) LM is advised to explain reasons for decreasing Asset turnover from FY 2019-20 to
FY 2020-21 and for the period ending December 31, 2021.

Contmuahon

g) LM is advised to explain how Gross margin, operating EBITDA margin and (net)
Profit margin is computed and disclose the same in brief in notes to the table on
page 204.

h) LM is advised to disclose in a tabular format details of all properties leased/ owned
and in case property is leased, disclose details of lessor, lease tenure, lease rent,
whether lessor is a related party, whether lease deed is adequately
stamped/registered. (Page 221)

15. History and Certain Corporate Matters:

¢ LM is advised that it is categortically disclosed that none of the special rights available
to the Promoters / Shareholders (except for nominee/nomination rights and
information rights) would sutvive post listing of the Equity Shares of the Company
and same shall cease to exist or shall expite / waived off immediately before or on
the date shares are allotted to public shareholders in IPO, without requiring any
furthet action.

e 1M is advised to make disclosures if special rights for nominee/nomination rights
and information rights are available to certain Promoters / Shareholders that would
continue post listing and if yes, then details of the same may be clearly disclosed.

e Further, LM shall specifically disclose that special rights, post listing shall be subject
to apptroval of the Shareholders by way of a special resolution, in the first general
meeting of the Company held post listing of the Equity Shares.

e LM is advised to ensure that special rights which will continue post listing are not
prejudicial or advetse to the interest of the minority / public shareholders.

® LM is advised that inter-se agreements/ arrangements between the shareholders are
disclosed.

e LM is advised that a categotical statement from the Issuer Company/ Promoters /
Shareholders, may be provided that there are no other inter-se agreements /
arrangements and clauses / covenants which are material and which needs to be
disclosed and that there are no other clauses / covenants which are adverse / pre-
judicial to the interest of the minority / public shareholders. Also that there are no
other agreements, deed of assignments, acquisition agreements, SH.\, inter-se
agreements, agreements of like nature other than disclosed in the DRHP

M
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* Further, the 1.Ms shall also confirm to SEBI that they have gone through the inter-
se agreements/ arrangements, if any, as disclosed in the DRHP and they also do not

Contmuatmn

see any clauses / covenants which are material and need to be disclosed, which have
not been disclosed and that there are no other clauses / covenants which are adverse
/ pre-judicial to the interest of the minotity / public shareholders.

e LM is advised to disclose all material facts in the SHA/ Scheme of amalgamation
pertaining to liabilities in respect of pending litigations against KCPL/ any other
entity related directly/inditectly to Katvy group. (Page 232)

e LM is advised to disclose details of amendments/ supporting shareholder
agreements entered into in respect of Equity shares of the company. Further, disclose
history and rationale along with all material facts with regard to allotment of non-
convettible redeemable preference shares to Adhiraj Parthasarthy on October 25,
2021.

16. Qur Management:

s M is advised to elaborate reasons for resignation of Director, Vishesh Tayal in July,
2020. (Page 246)

17. Financial Information:

o 1M is advised to explain “the company will initiale proceedings against the concerned parties,
including certain minority shareholders, for recovery of the amount paid and payable by the

company. .. (Page 271)

e IM is advised to explain teasons for decrease in its working capital requirement from
FY 2019 to FY 2020 and increase in FY 2021. (Page 244)

18. Management’s Discussion and Analysis of financial condition and results of
operations:

e LM is advised to disclose data pertaining to multiple years in a tabular format
wherever applicable.
19. Legal and Other Information:

e LM is advised to disclose the demand involved in tax proceedings m relation to
goodwill. (Page 407)

20. Offer Related Information:

¢ 1M is advised to remove content of similar nature, if any, from all section(s) of
DRHP. v

7 3
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“None among our company, the selling shareholders or any member of the Syndicate shall be liable
for any failure in (i) uploading the bids due to fanlts in any software/ hardware system or otherwise;
or (1i) the blocking of Bid Amount in the ASBA Account on receipt of instructions from the
Sponsor Bank on account of any errors, omissions or non-compliance by various parties involved in,

Contmuatlon

or any other fault, malfunctioning or breakdown in, or otherwise, in the UPI Mechanism”.
21. Miscellaneous:

a) Any risk on pricing of the issue / basis of issue price, track record of BRLMs, average
cost of acquisition of shares by selling shareholders etc. which is proposed to be
included in the issue advertisement may be submitted.

b) LM is advised to ensure following disclosures in the Issue advertisement for
announcement of Price Band and all further advertisements as a box item below the

price band:
"Risks to Investors:

12)  The [to be disclosed] Merchant Bankers associated with the issue have handled
{to be disclosed] public issues in the past three years out of which [to be
disclosed] issues closed below the issue price on listing date.”

ib)  Any adverse data/ noting in the basis for issue price should be disclosed. For
example:

*  “The Price/Earnings ratio based on diluted EPS for [latest full financial
year| for the issuer at the upper end of the Price band is as high as [to be

disclosed] as compared to the average industry peer group PE ratio of [to
be disclosed].”

" “Average cost of acquisition of equity shares for the selling shareholders in
IPO is [to be disclosed] and offer price at upper end of the ptice band is
[to be disclosed].”

» “Weighted Average Return on Net Worth for [last three full financial years]
is [to be disclosed] %.”

¢} LM is advised that Market Value at Issue Price to Total Tumover and P.E. Ratio at
issue price can be added in Price Advertisement.

d) ‘The portion pertaining to “Risks to Investors” shall constitute at least 33 o of the price

band advertisement space.

¢) The nisks to investors shall include weighted average cost of acquisition of all shares
transacted in last 3 years and 1 vear, from the date of RHP, in the following format:

%{q}’ SA
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Period Weighted [Cap Price is X’ Range of
Average Cost of [times the Weighted | acquisition
Acquisition (in |[Average Cost of price: Lowest Price
Rs.) Acquisition - Highest Price (in
Rs.)
Last 1 year
Last 3 yeats

f) The font size for price band and “Risk to investors” should be increased to match the
font of BID/Offer Programme.

g) Matters related to ASBA and UPI may be brought subsequent to Price Band, Risks to
Investots, Bid/ Offer Programme and other offer details, and can be of smaller font.

h) ‘The pottion pertaining to “BRLMs” shall not constitute more than 10% of the price
band advertisement space.

The data on above disclosures shall be updated and disclosed prominently (in the same
font size as the price band) in advertisements of Price Band and all further
advertisements, website of the company and the stock exchange. Further, any adverse
ratio / data in basis for issue price should also be disclosed. LM shall submit the draft
advertisement for announcement of Price Band with SEBI before its publication in the
newspapets for our comments. \

A
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