VALUATION APE




BUSINESS COMBINATIOR

Definitions of Business Combination:

» The term Business Combination refe
in which two or more organizatig
ownership.

is the term applieg
brought toge




TYPES OF BUSINESS COMBI

Business Combination can take place in the fo

» Amalgamation
» Merger
» Demerger

Arrangement




BUSINESS COMBINATION VALUA
GENERAL PROPOSITIO

** In a business Combination, attempt is not to as
the shares of the companies, but their relat
and as is where is basis, to arrive at the g

< A relative valuation is based
qualitative factors relevant
dynamics and growth




VALUATION METHODOLO

’ Asset Based

Earnings Based
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Market Based




VALUATION METHODOLO

I Asset Based Net Asset Value
'| Earnings Based

Value of
Business/Equity/Intangibles

Market Based



VALUATION METHODOLO

Value of
Business/Equity/Intangibles

Asset Based

1) Discounted Cash Flow
) Earnings Capitalisation
) Royalty Relief method

) Contribution / Excess earnings
method

5) Incremental Cash Flow Method.

Earnings Based

Market Based




VALUATION METHODOLO

I Asset Based
“ Earnings Based
1) Market Price
Market Based 2) Comparable Companies Multiples
3) Comparable Transaction Multiples
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SHARE EXCHANGE RATIO

» Weightages considered in arriving at the relative
shares are generally:

O Net asset value methodology :
0 Market methodology :

O Earnings methodology:

enerally predomi




DISTRESSED ASSET VALUATIOJ

» A distressed asset is one which is in major financi
either in default or close to default. This will hz
greatly devalue.

» An asset that is put on sale, usua
is forced to sell it. There could k&
bankruptcy, excessive debt
be sold on to a hnew owng




CONTD...

» Traditional valuation techniques are built on the as
concern, i.e. A firm that has continuing operati
significant threat to these operations.

» When there is a significant likelihg
immediate future (next few yeas
yield an over-optimistic estig

ae discount rate (@
ihood of dist




DEALING WITH DISTRESS IN DCF VAL

distributions to estimate expe
of distress.

oing concern DCE

distressed fj
, and




START UP ENTITIES VALUA

What is a Start-up Entity:

+ A startup is a company that is in
companies are often
entrepreneurial founders as
product or service for wh

e to limiteg




VALUE YOUR STARTUP WITH THE
COMPARABLE TRANSACTIONS M

s The Comparable Transactions Method is m
revenue startups.

s Most of the time, you can just ta
margin, EBITDA, etc. for
Transaction Method.

+ These factors of the con
similar factors of ang
omparable resul

The Comparable Transactions Method

Somebody elses’s box Your box

Number of users 100,000 55,000

Rs. 100 Million

Valuation



VALUATION OF SMALL AND MED
ENTERPRISES

Definitions of micro, small & medium e

In accordance with the provision of mi
development (MSMED) act, 2006
enterprises (MSME) are classified g

A) Manufacturing Enterpri
manufacture or production
e first schedule to
or employing j




FIVE APPROACHES FOR VAL

. Discounted cash flow (DCF) valuation
. Liquidation and accounting valuation
. Relative valuation

. Contingent claim valuation (re

. Goodwill valuation

these apprg




DISCOUNTED CASH FLOW (DCF)

The DCF method relies on the future cash flows, wheg
use the past.

he following formula will present the DCE

1 t=1 {Expected future cash flo

e residual vag




LIQUIDATION AND ACCOUNTING

The liguidation and accounting approach estimates
Methods in this approach consider that a compas
determines the value from a static viewpoint.
valuation, estimates the value of the preseni

ome specific methods in the asset-ba
00Kk value
ted Book Value




CONTD...

Adjusted book value: The adjusted book value will be
book and market value. All balance sheets ite
(more) suitable market value.

iguidation value: Another method of.
. “value assets based upo
ion expenses are distrag




RELATIVE (MULTIPLE) VALUATIOI

The relative approach values the assets by pricing of ‘corg
common variable (earning, cashflows, book value or salg
essential in the relative valuation:

1. Finding comparable assets that are priced b

2. Scaling the market price to a common va

Adjusting for differences across asse

ic principles must be

 right peer groug




CONTD....

Some examples of frequently used multiples are the EBIT,
price earnings multiple.

EBIT multiple = Company value/ FEIT
300k value multiple = Company value/ 5
DA multiple = Company value/,

nings ratio = Common g




CONTINGENT CLAIM VALUATIO?

“Contingent claims analysis (CCA) is the application Q
valuation of assets, the future value of which depeng
other assets”. This approach is contingent on the og

he most simplified formula for the compag

y value = value of existing




GOODWILL VALUATION

Goodwill is the value a company has above its book valug
intangible assets. While goodwill is not always prese
benefit and advantage of the company. How to @
“valuing the company’s assets and then add a g

While there are several goodwill valuatiQ

pany value = net asset value +

mula the goodwill is vg




VALUATION OF CYCLICAL FIF

What is a cyclical industry:

s A cyclical industry is a typs
the business cycle, such
periods of economic p
periods of economi




VALUATION OF CYCLICAL FIRM

The Dark Side of valuation:

Base year fixation:

» When valuing companies, we tend to p
on current financial statements. Mg
built with the current year as the
to the firm’s own history o
sector.

This fixation of the cu4
with cyclical firms fé




VALUATION OF CYCLICAL FIRM

The Light Side of valuation:
Discounted Cash-flow valuation:

» The discounted cash flow value of &
inputs - earnings and cash flow

growth in these cash flows in
when the company will becog
apply to the cash flows.

discounted cash flg




VALUATION OF INVESTMENT

Definition of an Investment Entity:

An investment entity is an entity

A) Obtains funds from one
providing those in
services (investmg




VALUATION OF INVESTMENT

Definition of an Investment Entity:

An investment entity is an entity

A) Obtains funds from one
providing those in
services (investmg




VALUATION OF INVESTMENT EP

Valuation of a public company:

A Public company being an investment g
that fair value is the primary me

Therefore while conducting valuati
not go beyond the Fair Market Vz




VALUATION FOR INSURANCE

What is an Insurance Company:

s A business that provides coverage, 4
resulting from loss, damages, injury
for premium payments. The comg
then determines the cost to rg
premium amount.

/7

* An insurance compan
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THANK YOU!



