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About Corporate Professionals

Corporate Professionals (CP) is a group of dedicated, research oriented, and skilled
professionals delivering innovative corporate business solutions through an integrated
model of legal, techno-legal and financial consulting services since 2003.

Within the group, there are boutique advisory, consulting, and law firms that provide high-
quality services in Company Law, Insolvency Law, Securities Laws & FEMA, Corporate
Restructuring, Corporate Taxation, Domestic and Global Business Setup, Compliance
Management, Documentation and Regulatory Approvals.

The Group offers Investment Banking, Transaction Advisory, Corporate Funding, Valuation,
and Business Modelling services through Corporate Professionals Capital Private Limited, a
SEBI Registered (Category-I) Merchant Banker and Corporate Professionals Valuation
Services Pvt. Ltd., India’s 6th IBBI registered Valuer Entity.

With a focus on providing holistic, efficient, and cost effective solutions, the Group integrates
its knowledge and expertise with Information Technology. The Group has extensive
experience in handling complex transactions and has successfully completed over 15,000
assignments for more than 1,200 Corporate Houses, including PSUs, MNCs, Foreign
Subsidiaries, Startups and 750 listed companies. The team maintains a high level of integrity,
professional ethics, and confidentiality in all client interactions and assignments.

CP has a Research wing that carries out research on contemporary and emerging issues and
actively engages in knowledge sharing by hosting free webinars every Friday and by
providing updates on legal and regulatory matters along with detailed analysis and
implications through its real-time Newswires and monthly bulletin CP Connect. CP has also
emerged as a leader in bringing out up-to-date books on Company Law, IBC, and Valuation.
Its publication Companies Act, 2013 and Rules and Forms has been the best seller on the
subject.

OUR SERVICES AT A GLANCE:

Transaction Advisory
Services

Legal and Regulatory Services | Investment Banking

Strategic Advisory

e Mergers and Acquisitions | e

e Valuation & Biz Modelling

e ESOP  Advisory and
Management

e Capital Market Services

¢ Insolvency Resolution

Services

Company Law Advisory & | e

Secretarial Services
Securities Law Advisory
Insider Law Services
Forex Law Advisory
NBFC & Fintech Advisory
Tax Law Advisory

India Entry Services &
Business Setup

Global Business Setup

and Business
Planning

e Deal Advisory
Services

e Corporate Funding
e PO Advisory
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e Corporate Litigation &

Representations

e Risk, Assurance & Due
Diligence

e Corporate/ Commercial

Documentation & Drafting

e Sustainability and ESG
Reporting Services

OUR PRODUCTS

Our Products provide Customized Solutions and are designed specially to cater to variety of
subjects, laws and processes to meet different requirements of corporates in one go. The
innovative and specialized products offer multiple solutions for different needs. It is our USP
to provide comprehensive services to fulfill the stated and unstated needs of our clients with
our unique products.

CORPORATE VALUE ENHANCER

(Unlocking your hidden treasures)

CORPORATE INVESTMENT PROTECTOR

(Assess, Scan, Excavate)

CORPORATE GOVERNANCE MENTOR

(Creating Value through Governance)

OUR IT BASED PRODUCTS

INSILYSIS

(A Digital Solution to Insider Law Compliance)

ESOP GUARDIAN

(All about ESOP Management & Cap Table)

COMPSURE

(Stay Compliant.....)

COMPANY WIKI

(Empowering through Information)

OUR MOBILE APP (Companies Act at your Fingertips)

Companies
Act.in
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OUR TECHNO LEGAL OUR PUBLICATIONS (Books)
VENTURES
¢ www.companiesact.in e Hand Book on SEBI (LODR) Regulations,
e www.corporatevaluations.in 2015 (2024 Edition)
o  www.dealdbusiness.in e Companies Act 2013 along with Rules &
o  www.femaindia.in Forms (17th Edition- March, 2024) - A Best

e www.startBizindia.in seller on Companies Act 2013

e Company Law Ready Referencer (2nd
Edition- June, 2023)

e Hand Book of Company Law Procedures
(04th Edition- October, 2022)

e Compendium on The Insolvency and
Bankruptcy Code, 2016 (04th Edition-
January, 2022)

e Merger and Amalgamation of Government
Companies (Edition - 2020)

e DBusiness Valuation in India - beyond the
numbers (Edition- 2019)

e Companies Act 2013 - An Integrated Section
wise approach (Edition- 2016)

¢ India Business Set-up Guide

e GSEBI Takeover Code - Compendium of
Queries

e SEBI Takeover Code —Compendium of Open
Offer

e Depositories Law, Practice & Procedures

KNOWLEDGE SHARING

Weekly Webinars

CP’s commitment to knowledge dissemination is evident through its notable initiative - free
webinars held every Friday. These webinars, numbering over 175 held over four years and
continuing, provide a platform for experts to share insights on pertinent issues, fostering a
community of learning and facilitating the exchange of ideas among professionals.

Real-Time Updates

In the fast-paced world of legal and regulatory matters, CP distinguishes itself by providing
real-time updates through its Newswires. These updates offer a comprehensive overview of
the latest developments, keeping clients and practitioners well-informed and equipped to
navigate the evolving landscape.

CP Connect- Monthly Bulletin

CP Connect, the monthly bulletin, serves as a digest of legal and regulatory updates,
compliance calendar, articles, etc. It is a valuable resource for professionals seeking a deeper
understanding of the implications of changes within the legal framework.
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Dealwire

In pursuit of business expansion and diversification, CP’s inorganic growth strategy emerges
through Dealwire, a bulletin issued periodically. It meticulously outlines prevailing buy-sell
deals in the market, providing invaluable insights for informed decision-making.

Quarterly Compliance Manual

Objective of issuance of Quarterly Compliance Manual is to provide our clients and other
stakeholders, a clear chronology of upcoming compliances for the ensuring quarter, ensuring
that they stay compliant and fully aligned with the latest regulatory requirements. It also
offers a comprehensive and up-to-date understanding of all the regulatory updates, that had
arisen during the last quarter.

We can be contacted at:

D 28 South Extension Part-I

New Delhi 110049

+91 11 40622200
www.corporateprofessionals.com

Contact Persons
The following persons may be contacted to know more about our services and products:

Founder

Pavan Kumar Vijay
+ 91 9810032568
pkvijay@indiacp.com

Partners & Departmental Heads

Ms. Anjali Aggarwal Mr. Ankit Singhi Mr. Manoj Kumar
+91 9971673336 +91 9910888952 +91 9910688433
anjali@indiacp.com ankit@indiacp.com manoj@indiacp.com

Ms. Mohini Varshney Mr. Sanchit Vijay
+91 9971673332 +91 9899636864
mohini@indiacp.com sanchit@indiacp.com
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Foreword

Valuation and the Public Trust

Valuation is an integral part of global commerce. An efficient global economy creates a wide
range of opportunities for both investors and for the companies in which they invest. One
type of opportunity enhanced by an efficient global economy is the ability for a company to
make strategic acquisition of another company. Valuation is a vital part of well-functioning
financial markets which promotes these opportunities.

The acquisition process (or in accounting terminology, a business combination) has many
valuation components. The acquisition price itself typically involves an estimate of the
entity’s value. Valuation are sometimes used to determine the tax consequences of certain
transactions. Accounting standards for business combinations require the valuation of
acquired assets and liabilities using a fair value standard of measurement to report the
financial consequences of the acquisition to their investors on their financial statements. Also,
proper valuations allow for efficient capital markets to raise funds for investment, helping
companies grow, perhaps even funding future acquisitions.

Since high quality valuations are vital for efficient global economy, as a valuation profession
we must ask ourselves, are we as a profession operating in a manner that enhances the public
trust with our work?

Merriam Webster’s Dictionary defines a profession as, “a: a calling requiring specialized
knowledge and often long and intensive academic preparation; b: a principal calling, vocation,
or employment.; ¢ the whole body of persons engaged in a calling.”?

When one thinks of a professional such as an accountant or a lawyer, there are typically
common education requirements, a common set of professional standards, and mechanisms
to enhance and maintain the quality of work and the integrity of those that practice within
that profession. Can the same be said of the valuation profession? Perhaps, but if we are to be
realistic about our profession, we may be lacking by comparison.

Regulators in many jurisdictions have expressed concerns about our profession as it relates to
our vital role in global commerce. Who are the professionals, those that are performing
valuations for mergers & acquisitions, or financial reporting, or tax reporting? Do we operate
within a profession that requires “specialized knowledge and often long and intensive
academic preparation?” Again perhaps, but not consistently.

Paul Beswick, who at the time was the Deputy Chief Accountant of the U.S. Securities and
Exchange Commission, expressed concerns about the valuation profession in a speech at an
American Institute of Certified Public Accountants Conference in 2011.

“Today, I am here to advocate for the building of public trust in a profession that is
increasingly intertwined with our own; that is the valuation profession.”?

1  https://www.merriam-webster.com/dictionary/profession
2 https://www.sec.gov/news/speech/2011/spch120511pab.htm
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In India, the Corporate Affairs Ministry has recently designated the Insolvency and
Bankruptcy Board of India (IBBI) as the authority with respect to registration of those that
provide valuation services in India under the Companies (Registered Valuers and Valuation)
Rules 2017. This regulation addresses concerns regulators have about individuals and
professional organizations within the valuation profession and the public trust.

Similarly, regulators have expressed concern about those that audit our professions work
product which is used as audit evidence in fair value measurements in financial reporting of
business combinations and the subsequent tests for impairment of those assets acquired in
the business combination. Both the International Audit and Assurance Standards Board
(IAASB) which regulates auditing firms globally and the Public Company Accounting
Oversight Board (PCAOB) in the U.S. have released exposure drafts related to auditing
accounting estimates, including fair value measurements in order to provide additional
guidance to public auditing firms. These exposure drafts are designed to increase the
professional skepticism of auditors of estimates in general, but in particular of fair value
measurements which are typically based on the work of outside valuation professionals.
Most recently, the Indian cabinet has also approved setting up of an independent regulator
National Financial Reporting Authority (NFRA) to regulate the audit firms in India.

My firm, Acuitas, Inc. prepares an annual survey on audit deficiencies as found by the
PCAOB related specifically to fair value measurements. We prepare this survey to provide
guidance to preparers of financial statements, outside auditing firms and valuation specialists
as to issues that the regulators have concerns about with valuations for financial reporting.
The results of our survey are interesting. Audit deficiencies related to fair value
measurements represent a fairly large percentage of all audit deficiencies. For example, FVM
deficiencies represented 31% of all audit deficiencies found by the PCAOB in their latest
inspection cycle. The good news is that this percentage has been declining over time. !

The PCAOB believes that this decline is due to enhanced quality of the audit process which
certainly appears to be true. However, my own view is that part of the decline is due to the
valuation profession’s enhanced commitment to developing and implementing best practices
for fair value measurements. The Fair Value Quality Initiative in the U.S. is an example of this
enhanced commitment. In connection with the Certified in Entity and Intangible Valuation
credential (CEIV) created through a collaboration of the Fair Value Quality Initiative, the
Mandatory Performance Framework provides guidance to improve documentation and the
facilitate auditing fair value measurements.? Going forward, I expect further declines in audit
deficiencies related to fair value measurements because of these developments as a
profession.

One overarching way to enhance the public trust is for a profession to operate under one
common set of valuation standards. Since valuation is a key input to global commerce and
the profession is both operating and growing internationally, the need for uniform
worldwide standards is increasing. Fortunately, there is a global standards setter for the
valuation profession.

1 www.acuitasinc.com
2 https://ceiv-credential.org/
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Foreword

The International Valuation Standards Council (IVSC) is the global standard setter for the
valuation profession. The IVSC enhances the public trust in the profession by developing and
promoting high quality international valuation standards. The IVSC has as nearly a hundred-
member Valuation Professional Organizations (VPO) across the globe. Additionally, the IVSC
has support from several non-VPO organizations, including numerous international
accounting and valuation firms. 1

The IVSC has issued highly quality a multi-disciplinary set of valuation standards which are
known as International Valuation Standards or IVS. 1VS is recognized globally by VPOs and
other non-VPO organizations, including many government entities. IVS is comprised of two
types of standards; General Standards which include all disciplines and Asset Standards
which are characterized by various asset classes.

The IVSC follows an established due process for developing standards which is both
inclusive and transparent. The process includes consulting with various global stakeholder
groups with the overall objective of increasing the confidence and trust of users of valuations.

Education is another priority of a profession. Use of commonly accepted approaches and
methodologies within the profession also promotes public trust in our work. Our profession
must provide education for our members as to the profession’s best practices. Education
within a professional can take several formats- from classroom training, to discussion papers
prepared by VPOs, to books such as this one. I applaud Chander Sawhney and the members
of his firm, Corporate Professionals for writing Business Valuation in India — beyond the numbers
which will be of tremendous benefit to professionals including valuation professionals as the
profession undergoes changes in India. The book builds on the foundation of business
valuation, comprehensively covers the valuation requirements under different regulations in
India, highlights the best practices for our profession and is a tremendous resource for
valuers and others with an interest in preparing high quality valuations.

Educational resources, including Business Valuation in India and common global valuation
standards go a long way in enhancing the public trust in the valuation profession which is so
vital to the global economy.

Mark L. Zyla CPA/ABV, CFA, ASA
Managing Director

Acuitas, Inc.

Atlanta, Georgia

Chairman, Standards Review Board
International Valuation Standards Council

London, England March 2018

1 https://www.ivsc.org/

xi






Brief Profiles of Authors

Mr. Pavan Kumar Vijay is a distinguished professional with over 32 years
of experience in Company Law, Capital Markets, Corporate Restructuring
& Transaction Advisory. As Founder of Corporate Professionals, he leads a
group of dedicated, research oriented and skilled professionals, delivering
innovative, value-added and techno legal business solutions through a
unique model of integrated legal and financial consulting services.

He has a track record of accomplishments in various fields. In 2003, he
became one of the youngest Presidents of the ICSI (Institute of Company
Secretaries of India) demonstrating his leadership skills. Before founding

Corporate Professionals in 2003, he served as the Managing Director of BLB
Limited, the biggest Corporate Stockbroker (specializing in arbitrage) at
that time.

He is known for his innate talent to think differently, endowed with
creativity, innovation and penchant for technology. He anticipated the
future of Startups long before they gained popularity. He founded an IT
Venture called www.takeovercode. com which received the “TATA NEN
Hottest Startups Award 2008, for being the most innovative business
model. CP, under his visionary guidance, continues to develop new
technology-driven applications.

He has served in a number of committees set up by the Government,
Regulatory Authorities, Professional Bodies, Chambers of Commerce and
Industry. He is Chairman, ASSOCHAM Task Force on Corporate
Restructuring and M&A, Member, Working Groups constituted by SEBI,
Member of the Board and Governing Council of VOICE (pioneer consumer
organisation in India) and Member of the Advisory Board of Prayas Social
Welfare Society. He was Chairman of Secretarial Standards Board of the
ICSI (2014-2018), Chairman, Core Group for Vision New ICSI- 2022,
Member, Appellate Authority constituted by Ministry of Corporate Affairs
(MCA) under the Company Secretaries Act, Member, Rule Making
Committee for framing rules under the new Companies Bill, Member,
Indian Institute of Corporate Affairs (IICA), Convener, Corporate
Governance Committee of MCA, Member, Primary Market Committee,
SEBI, Member, Mutual Fund Committee, SEBI, Member, Narayan Murthy
Committee on Corporate Governance, Member, Expert Group constituted
by SEBI to review Share Based Employee Benefit and Issue of Sweat Equity
Regulations, Member, SEBI appointed Industry Standards Forum, Member,
SEBI constituted Working Group to review definition of Unpublished Price
Sensitive Information (UPSI). He also has been a Trustee/Member of
Consumer Education and Research Centre (CERC), Ahmedabad.

He has been the Chairman of M &A National Council of ASSOCHAM for
five consecutive terms and Chairman, Company Law & Corporate Affairs
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Committee of PHD Chamber of Commerce and Industry besides being the
Member of various committees set up NSE, BSE, ANMI, etc. Mr. Vijay is a
prolific speaker and has delivered over 485+ lectures on Mergers,
Acquisitions and Takeovers, Corporate Governance, Insolvency, Company,
Competition and Securities Law at various forums. He has authored/ co-
authored several books on Company Law, Insolvency Law, Securities Laws,
Takeover Code, Depositories and Valuation. His book on Company Law is
widely acclaimed and has been the best seller. He regularly contributes
articles in leading professional journals and appears in Panel discussions
and Interviews on media.

He strongly believes in sharing and imparting of knowledge and has
inculcated a unique culture of knowledge sharing in CP. The initiatives
include providing the corporates and professionals with legal and
regulatory updates through real time CP Shorts, CP Newswire & monthly
bulletin CP Connect. He undertook a unique initiative in April 2020 when
CP started hosting webinars on every Friday of the week on contemporary
topics, addressed by Regulators, Industry leaders and leading
professionals. These interactive webinars have gained immense popularity
and over 1,25,000 professionals, Business and Industry leaders from all
across India and abroad have registered for 175+ webinars organized so far
and this journey continues. The webinars have drawn great appreciation
from the Government, Regulators, Legislators and Participants for
education and dissipation of knowledge, promoting and propagating Good
Governance and Compliance Culture, providing feed back to regulators on
changes in law, sharing knowledge repository through videos and FAQs,
etc.

He has extensively travelled including USA, UK, Russia, France, Ireland,
Austria, Italy, Netherlands, Switzerland, Belgium, Sweden, Denmark,
Norway, Finland, Netherland, Dubai, Abu Dhabi, Singapore, Malaysia,
Thailand, Indonesia. Bhutan and Costa Rica.

He is a Fellow Member of the ICSI, M.Com from St. John’s College, Agra
and Law Graduate from Campus Law Centre, University of Delhi.

Mr. Vinod Kumar Aggarwal possesses rich and diverse experience of over
50 years, with a forte in Company Law. He currently heads the Research
Division of the Group. Previously, he served as the Principal Director of
Academics, Professional Development and Publications and Director of
Studies and Research at ICSI. Additionally, he held various positions, such
as Officiating Secretary, ICSI, Dean, ICSI-Centre of Corporate Research and
Training in Navi Mumbeai, and Principal Advisor to ICSI.

He was Member of various committees/Expert Groups set up by MCA,
SEBI, IGNOU and other bodies. He had been closely associated with the
Government of India in framing the Companies Act, 2013 and the Limited

Xiv



Brief Profiles of Authors

Liability Partnership Act, 2008 and the rules made thereunder. He was
Member Secretary of the Rule Making Committee for framing rules under
the new Companies Bill. He has authored several books, numerous articles
and research papers. He has acted as a guest speaker at various prestigious
forums such as ICSI, ICAI, IICA, IGNOU, DU, BHU, Management
Institutes. He is a member of the Company Law Committee of PHDCCI.

Mr. Sanchit Vijay, Bachelor of Commerce with Honours is a Chartered
Accountant and a Certified Public Accountant(CPA) from Ireland.
Furthermore, he possesses Diploma in Strategic Management from London
School of Economics and Political Science. He has also attained
Certifications in ‘Mutual Funds’ and ‘Equity Derivative’ from NSE
Academy. Besides, he is an IBBI Registered Valuer for Securities and
Financial Assets.

He is presently Director of Corporate Professionals (Valuation) Services
Pvt. Ltd. and Head - Deals & Valuations Services Earlier he served as
Associate Consultant (Data and Analytics), Infosys Limited and as Equity
Research Analyst at CapGrow Capital Advisors LLP. He has co-authored
CP’s Research Publications and written articles, which have been published
in journals, online portals and business magazines.

He has an insatiable appetite for learning. He has planned, addressed and
attended several webinars during the ongoing COVID-19 pandemic. He is
an out-of-the-box thinker and given innovative ideas and insights to his
employer company for growth of business.

Mr. Manoj Kumar possesses over two decades of experience in M&A,
Transaction Advisory, Valuations and Investment Banking. He is Partner &
Head of the M&A, Transactions and Investment Banking Team of the
Group.

Manoj possesses exceptional financial skills coupled with in-depth
understanding of corporate legal matters. He has successfully
conceptualized and managed over 600 mergers/demergers, acquisitions,
takeovers, corporate restructuring, insolvency resolutions and business
valuations among other investment banking transactions. His diverse
clientele includes both listed and unlisted companies from various sectors
and industries, including Infrastructure, Real Estate, Auto Components,
Capital Goods, Power, Finance and Investments, NBFC, Broking,
Pharmaceuticals, IT and ITES, Iron & Steel, Metals, Steel Products, Plastic
Products, Sugar Textiles, Consumer Goods, Capital Goods and Mining,
among others.

Manoj is a member of the ‘NCLT & IBC Committee of PHDCCI" and
*ASSOCHAM Task Force on Corporate Restructuring and M&A’. He has
addressed numerous programs organized by various forums, including
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ASOCHAM, ANM]I, CKEF, ICSI, ICAI, IICA, NALSAR Law University, JIMS
and Apeejay School of Management. Additionally, he is a prolific writer
and has co-authored books on the Companies Act, 2013, Insolvency and
Bankruptcy Code, 2016 and Business Valuation. His research orientation is
evident from several articles he has written on topics relating to mergers,
demergers, takeovers and insolvency resolutions. His quotes and comments
are regularly featured in major financial dailies, e-papers and business
magazines.

Manoj has travelled abroad multiple times for attending business
assignments and conferences. His professional qualifications include
membership of ICSI.

Ms. Anjali Aggarwal, an accomplished professional possesses 22 years’
experience of advising listed companies, undertaking different types of
Merchant Banking, Stock Exchange and SEBI related matters. She has been
an integral part of the CP Group for the last two decades, holding the
position of Partner & Head-Capital Market Services. She has provided
innovative solutions to various sectors such as Microfinance, Hospitality,
Pharma, E-Commerce, Infra, Auto Ancillary and more.

Anjali Specializes in handling Capital Markets transactions, including
Public Issues, Rights Issues, Buybacks, Preferential Allotments and related
Stock Exchange/ SEBI matters. She is well-versed in areas such as Letters of
Offers, Prospectus, Allotment of Securities, Insider Trading Regulations and
Delisting.

She has addressed professional development programs organized by
professional bodies and several in-house webinars. She has also co-
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Anjali is a Fellow member of the ICSI and an Executive MBA from IIM,
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Additionally, he possesses sound IT knowledge and has been instrumental
in successfully conceptualizing and creating innovative websites for the
Group.

He has acted as a guest speaker at various prestigious forums such as ICS],
ICAI and IICA. He possesses extensive expertise in the Companies Act,
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Furthermore, he is an accomplished author with numerous articles on
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including - “Hand Book on SEBI (LODR) Regulations, 2015”; “Hand Book

of Company Law Procedures”; “Company Law Ready Referencer” and
“Compendium on the Insolvency and Bankruptcy Code, 2016”.
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How to Read this Book

To provide an overall understanding of the Valuation ecosystem in India, a
comprehensive commentary has been created in this book. As the title of this book
itself reads Business Valuation in India - beyond the numnbers, besides the coverage of
core valuation aspects, we have also covered the building blocks of the valuation
process. This 3t edition of book has been completely updated with the latest regulatory
and industry changes. The chapter wise updated coverage is given below-

Chapter-1 - Introduction to Finance focusing on financial management and its goal
of maximizing shareholder wealth by increasing the firm's value. It covers the core
responsibilities of a finance manager, including capital structure decisions, cash
management, investment analysis, financial negotiations, and dividend policies. The
chapter also introduces fundamental financial concepts such as the Time Value of
Money (TVM), capital budgeting techniques (including Net Present Value, Internal
Rate of Return, and Payback Period), as well as financial statements, financial
markets, and risk-return trade-offs. These topics establish a foundation for
understanding financial decision-making in a corporate context.

Chapter-2 provides an Overview of Valuation, highlighting the complexities and
factors influencing valuation, such as the purpose, business stage, industry trends,
and shareholder types. It covers different valuation approaches like income, market,
and asset-based models, and emphasizes the importance of corporate governance,
economic conditions, and management quality in determining value. The chapter
also outlines various valuation adjustments, such as discounts for lack of
marketability and control premiums, and explains the significance of factors like
economic growth, mergers and acquisitions, regulatory reforms, and investor
behavior in shaping business valuation in India.

Chapter 3 focuses on financial statements and adjustments, covering the Profit &
Loss Account, Balance Sheet, and Cash Flow Statement as key financial components.
It explains the requirements under the Companies Act 2013, including formats for
financial statements, mandatory audits, and the disclosure of notes to accounts, such
as related party transactions and accounting policies. The chapter also details the
analysis of financial performance, the importance of interim financial statements, and
the role of financial statements in preparing valuation models. The listed companies’
periodic filings and requirements under SEBI regulations are also discussed,
providing a comprehensive view of financial statement analysis and regulatory
compliance.

Chapter 4 covers industry understanding and analysis, emphasizing the importance
of assessing economic trends, regulations, and risk-return characteristics for
valuation purposes. It explains the need for a valuer to consider economic factors,
industry forecasts, and company-specific data, such as financial performance and
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competitive positioning. The chapter also provides an overview of industry
classification systems, including NIC codes and GICS, and discusses industry types
such as cyclical and non-cyclical. Additionally, it introduces Porter’s five forces
framework for assessing industry competitiveness, and highlights the importance of
comparing peer companies to evaluate valuation multiples accurately.

Chapter 5 discusses business modeling and forecast review, focusing on the
importance of financial projections in business valuation. It explains the steps
involved in forecasting financial statements like the Profitability Statement, Balance
Sheet, and Cash Flow Statement, and the approaches used, including top-down and
bottom-up forecasting. The chapter emphasizes the importance of understanding the
economic environment, industry characteristics, and peer comparisons while
assessing the forecasts. It also highlights the significance of normalizing earnings,
analyzing risks, and applying various valuation techniques, such as Discounted Cash
Flow (DCF), while performing financial modeling and sensitivity analysis to evaluate
a company’s potential value.

Chapter 6 provides an overview of different valuation approaches and
methodologies used in finance, emphasizing that valuation is subjective and
influenced by market conditions, investor perceptions, and economic factors. It
covers the three primary approaches—income, market, and asset—explaining the
methodologies such as Discounted Cash Flow (DCF), capitalisation of earnings,
comparable company multiples, and the asset-based valuation methods. The chapter
includes case studies to demonstrate the application of these valuation methods and
discusses the considerations, challenges, and adjustments necessary for each
approach, emphasizing the importance of context in choosing the right methodology
for a particular valuation exercise.

Chapter 7 focuses on special scenario valuations, detailing various approaches and
methodologies for scenarios such as mergers and swap ratio determination,
valuation of options, minority shareholders, intangibles, start-up companies,
corporate debt instruments, cyclical companies, and liquidation. It covers the
regulatory frameworks for these valuations, including requirements under the
Companies Act 2013, SEBI regulations, and the Income Tax Act 1961. Additionally, it
discusses valuation methodologies for brand valuation, purchase price allocation
(PPA), and provides relevant guidance from International Private Equity and
Venture Capital Valuation Guidelines and the AICPA Practice Aid for valuation of
privately held company equity securities issued as compensation.

Chapter 8 focuses on regulatory valuations in India, covering the different scenarios
in which business and share valuations are required under various laws. It discusses
the requirements for valuations under the Companies Act, Insolvency and
Bankruptcy Code, SEBI regulations, Income Tax Act, FEMA, and other relevant
regulations. The chapter highlights the evolving regulatory landscape, including the
role of registered valuers, adherence to international valuation standards, and
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specific methodologies applicable to different scenarios such as mergers, share
transfers, insolvency, and financial reporting. It emphasizes the complexity and
subjectivity involved in regulatory valuations, particularly for unlisted companies.

o Chapter 9 discusses emerging valuation opportunities in India, emphasizing the
evolving nature of valuation practices and the importance of professional judgment
in valuation exercises. It highlights the lack of uniform standards and regulatory
oversight that previously led to varied valuation outcomes, and traces the
development of regulatory efforts, including the introduction of the Companies Act
2013 and the Companies (Registered Valuers and Valuation) Rules 2017. The chapter
covers the roles and responsibilities of Registered Valuers, the qualifications needed,
and the regulatory requirements for conducting valuations, and discusses the need
for valuation standards to align with international practices and improve the overall
quality and reliability of valuations in India.

e Chapter 10 focuses on judicial pronouncements on valuation in India, discussing
key cases that have shaped the valuation landscape. It emphasizes the subjectivity of
valuation and how different approaches, such as yield value and break-up value,
have been treated by courts. The chapter provides an overview of various landmark
cases, highlighting issues like the preference of valuation methodologies, challenges
in valuation for regulatory or financial reporting purposes, and the impact of
differing assumptions. It includes detailed discussions of case laws to illustrate how
judicial perspectives have evolved concerning valuation practices, compliance, and
disputes.

xxi






Contents

About Corporate ProfesSiONALS ..............ccccveciiiioiiiniiiiiiiiieiecccts et v
FOTEUIOTA. ... s ix
Brief Profiles 0f AULNOTS ........ccocvviviiiiiiiiiiciciciciiscss et xiii
How 10 Read this BOOK ..........ccccccouiuiiiiiiiiiiiiiiiiiiiiciccccct st xix
Requirement of Valuation under Darious [AWS: ............ccccccoviviriviiniciciiiiiiiiiccceececccs xxxvii
Chapter 1 Introduction to Finance 1
INETOAUCHION. ...ttt ettt b etk et bbbkt b ettt e st ebe e ebebeneas 1
Basic Concepts Of FINANCE ........c.cciiiiiiiiiiiiiciccee et 2
Time Value of Money (TVIM) ... 2
Capital BUAGEING.......ccoouiuiiiiiiiiccc e 3
RisK-return trade-0ff..........cccoueeoimeinnieiineircctreene ettt 11
Decisions IN FINANCE .....c..cciiiiiiiiieiciiieree ettt ettt ae b sre s s seen 11
Investment DECISION ......c..cciviriiiriirieiriicrtectrece ettt ettt 11
FINancing DeCISION .........ccviiiiiiiiiiiiiiicicc s 11
Dividend DeCISION ......ccoveuiririeuiirieiiirieiciriet ettt ettt sesesse e neseens 12
FINancial STateImMents. .......c.coccerieueiririeinieieneictretetrte ettt ettt b et be s e s sesesnenenens 12
Balance SHEet.......co.oieiriiieirrc ettt 12
INCOME SEAtEIMENT .....eeiiniiiiiicieecr ettt ettt sttt ere 13
Cash FIOW StateIment........cccoevieiriinieinieieinieeerteee ettt ettt ettt et sttt ebe 13
Financial Markets and Securities Market ...........c.cocveeeirierennieiinnerenenieeenereseniereesieresesseseesnenenens 13
RISK @NA RETUTT ..ottt ettt sttt b bt anen 14
REEUITL .ttt ettt ettt ettt a et b et r e et eresaemeenens 14
RISK vttt etttk 15
Diversification Of RISK........cccoveirrieirineinnieiinecneniecenie ettt et sessese e seenenes 15
TYPES OF TISK .. 15
BEa .ottt a e a et en 16
Chapter 2 Overview of Valuation 17
INETOAUCHON. .ttt ettt sttt b bbbttt s e bt be b e nbeneenen 17
Rise of Indian Economy in Last Decade..........c.coovueuiueuiiiioininnccccecitrrereeeeeeeeeeeeens 18
Key Economic REfOIMIS: ........cooviiiieueiiiiiiiiiirrreeeeccicceese et ees 18

Ease of DoINg BUSINESS: .........ccccvuiiiiiiiiiccciiee e 18



Business Valuation in India

Economic Growth and Projections: ..........ccccoeeeciiiiinininnecccccccseeeeeeeeeceeenes 19
Emergence of Start-ups and Technological Advancement: .........c.cccccceevrrreviercrerecccnnnes 19
Capital Markets and Investor BEhavior:..........c.cccoeevveirneinnieenneenneceneerenreceeeenens 19
Demand for Valuation SEIVICES: ..........cceueueiiirirninieieieieieiettrresse et 19
Business ValUation .........c.ccccoioiiiiiiiniiiciiiiic et 19
Meaning of Value and Valuations............cccccccoeiririnrieieieeiiininnrneeeeeiecceseseseeeesenenenene 20
What is Valuation? ...........cccccoiiiiiiccccccr s 20
Economic WOTh ... s 20
Assumptions and Limiting Conditions ...........c.ccccovvirieiciiinnnrneccccceeenes 20
Discount at Company Level...........cccccociiiiiiiiiiiineeeeeeecce e 21
Discounts and Premium at Shareholder Level. ... 21

Guidance under IVS (International Valuation Standards) on
reasonableness of Assumptions and information received from

ManagemeNnt..........ccociiiiiiiiiiiiiii s 21
PUIPOSE .ttt st sttt st 22
DAt ..vceiiici s 22
Valuation Date ..o 22
Standard and Premise of Valuation ..., 22
Standard of Value ..o 22
Guidance under IVS on Standard (Bases) of Value ............cccccoiiiniicniiinncnne 22
History of Valuation in INdia .........ccccccciiinnniiiiiiiieecceecc s 23
Guiding Principles of Valuation ...........cccccccciiininiiiiiiiirrrreeeeeccceeeeeene e 26
Guidance under International Valuation Standard issued by the International
Valuation Standards Council (IVSC) .......ccccoioiiiiiiiiiciicccecreeeee e 29
Scope of Work and Types of Valuation Engagements ............cocoeeueieuciccninnnncenenenen. 31
Guidance under IVS on Scope of WOork ..o 31
Myths and Misconceptions in Valuation..........ccoeeceueiiiiinnnncccecccies s 33
Valuation ProCess ... 35
Understanding Purpose of Valuation............cccviiiiiiiiiininicccccceees 35
Guidance under IVS on investigations required in a valuation process...........c.ccccccuue.... 36
As per IVS 102, Investigations and COmpliance...........ccccoeevreicinciinnciieneireeeeeeee e 36
Information Requisition from the COMPANY ........c.cccceiririrrrieieieeeiirrreree s 36
Guidance under IVS on special considerations for businesses and business
INEETESES ... 38
Financial Analysis and Normalisation Adjustments...............cccooeeriiiininiiniiiiicnns 41
Understanding Industry Characteristics and Trends ...........cccoovveeeccccnnnnnnceenenen 41

XX1V



Contents

Forecasting and Validating Company Performance.............ccccoovveiiiiininnnnncccnenen. 42

Considering and Applying Appropriate Valuation Methodologies ..........cccccccueueuceucnce. 42
Guidance under IVS on type of Valuation [Entity, Minority or Controlling

INEETESE] c.vevieeieeieieee ettt ettt ettt ettt e bbb e s e et e st e st esbe s e b e eseeseeseenaenes 42

Fundamental Valuation Models ... 43

Guidance under IVS on application of Income Approach.........c.cocevveevevercucccecncne. 43

Capitalisation of earning method ..........c.ccccoviiiiiiiiiicee 47

Guidance under IVS on Adjusting Revenues and Expenses..........c.cococevevevcucuccnnne. 47

Asset (0F COSt) APPTOACK ....c.ovveviirieiiirieirccee ettt 47

Guidance under IVS on application of Asset/Cost approach.........c.ccceceeueueueecnce. 48

Relative Valuation Models ...........cccccciuiiiiinnnicccccicneee e 48

Guidance under IVS on application of Market Approach............cccocccceiviiinininnee 48

Comparable (or guideline) companies multiples (CCM) method ............ccceuenee. 49

Guidance under IVS on application of CCM method ...........ccocociiiiiiiininn 49

Comparable (or guideline) transaction multiples (CTM) method............cceeeeeee. 50

Guidance under IVS on application of CTM method........c.ccccccovevecnvicnecinnccnnens 50

Market value method ... 51

Other valuation Methods..........cccoiiiiiiiiiiice s 51

Guidance under IVS on choice of Valuation approaches and methods.................. 51

Performing Scenario Analysis and Value adjustments ............c.cccccccocinnnnnnccccccene. 53

Guidance under IVS on Value Adjustments (Discounts and Premium) ................ 54

Valule CONCIUSION......ceiiiiiiciiii et 55

Subsequent EVENLS.........ccociiiiiiiiiiecee s 56

Doctumentation..........ccoiiiiiiiiiiii s 56

Guidance under IVS on Documentation .............cccovveeeeueueuccininnnnneeeeeccceenes 57

REPOTHINEG ..ottt 57

Contents of a Valuation REPOTt .......cc.cevireiirrieinineininicinecininiccnieecseercecseereeneeneees 58

Guidance under IVS on Reporting..........cccccceuiiiiiiiiiiiiiiiiciicincccccccces 58

Concluding ThOUGHLS ......c.coiiiiiiicic e 60

Chapter 3 Financial Statements and Adjustments 61

INrOAUCHON. ....ovii s 61

Sources of Financial INformation............cccoouiiiiiiiiiiie 62

Accounting Principles and Measurement ...............ccoooeeiiiiniiiiccineee 64

ASSEES....iiiii e 64

Liabilities and Share Capital ...........cccccciiiiiiiiiiiiiiiies 66

XXV



Business Valuation in India

FINancial RAtIOS .......c.coviiiiiiriiiiiiiiiiiii et 68
Return RAtiOS .....cccviviiiiiiiiiiiic s 68
RISK RALIOS ...ttt 68
Financial Statement Adjustments.............ccoociiiiiiiiiiii 69
Format of Financial Statements under the Companies Act, 2013 .........cccccevveenreernercnneenens 70
Formats for Disclosure of Interim Financial Results by Listed Companies ..........cccovueveveunenee 70
Statement of Assets & Liabilities ............cccocoiviiiiiiiiiiiiiccccc e 77
Format for Disclosure of the Impact of Audit Qualifications by the Listed Entities....... 79
Appendix-1 Schedule III of the Companies Act, 2013 (including format of Financial
Statement of NBFC) ....c.couoiiriiiiiieiieieertre et 81
Chapter 4 Industry Understanding and Analysis 189
INErOAUCHON. ... s 189
Classification of INAUSEIIES ..........ccoeuiiiiiiiiiiiii s 189
Industry Structure and Competitive Environment............cccovvvevueieciciiinnnnneecccccccenes 216
Identifying Peer COmMPANIES.........c.ccoucuiiiiiiiiiiiiiicce e 217
Last 10-Year Trend Analysis of Industries in India ..........ccccoviiiiiiiiinnncccccccene 218
Number of companies analysed in each Industry under S&P BSE 500 index................ 219
Comparative Valuation Multiples across Industries: BSE 500 (TTM).....c..cccccvueveenecrenerecnnens 219
Comparative Valuation Multiples across Industries: BSE 500 (Average 3Years).................... 220
Analysis has been done with following considerations.............ccccceeveiiinciincicencecns 221
Industry-wise Position and Trend ANalysis ...........cccccoceiiinnnnieeeeiiirreeeee s 221
Chapter 5 Business Modelling and Forecast Review 258
INEFOAUCHION. ...ttt 258
Normalisation of EQINings ..........ccccceeuiiiiiiiiiiiiiiiccccic s 261
Steps in FOT@CaStINgG .........coviiiiiiiiiiiicc s 261
Understanding of business, past performance and prevailing industry trends ............ 261
Forecast top-1ine of DUSINESS .........ccciiiiiiiiiiiiiiciccc e 262
Forecast profitability statement ...........c.cocooiueiiiiiininrcceeccc s 262
Forecast Balance Sheet ............cccciiiiiiiiiiiiiiii s 263
Steps involved in Financial MOdelling ..........c.cccccociininnnnceeiiiiinrereeeeccceeenes 263
1. Historical financials and assumptions ..., 264
2. Forecast the income statement ............cccoouiiiiiiiinii 264
3. Forecast the balance sheet.............ccocooiiiiiiiiie 264
4. Building the relevant schedules...............ccccooiiiiie 264
5. Forecast cash flow statement ..o 264

XXVi



Contents

6. Sensitivity analysis and SCENATIOS ..........cccoeueuiuiuiuiioiniiiicc e 264

7. Stress TeSHNG ...c.cuoiiuiiiiiiiic 264
Chapter 6 Valuation Approaches and Methodologies 266
INETOAUCHION ...ttt es 266
Fundamental Valuation MOdEIS ..........ccoeueueueuiiiiinieccicccce et 266
INCOME APPIOACKH ...ttt ettt s et sn s 266
Discounted Cash FIow Method ...........coeuciiiiinnnnineccccirreeeeeeeceenes 267
Capitalisation of earning method ............cccoiiiiiiiiiiccees 267

CASE STUAY .. 268
ASSEE APPIOACK. ...ttt ettt 270
Book value method...........cccooiiiiiiiiiiccc e 270
Replacement cost Method........cccoueveiriiiininciniieccceceeeceee e 270
Liquidation value method ... 270

Instances where asset approach could be appropriate...........ccoccoeerciiniiiicins 270

CASE SEUAY ...ttt 270
Market APPIOACh......c.ccoiiiiiiiiii e 274
Comparable (or guideline) companies multiples (CCM) method ..........cccoeceueiicnnene. 274
Comparable transaction multiples (CTM) method...........ccccoeiiiiiiiniiiniiiiniincens 274

Price of Recent Investment (PORI) Method .........c.cccouveeeneiinnioneinnecnecneneceneeens 275
Comparable (or Guideline) Companies Multiples Method (CCM).........ccccccvviiiniiccincinnnee 275
Advantages of using relative multiples...........cccccocoiviiniiieiiiiiireeeecceene 276
Disadvantages of using relative multiples............cccccooiiiiniiiiiicce, 276

Key issues in relative valuation ... 277

Issue 1 - Peer SEleCtion .........coovueucucicuiiiiiiirrreccteecicce e 277
Identification of peer COMPATNIES ..........cccoueueuiririeiiinieirrcee e 277

Averaging Valuation MUltiples...........cccoccoceiiiinnnncececcirreneeee e 278

Issue 2 - Enterprise value or equity value multiples...........ccccoooveiiiiinnnnnnn, 278

Multiples based on non-financial (operational) data.......c.cc.cccvvveerreinnccnnecnens 279

Issue 3 - Current or forward multiples ... 280

Issue 4 — Value adjustments ...........c.cceeiiininnenieieieicicicerreeee e eseenes 280

Deriving equity value from enterprise value...........cccccooeeiiiiiiiciiiiiceces 281
Should only cash or excess cash be deducted?...........ccccoooeviiiiniiine 281

What is excess cash and why should it be deducted instead of total cash? ......... 281

Should debt be taken at market value or book value? ...........cccccovviniiiinnne. 282

XXVvii



Business Valuation in India

What is the treatment of debt taken at year end or for setting up a new

DUSINESS? ... s 282
What is the treatment of loans and advances given to other companies? ............ 282

Sum of the Parts (SOTP) Valuation .........cccoceeerirreinnieenineininieiiereenenreeeereresesseeeenenenens 282
What is SOTP valuation? ... 283

Why are SOTP valuations done? ..o 283
Diversification diSCOUNL............cccueiiiiiiiirrcccccc e 283

Can SOTP value be realised? .........ccccceiinnnnieieieiceciiennneeee e 283

Case Study on Comparable Companies Multiples Method ............cccccovviiiiinnne. 284
Peer Companies Selection and Averaging Multiples .........c.ccccovnnvrecrccccccnnne. 288
Valuation Workings through CCM Methodology ..........ccccccceirnnnnvcccccccnne. 289
Present Value MOdels ..o 289
Risk and Return CONCEPLS ....c.coveveviririeirieieiininietnieietnteieeestereesteteeesreseesaesesessesesessesesessenenens 289
Required Return/Return on Investment.............ccccccoeiiiiiiiinniiinciiccccne 290
DiISCOUNE TALE ... 290
Internal rate Of TELUTTL.......ccooioiiiiiiiiicicic e 290
[lustration on internal rate of TELUIN ........cccoviiiiiiiiiiicccceee 290
Forms of Expected Cash FIOWS..........cccouveirnieinineinncinctnreceetnesieceereveseseevceeneneens 291
Dividend discount model...........ccocociiiiiiiiiiiiic e 291
Mustration 0N DDM .....c.ccccioiiiiiiciiciiiiereee et 291
Residual income model...........ccoooiiiiiiiiiiiiiiecceeeee e 293
Illustration on manner of computation of residual income...........c.cocccevvvecrrecnne 294

Free cash flow models..........ccoooiiiiiiiiiiiiicccce s 294
Discounted cash flow method .........c.cccciiiiii s 295
DCF ValUation PIrOCESS ....cceveeerveueviririeeiieierirenieetteiesesentereessestsessesteesesesessesesessesesessesensesesenen 295
Free cash flow to firm (FCFF)........ccccccviiiiiiiiiicceeceeee e 296
Mustration - Computation of FCEF ..ot 297
Computing FCFEF from PAT ........cccccoiiiiiiiiiiiiccas 297

Let us consider each component of FCEF:.........cccooveonnivinniinneinnennccneneenens 297
Treatment of certain items in non-cash charges...........cccccccoecieiviiniiniiiccnne, 297
Computing FCFF from EBIT or EBITDA.........ccccoeiiiiiiiinreeeeeeceerereeeeeees 298
Example: Free Cash Flow to Firm from EBIT .........c.ccccccooiiiiiininiiiiiiiin, 299
FCFF from EBITDA .....cocooiiiiiiiiiireeee ettt eees 299
ustration Working of Free Cash Flow to Firm from EBITDA ..........c.ccceeveeee. 299

Free cash flow to equity (FCFE).......ccccccoiiiiiiiiiiiiiicccccc s 299

XXVviii



Contents

[ustration: FCFE can also be computed from PAT ........cccocccvvecinneinneccnnecnens 299
Major components of DCF (with illustrations).........cccoceveeuevereuecennnnnneeeeeceeeenes 300
Validation of future cash flOWS..........cccooeiiiiiiiniiiccce e 300
Computing Terminal/perpetuity value .......c.coooeueueeiiininnnineeeeecccenererenenes 301
Gordon growth model ..o 301
Non-operating assets and company value..........cccoeveeueveueeceeinnnnrneeeeeeeenes 302
[ustration on Terminal Value Workings...........ccccccoceciiinnninneeceiiinnenees 302
Deriving Cost Of Capital.......c.ccoeirirrriririereieiiiirrnreeeeieeiee e eseseeenes 303
Calculation of WACKC.........cccooviiiiiiiiiicc s 304
Issue 1: Market value or book value of equity ........cccccocoviivinniiiecciiiiiens 304

Issue 2: Does change in debt or equity have any impact on calculation of
DCF t0 COMPAILY ....viiiniiiiiiiiicce e 304
Issue 3: Marginal tax rate or effective tax rate ..........cccccccoevnnniecccccnicinnines 304
Issue 4: Matching discount rate and cash flows ............ccccevciniiiincinniiiice 305
[ustration on Weighted Average Cost of Capital (WACC) .......cccceeiiinnnnnnnes 305
COSt Of EQUILY ..t 306
How is cost of equity (Ke) calculated?...........ccccoociiiniiiiiiccccee, 306
According to CAPM model..........ocoviiiiiiiiiiiiiecceecc s 306
As per modified CAPM model.........cccoociiiiiiiiiiiiiicccceee e 306
Issues while computing Ke through modified CAPM model...........cccccccuvnnunnes 307
lustration - Calculation of equity risk premium ...........ccccocovviviiiiiiinniinnn, 307
International Issues: Application of Country Risk Premium ........c.ccccccccvvevnnnnnes 310
Sensitivity Analysis in Free Cash Flow Valuations............ccccccccceiiiiniiinniiiiinn 310
Multi-stage Free Cash Flow Model .........ccocovviiiiiiiiiiiinnneceeececeneseeeeenes 311
Application of DCF Method.......c.cocouecirireinnieininieininiccinetnereceeeesesieeeenesesesseveesnenenens 312
Case Study on DCF Valuation through H Model ...........ccccooiiiiiii 315
Other Valuation Methods............cccccoviviiiiiiiiii e 317
Rule of thumb.........cccoooiiiiiiii s 317
Contingent claim valuation ..........ccccciiirinnnnieeccccirreee s 317
Option pricing model is broadly of three types: ..........ccccccceiiiiinniiniiiiine 318
Choice of valuation apProaches ...t es 318
Chapter 7 Special Scenario Valuations, Approaches and Methodologies ..................... 320
INETOAUCHION. ... s 320
Valuation for Mergers and Swap Ratio 321
INtrOAUCHON. ....ociii s 321




Business Valuation in India

Catalyst fOr MEIAS......c.coiiiiiiccccc s 321
Merger Valuation and Swap Ratio ... s 324
When is merger valuation required? ... 324
Who can do merger valuation?..........cccovveieieieueiciiininrneeeeeeeiet e seseeeeeaes 325
Approaches and Methodologies for Merger Valuation ...........c.ccccccevvnnniccciccnne. 326
SEBI ReGUIALIONS.......cuoiiiiiiiiiciic s 326
Fairness OPINiOn.......cocecveiririeirienieineeeenteeee et 327
Challenge in fairness OPINION ........c.c.cueueuririrrererieieieteteeeeenese e vereeeeseseseeeenes 327
Accounting in case of business combinations .............ccccccccciiiinnnniiicicccne 327
Practical Example of Purchase Price Allocation (PPA) ......c.cccccoeevnnevennecennecneneenens 327
CASE STUAY .t 329
Valuation of Options 334
INrOAUCHON. ...cociiii e 334
European option versus American Option .........cccooveviiiiniiininiiicieceeeee e 335
Call Option VErsus PUt OPLIOI ....c.c.erevveeerieieirinieiieietnteieenreeenteiees ettt sresesessesesesnenenens 335
Employee Stock Option Plan (ESOP)........cccccociiiiiiiiiiiciceeireeeeeeseeec e 335
When is ESOP valuation required? .........c.coeecevireinnieenineinneineeeenenneeeereresessescseenenenens 336
Who can do ESOP valuation? ... 336
Approaches and methodologies for ESOP valuation? ............cccccoccoiviiiinciiniiccncens 336
Appendix B of Application guidance on Ind AS 102, Para B5 states about
the choice of Option Pricing Model ..........ccoviiiiiiiiiineceeecccenrees 337
Option Valuation MOdels ............cciiiiiiiiiiiiiiicceee e 337
Intrinsic value method ... 337
Guidance under Ind AS 102 on fair value of underlying equity instruments...... 337
Fair value method............ccooiiiiiiii 338
Black Scholes Model...........cccoiiiiiiiiiiii e 338
Guidance under Ind AS 102 .......ccccoiiiiiiiiiiiiii s 338
Key variables in valuation of options through Black Scholes model .................... 339
Guidance under Appendix B of Application guidance, Ind AS 102 on
estimating the fair value of underlying equity instruments.............cccccccccevnnines 339
Case Study: Black Scholes Model ... 347
Binomial Option Pricing Model.........cccooiviriiiiiiiiiiiiinrreceececeees s 351
Case Study: Binomial Model.............coooiiiiiiiiiiiiiecee e 352
Valuation for Minority Shareholders 354
INtrOAUCHON. ..ot 354

XXX



Contents

Valuation requirements under the Companies Act, 2013 .......c.cccoceerveerineerneerenereeneneennene 355
Section 235. Power to Acquire Shares of Shareholders Dissenting from Scheme or
Contract Approved by Majority. .......ccccovrrririeieiereeiirinnreeeeeieeetres e veseeeeeaes 355
Section 236. Purchase of minority shareholding and Valuation requirement................ 356

Rule 27 of the Companies (Compromises, Arrangements and
Amalgamations) Rules, 2016 deals with the determination of price for
purchase of minority shareholding. ... 357

SEBI Regulations for acquisition of shares of minority shareholders is required in the
LOLIOWIIIE CASES: ...ttt ettt nne 358

Exit opportunity to dissenting shareholders in case of change in objects or
variation of a listed company in the terms of contract referred to in the

PrOSPOCIUS.....ouiiiiiiiiccc 358
Delisting of SHATeSs .........cooiiiiiiiiiicic e 359

SEBI (Delisting of Equity Shares) Regulations, 2021...........ccccccoovvnvrecccccnnne. 359

Exit opportunity to shareholders of Exclusively Listed Companies ...........ccccccueueeeucncee. 362
Valuation of Intangibles 362
INrOAUCHON. ...cooviic e 362
Characteristics of Intangible ASSets ..........cccoveiiiiiiiiiniceccec s 363
Recognition and MeasuIremMent ...........ccccurucuiriiiiiiiriiiicce e 364
Guidance under Ind AS 38 ........ccoviiiiiiiiii s 364
Valuation approaches and methodologies for intangible assets...........ccccceeeeerernrrerererenenee 370
COSE APPTOACK ...ttt ettt ettt sttt be e 370
INCOME APPTOACKH ...ttt 371
Guidance on Valuation of Intangible Assets under IVS 210.........cccccvvvvreicccicnnnene. 372

Case study on Intangible Valuation for Marketing relating Intangibles (Brand
Valuation), Customer-related Intangibles (Customer Relationships) and

Contractual Intangibles (Assembled Workforce)...........c.cooeueeeciininnnnnncccccccnes 374
Brand ValUation..........ccooiiiiiiccicce e 379
Practical example - Brand Valuation..........ccccveeinnieceneinnieinecenecenereseneencesieneens 379
Valuation of Start-Up Companies 386
INEOAUCHION. ...t es 386
Key characteristics of start-up COMPAanIes............ccccevueueirirciriricineereeeneeseseeeeeneeas 386
Start-up trends in INdia........cceiiiiinc e 386
Valuation MethodOIOGIes ............cccoviiiiiiiiiiiiicee e 393
Venture Capitalist/ Exit Multiple Method ..........cccccooinniiiiiiiinrnreccccceeene 393
First Chicago Method...........cccooiiiiiii s 393
Scorecard Method..........ooovcueucicieiiiiii et e 393

XxXx1



Business Valuation in India

Reverse Calculation or Back Solve Method ... 394
Case Study: Start-up valuation ... 394
Case Study: Backsolve method ............cccoiiiiiiii s 397
Valuation of Corporate Debt Instruments and Corporate Guarantee 401
INETOAUCHION ...ttt es 401
Valuation of Corporate Debt INStruments............cccovveeeireennieinneennecinecenecenereeseeeeenene 401
Credit RAtINE ......c.ooiiiiiiiii e 401
Valuation of Unlisted BONdS ... 401
Market-based Rating APProach ..o 401
FIMMDA Corporate Bond Valuation Methodology ..........cccccceeeirinnnnnnecccccccenes 402
Valuation of Corporate GUATaANTEE..........ccovueuerirrerirrieririnetererieietneteesteretsreresessesees s eseesesesnene 402
Case Study: Fair Value of Redeemable Bonds...........cccccoouiiiiiiiiiiiicccccccce 402
Case Study: Valuation of Corporate GUATantee .............c.cccccevrererueueueieuciininnreeeeeeeneeeeens 404
Valuing Cyclical Companies 406
INETOAUCHION. ...t 406
Valuation APPIrOACh......c.covieiiirieiiriccnccrccre ettt ettt 406
Valuation under Liquidation 407
INEFOAUCHION. ...t 407
Guidance under IVS T04 ..o 407
Characteristics of Distressed bUSINESSES...........ccovuiueuiuiuiiiiriiiccccecc s 408
Valuation Challenges ...........ccccciiiiiiiiiiiii s 408
Choice of Valuation Methodologies...........coveuiieiiiiiiininnececcci s 409
Regulatory asSPeCts........c.cciiiiiiiiiiiiiiiiiii s 409
Case Study: Liquidation Valuation ... s 413
Appendix1 Summary of International Private Equity and Venture Capital (IPEV)
Valuation Guidelines (December 2022 Eition). .......coceceeevvererenererenerercnenccnnen 420
Appendix 2: Summary of AICPA revised Practice Aid for Valuation of Privately Held
Company Equity Securities Issued as Compensation (2013)..........cccccccuveneee. 426
Appendix 3: Legal provisions of ESOP’s under Companies Act and Rules.......................... 433
Appendix 4: FIMMDA Corporate Bond Valuation Methodology ..........cccccccceevvnnniieuccnnne 439
Appendix 5: Latest Prudential Framework for Resolution of Stressed Assets ..................... 450
Chapter 8 Regulatory Valuations in India 456
INETOAUCHION. ...ttt 456
Requirement of Valuation under various laws: ... 458
Under the Companies Act, 2013: Registered Valuer...........cccccccoioinnnnreieicicciinnrreeeenenee 458

XXXii



Contents

Under the Insolvency and Bankruptcy Code, 2016: Registered Valuer...........c.ccccccccocvuicnncne. 459
Under SEBI Regulations: Registered ValUer ...........cocoveueueueieieiiininnnrrccicccceeeseseenevenenene 460
Under SEBI Regulations: Merchant Banker/ CA .........ccccooiiiiiiiiiiiiireeecccceeeenes 460
Under Income Tax Act, 1961: Merchant Banker/ CA..........ccoovevviviieiiieieeieeeeceee e, 460
Under FEMA: Merchant Banker/ CA / Cost AcCouNntant...........ccoocveveveiecrerienenieseseeeennennenns 461
Valuation for Fresh Issue and/or Transfer of Shares .............cccocevieeiuiereeiciececeeeceeeee e, 461
a. Companies Act, 2003 ..o e 461
D. INCOIMIE TAX ACE, TOOT .ot e e e e et e e e e e e e e e eesaeeeseseaeesasaeeeens 463
c.Reserve Bank of INdia ........cccoceuiiiiiiiiiiicci s 464
Foreign Exchange Management (Non-Debt Instruments) Rules, 2019.......................... 468
d. SEBI REGUIALIONS ... 468
Case Study: SEBI Preferential Allotment.............cccccocoiiininniniciciiirnreeeeeccceenes 469
Case Study: Takeover Code (Frequently Traded Shares) ...........c.cccccveicinciincicncccns 473
Case Study: Infrequently traded shares ..............cccccccoeoinniiiiiiicccccccene 476
Valuation for Sweat EQUILY ........ccooiiiiiiiiiiiicccc e 479
Valuation for Financial REPOTHING..........ccceucuiiiiiiiccccc e 481
Fair value hierarchy prescribed in Ind AS 113 .......cccccooiiiiiiiiiiiicceeceeee 482
Approaches and Methodologies in Ind AS Valuation..........ccccccovvvricciicnnne. 482
Guidance under IVS 500 Financial Instruments.............c.coceeeeeiiinnnnneecccccccenes 483
Appendix 1: Reserve Bank of India.........ccceoeeeirinnninieieeiiiiinrnneeecccccces e 485
Extracts of Pricing guidelines under FDI Regulations ............ccccccccocinnnnnnecicrcccccnnne. 485
Extracts of Pricing guidelines under ODI Regulations.............cccccccccoiviinninniiiinnne. 490
Foreign Exchange Management (Non-Debt Instruments) Rules, 2019.......................... 494
Pricing Guidelines (rule 21)........ccccccciiiiiiiiiiiiiiiiiiiie s 494
Appendix 2:  Companies Act, 2013 .......ccoveerireirreiineerereietnereseseeree ettt ere e snene 496
Appendix 3:  Income Tax Act, 196 .......c.ccouiiiiiiiiniiiiiicece e 500
Section 50C: Special provision for full value of consideration in certain cases.............. 500
Section 56(2)(VIID) & (X). wererecerrreriririeiinieiirtnieicteiettrenteiee ettt ettt bene e 501
Transfer Pricing PrOVISIONS ... 513
Appendix 4:  SEBI ReGUIAtIONS ......ccccvvveiiiiiiiiiiiiiiireecccce e 520
Preferential ISSUE ..........ccccouviiiiiiiiiiiiic s 520
Qualified Institutions Placement ............coveeviiirieereeieceeceeere ettt ere e e nes 527
Initial Public Offer on Main Board............cccocoiiiiiiiiiiiiiccccccee 527
Extracts of SEBI (Substantial Acquisition of Shares & Takeovers) Regulations,
20T T s 530

XXX1ii



Business Valuation in India

Appendix 5:  Sweat EqQUity SRares ... 536
Companies Act, 203 ..o 536
Extracts of SEBI (Share Based Employee Benefits and Sweat Equity) Regulations,

202 et 538
Tax on Sweat Equity under Income Tax Act, 196T..........ccccocoviiiiiiiiniiiiiiincciicens 539

Chapter 9 Emerging Valuation Opportunities in India 540

INEFOAUCHION.. ..t 540

RegiStered VAlUETS........c.ccciiiiriirieieiciccicitt ettt 543
How to become a Registered Valuer ... 544

Specific Provisions under the Companies Act, 2013 which Require Valuation
Report from a Registered ValUer ...........ccccovviiiiiiiiiiiiiccccccr s 545

Specific Provisions under the Insolvency and Bankruptcy Code, 2016 which
Require Valuation Report from a Registered Valuer...............ccccociiniiiniiiniinns 546

Registered Valuer under the SEBI (Issue and Listing of Securitised Debt
Instruments and Security Receipts) Regulations, 2008..............ccccccoecnciciniinnciicnceens 546

Under the updated Issue and Listing of Securitised Debt Instruments and
Security Receipts Regulations, “valuer” means any person who is a “registered

valuer” under section 247 of the Companies Act, 2013...........ccccoeeivniiinciincciceene 546
Registered Valuer under the SEBI (REIT and InvIT) Regulations, 2014 ......................... 546
Registered Valuer under the SEBI (Issue of Capital and Disclosure
Requirements) Regulations, 2018 ..........c.cccoiviiiiiiiiiiniiiiiccecere e 546
Registered Valuer under the SEBI (Delisting of Equity Shares) Regulations, 2021........ 546
The Companies (Registered Valuers and Valuation) Rules, 2017 (duly amended as on
21 NOVEMDET, 2022) ....oviiririeiiinieiiinieieieieieresieietetet ettt st b et eb et bbb b ee st bt bebesesaesenennene 547
Appendix1  Revised syllabus of Asset Class - Securities or Financial Assets and
Format and Frequency of Examination ..........c.c.coceeceeeciinnnnnnieccccccnnes 573
Appendix 2  Model Question Paper for Valuation Examination Asset Class:
Securities or Financial Assets as prescribed by IBBI..............cccccccoviiiinne 575
Chapter 10  Judicial Pronouncements on Valuation in India 591
INtrOAUCHON. ...ocvii e 591
Judicial Pronouncements on Business/Share Valuation in India ........ccccceceevenenininencncncnen. 592
Valuation MethodolOGIEs .........c.ccciiiiriniiiiicicciccirreee s 592
ROIE Of COUTL ..ot 596
Valuation Date ... 599
MISCEIIANEOUS ..o s 600
Valuation Case Laws under the Income Tax Law in India........c.ccccovvnniiiiiine. 601

XXX1V



Contents

Annexure1l Real Life Business Valuation Report 618
Annexure 2 Indian Accounting Standard (Ind AS) 113 635
Annexure 3 Indian Accounting Standard (Ind AS) 109 676
Annexure 4 Glossary 839

XXXV



BUSINESS VALUATION
IN INDIA

Beyond the Numbers

Business valuation is critical for a variety of transactions, including fundraising,
mergers and acquisitions, sale of business, strategic decision-making, voluntary value
assessments, and regulatory and financial reporting in accordance with applicable
laws. In a rapidly evolving economy like India, valuation has emerged as a niche
profession with an increasing need to standardize diverse valuation practices. This has
created a demand for capacity building among valuation professionals, as well as the
development of proper tools and resources for them.

This third edition Trom ‘Corporate Professionals’ is fully updated and serves as a
well-conceptualized guide, acting as a practical tool for both valuers and companies.
Beyvond covering valuation principles, processes, approaches, methodologies, and
challenges, it delves into the key metrics that form the foundation of valuation in India
across wvarious contexts, It also provides an analysis of important judicial
pronouncements on valuation by Indian courts and tax tribunals

THIS BOOK COVERS:

*» |nternational Valuation Standards, issued by the VST
» Regulatory and Industry position as on 01* October, 2024

» Updated Companies (Registered Valuers and Valuation) Rules, 2017, relevant
SEBI Regulations and Accounting Standards

" Case Studies on DCF, Relative and Intangible Valuations

s Separate Chapter on 'Regulatory Valuations in India’ and 'Emerging Valuation
Opportunities in India’

s List of Requirements of Valuation under various Laws at one place

THIRD EDITION, 2025

To receive real time updates on Company Law, Securities Laws, |BC, 55 etc,, register at
the link: www.corporateprofessionals.com/femail-alerts

Corporate Professionals

uth Extensicn, Fa I'|‘ 1, Mew Dalhi - 1100 Hi_-l

IS8 978-03-5603-561-9

TAIIS




