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ELITE VALUATION

Independent Valuation & Boutique Advisory

Independent Valuation & Boutique Advisory + Pan-India Services « www.EliteValuation.in

Overview of Valuation Services

Secretarial Regulation Valuations: Valuations under Companies Act — mergers, amalgamations,

buyback, sweat equity, preferential allotment, scheme of arrangement, demerger.

Income Tax Regulation Valuations: Section 56(2)(x), Section 50CA, Rule 11UA, slump sale valuations,

fair market value determinations for compliance.

FEMA Regulation Valuations: FDI/ODI pricing, cross-border share transfers, compounding

applications, step-down subsidiary valuations, FEMA-compliant pricing certificates.

ESOP Valuation & Advisory: Grant date and exercise date valuations (Black-Scholes, Binomial), ESOP

scheme design, Ind AS 102 compliance, sweat equity and phantom stock valuations.

Ind AS / IFRS Valuations: Purchase Price Allocation (PPA), impairment testing, business combination

valuations under Ind AS 103, fair value measurement under Ind AS 113.

Merger & Amalgamation Valuations: Swap ratio determination, fairness opinions, scheme valuations,

buy-side and sell-side advisory for M&A transactions.

Intangible Asset Valuation: Brand, trademark, patent, copyright, software, customer relationships,

non-compete agreements — for M&aA, financial reporting, and tax purposes.

Actuarial Valuations: Gratuity, leave encashment, and other employee benefit scheme valuations under
Ind AS 19.

"Valuation is not a science of precision — it is an art of informed judgment, backed by

data, experience, and integrity."

— Sagar Shah

DISCLAIMER

This guide is intended for educational and informational purposes only. It does not constitute professional valuation advice.
Specific valuation assignments should always be conducted by a qualified Registered Valuer in accordance with applicable

laws, standards, and regulations. The examples and case studies are illustrative or anonymized.

© 2026 Elite Valuation. All rights reserved.
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SECTION 1: THE VALUATION LANDSCAPE IN 2026

Chapter 1: Why Valuation Has Never
Mattered More

Let me be honest with you about something most valuation guides won't say upfront. A valuation report,
on its own, is just a number on paper. What truly matters is the story behind that number — the
assumptions, the judgment calls, the adjustments, and the context. Anyone who gives you a valuation

without explaining the reasoning behind it is handing you a conclusion without giving you the plot.

In 2026, this matters more than ever. India is in the middle of a valuation supercycle. Private equity
deal volumes hit record highs in 2024-25. Startup valuations are being stress-tested as funding winter
gave way to selective, metrics-driven investing. Family businesses are being formally valued for

succession, buy-outs, and estate planning at a pace we have never seen before.

SEBI and the Income Tax Department are scrutinizing transactions with unprecedented rigor. The

demand for credible, defensible valuations is not just a professional trend — it is a regulatory reality.

India's Valuation Supercycle: Key Indicators (FY21-FY26E)

% Deal Volume ($Bn) I valuation Demand
150
100
50 I I I I I I
0 . I I
FY21 FY22 FY23 FY24 FY25 FY26E

What Has Changed in the Last 12 Months?

The valuation landscape in India has shifted materially in the last 12 months, driven by regulatory action,

market evolution, and technological disruption. Here are the five most consequential developments:

» SEBI tightened valuation disclosure norms for listed entities and mutual funds, including
revised gold and silver valuation guidelines effective February 2026. These norms now require more
granular methodology disclosure and independent verification for NAV computation.

* Section 56(2)(x) and Section 50CA continue to be the two most litigated valuation provisions in
India. The stakes keep rising — recent tribunal orders have confirmed that inadequate valuation
reports can result in the entire transaction value being treated as income, not just the differential.
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L]

ICAI's Valuation Standards (IVS-aligned) are now being actively referenced in NCLT
proceedings. In several recent orders, tribunals have questioned valuations that did not follow IVS
methodology, making standardized approach non-optional for practitioners.

Al-driven financial models are entering the valuation space. Tools now assist with comparable
screening, ratio computation, and even preliminary DCF modelling. However, they remain tools —
not replacements for a Registered Valuer's professional judgment, independence certification, and
accountability.

ESG factors are being formally embedded into enterprise valuations for PE-backed companies,
especially for overseas fund reporting. Multiple global LPs now require ESG-adjusted discount rates
in portfolio valuations, creating a new competency requirement for Indian valuation practitioners.

KEY INSIGHT

The regulatory direction is unmistakable: Valuations must be more transparent, more
methodologically rigorous, and more defensible than ever before. The era of "convenience
valuations" — where the number was decided first and the report was built backwards — is ending

. Practitioners who adapt to this new standard will thrive; those who don't will face increasing

professional risk.

The Numbers Behind the Supercycle

Consider these data points that underscore the scale of valuation demand in India:

L]

Private equity investments in India crossed $60 billion in FY25, each requiring entry and exit
valuations.

Over 1,200 startups raised funding in 2024-25, each needing compliance valuations under Section
56(2)(x).
NCLT processed over 800 merger/demerger schemes in the last 12 months, each requiring

independent RV opinions.

India has an estimated 300,000+ family businesses with revenues above Rs.10 Crore, with a
significant proportion entering generational transition.

SEBI-regulated transactions — preferential allotments, open offers, buybacks — generated over
500 mandatory valuation reports in the last fiscal year.

Who Should Read This Guide?

Business owners who want to know what drives their company's value — and how to increase it
before a sale or fundraise

CAs, CSs, and CFOs who need a clear, practical reference on valuation methodology and the
regulatory provisions that trigger mandatory valuations

Startup founders preparing for investor conversations and needing to understand how VCs
actually think about valuation
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« Finance students and freshers building a foundation in real-world valuation — not just textbook
theory

» Investors and HNIs evaluating acquisitions, portfolio companies, or succession planning

* Legal professionals who need to understand valuation methodology for NCLT proceedings,
dispute resolution, or regulatory filings

How to Use This Guide

Read it linearly if you are new to valuation. If you are a practitioner, jump to the sections most relevant to
your current engagement. I have included practical examples with full calculation walk-throughs, key
formula references, regulatory provision cross-references, and — most importantly — the practitioner

insights that most textbooks quietly skip.
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Chapter 2: Core Concepts Every Valuation
Professional Must Know

Before we talk methods, let's make sure we are speaking the same language. I've sat across the table from
CFOs who confused Enterprise Value with Market Cap, and founders who thought EBITDA was the same

as profit. These are not small mistakes — in valuation, terminology is precision.

The Single Most Important Concept: Value Is Context-Dependent

There is no such thing as the value of a business. There is only value for a specific purpose, at a specific

date, under a specific standard of value. A company may simultaneously have:

e A Fair Market Value of for Income Tax purposes

e AFair Value of for NCLT proceedings

e An Investment Value of for a specific strategic buyer
* ALiquidation Value of in a distress scenario

This is not inconsistency — this is how valuation actually works. Each standard of value answers a
different question, for a different audience, under different assumptions. A Registered Valuer who does
not clearly state and apply the correct standard of value has made a fundamental error before even

beginning the analysis.

KEY INSIGHT

We once reviewed a valuation report where the valuer had used Fair Market Value methodology for
an NCLT scheme of arrangement that required Fair Value under Section 230. The result? The entire

report was challenged by a minority shareholder, the scheme was delayed by 8 months, and the

company incurred significant additional legal costs. Know your standard of value before you start.

Key Definitions You Must Know

Enterprise Value (EV): The total value of a business — equity plus net debt. Think of it as the price to
buy the entire business, debt and all. This is the most commonly used metric in M&A because it is

capital-structure neutral — it tells you what the business is worth regardless of how it is financed.
EV = Market Cap + Total Debt - Cash & Cash Equivalents

Equity Value: What belongs to shareholders after paying off all debt. This is the number most relevant to

an equity buyer, a minority shareholder, or for Section 56(2)(x) compliance.

Equity Value = Enterprise Value - Net Debt
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EBITDA: Earnings Before Interest, Tax, Depreciation & Amortisation. The most commonly used proxy for
operating cash flow in market-based valuations. However, EBITDA is not cash flow — it ignores working
capital investment, maintenance capex, and tax. Treating EBITDA as a proxy for free cash flow is one of

the most common analytical errors.

WACC (Weighted Average Cost of Capital): The blended required rate of return for a business,
considering both equity and debt costs. This is the discount rate used in DCF. Getting WACC wrong by

even 1-2% can swing a valuation by 15-25%, making it one of the most sensitive inputs in any valuation.
WACC=(E/V)xKe+ (D/V)xKdx (1-T)

Where E = Equity, D = Debt, V = Total Capital, Ke = Cost of Equity (typically derived using CAPM), Kd = Cost of Debt, T =

Corporate Tax Rate.

Terminal Value: The value of all cash flows beyond the explicit forecast period. In most DCF models,
terminal value represents 60-80% of total enterprise value — which is why it deserves extraordinary
scrutiny. A terminal growth rate that exceeds the economy's long-term nominal GDP growth rate is

almost never defensible.

Control Premium vs. Minority Discount: A controlling stake in a business is worth more than a
minority stake, because control comes with decision-making power — the ability to set dividends,
hire/fire management, approve M&A, and determine capital allocation. In Indian private markets,

control premiums typically range from 20-40%, and minority discounts from 15-35%.

PRO TIP

When reviewing any valuation report, the first three things I check are: (1) Is the standard of value
clearly stated and appropriate for the purpose? (2) Is the valuation date explicitly stated, with data
anchored to that date? (3) Is WACC company-specific, not a generic industry number? If any of these

three are missing or wrong, the rest of the report is unreliable.

The Three Pillars of Valuation

INCOME APPROACH MARKET APPROACH ASSET APPROACH
What cash will this What are similar What does the

business generate?

businesses selling for?

« DCF Method

+ Capitalised Earnings

Best for: Profitable, growing businesses

+ CCA

+ Precedent Txns

Best for: Companies with listed peers

business own?

+ NAV Method
+ Adjusted Book Value

Best for: Holding cos, asset-heavy
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Every valuation methodology falls under one of these three approaches. In practice, a robust valuation
typically uses two or more approaches and reconciles the results — explaining why the values differ and
assigning reasoned weight to each. A single-method valuation is rarely adequate for any significant

transaction.
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Chapter 3: The Indian Valuation Standards
Framework

India has come a long way in standardizing valuation practice. As recently as a decade ago, valuations
were unregulated, inconsistently prepared, and frequently challenged in courts. Today, we have a
multi-layered framework that every practitioner must understand — and every business owner should

be aware of.

The Regulatory Architecture

ICAI Valuation Standards (2018 onwards)
The Institute of Chartered Accountants of India issued its Valuation Standards in 2018, aligned with
International Valuation Standards (IVS). These cover:

e IVS101: Scope of Work — defining the engagement parameters

e IVS102: Investigations and Compliance — the diligence standard

e IVS103: Reporting — what a valuation report must contain

e IVS 200: Businesses and Business Interests

e IVS 210: Intangible Assets

e IVS 300: Plant & Equipment

e IVS 400: Real Property

These standards are increasingly being cited in NCLT proceedings. In several recent orders, valuations
that did not follow IVS methodology were questioned or rejected, making compliance with these

standards effectively mandatory for court-facing work.

Registered Valuers under Companies Act, 2013
Section 247 of the Companies Act and the Companies (Registered Valuers and Valuation) Rules, 2017
established the formal framework. A Registered Valuer must:

¢ Be a member of an IBBI-recognized Valuation Professional Organisation (VPO)

e Have cleared the RV examination conducted by IBBI

 Fulfil continuing education requirements annually

» Beindependent of the entity being valued — with documented independence declaration

10
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When Is a Registered Valuer Required?

Is your transaction covered under...?

+ Mergers & Amalgamations + Section 56(2)(x) + Preferential Allotment
+ Buyback / Sweat Equity + Section 50CA + ESOPs / SARs
+ IBC / Insolvency + Rule NUA + FDI / ODI Pricing

YES — RV Opinion is Mandatory

Regulatory Provisions Requiring Valuation

Companies Act, 2013: Mergers and amalgamations (Section 230-232), buyback of shares (Section 68),
sweat equity (Section 54), preferential allotment (Section 62), insolvency proceedings under IBC, and

scheme of arrangement — all mandate an independent RV opinion.

Income Tax Act: Section 56(2)(x) — if shares are issued below FMV, the difference is taxable income.
Section 50CA — if shares are transferred below FMV, the FMV is deemed the consideration for capital
gains. Rule 11UA prescribes the methodology: NAV method or DCF certified by a Merchant Banker.

SEBI Regulations: Preferential allotment pricing, ESOP grant valuations, open offer pricing (SAST
Regulations), mutual fund NAV computation, and AIF portfolio valuations — all require valuation in

accordance with SEBI-specified norms.

FEMA/RBI: FDI entry and exit pricing, ODI valuations, cross-border share transfers, and compounding
applications — all require valuation by a SEBI-registered Merchant Banker or a Chartered Accountant (as

applicable), following prescribed pricing guidelines.

KEY INSIGHT

In our practice, the most frequent question we receive is: "Do I need an RV for this transaction, or
will a CA certificate do?" The answer depends entirely on the specific provision triggering the
valuation. Under Section 56(2) (x), the law currently allows a merchant banker or a CA (not

necessarily an RV) for unlisted shares — but for Companies Act purposes, only an RV will suffice.

Under FEMA, it depends on whether you 're dealing with FDI or ODI, and the specific regulation

involved. Always check the specific triggering provision before deciding who should conduct the

valuation.

1
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PRO TIP

A practical checklist before engaging a valuer: (1) Identify the exact legal provision triggering the
valuation. (2) Determine whether an RV, Merchant Banker, or CA is required. (3) Verify the valuer's
independence from the entity. (4) Confirm the valuation date aligns with the transaction date. (5)
Ensure the standard of value matches the purpose. Getting any of these wrong can invalidate the
entire report.
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Chapter 4: The Income Approach — DCF &
Capitalisation

Of the three approaches, the Income Approach is the one that most directly answers the question a buyer
is really asking: "How much money will I make from this?" The logic is elegant and intuitive: a business is

worth the present value of all the future economic benefits it will generate for its owner.

4.1 Discounted Cash Flow (DCF) Method

DCF is the gold standard of intrinsic valuation. It is thorough, defensible, and — when done well — the
single most powerful tool in a valuer's kit. It is also the most easily abused, because it relies heavily on

assumptions about future performance.

The Core Idea: A rupee received today is worth more than a rupee received next year. This is the time
value of money. DCF applies a discount rate (typically WACC) to convert future free cash flows into their

present value equivalent.

The Five Steps of DCF: (1) Project free cash flows for an explicit forecast period (typically 5-10 years).
(2) Determine the appropriate discount rate (WACC). (3) Calculate terminal value beyond the forecast

period. (4) Discount all cash flows to present value. (5) Bridge from enterprise value to equity value.

Practical Example: DCF of ABC Forgings Pvt. Ltd.

Company: ABC Forgings Pvt. Ltd. | Sector: Auto-component manufacturing
Revenue (FY25): Rs.45 Crore | EBITDA Margin: 18% | Purpose: Promoter buyout (minority exit)

Step 1: Project Free Cash Flows

Revenue (Rs. Cr) EBITDA (18%) Less: Taxes & Capex FCFF (Rs. Cr)
495 8.91 2.90 6.01

FY26

FY27 54.5 9.81 3.20 6.61
FY28 59.9 10.78 3.50 7.28
FY29 65.9 11.86 3.85 8.01
FY30 72.5 13.05 4.25 8.80

Table 1: Projected Free Cash Flows (10% CAGR, stable margins, maintenance capex)

Key assumption rationale: Revenue growth of 10% CAGR is benchmarked against the auto-component
sector's historical growth rate (12-14% for top-quartile companies) with a conservative haircut for the
subject company's smaller scale. EBITDA margins are held stable at 18% based on the last three years'

average, with no margin expansion assumed.

13
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Step 2: Determine WACC

Cost of Equity (Ke): 16% using CAPM — Risk-free rate 7.1% (10-year G-Sec) + Beta 1.2 x Equity Risk
Premium 7.5%

Cost of Debt (Kd): 10.5% pre-tax, ~7.9% post-tax (at 25% effective tax rate)

Capital Structure: 70% equity, 30% debt (based on company's actual structure)

WACC = (70% x 16%) + (30% x 7.9%) =13.6%

Step 3: Terminal Value

Using the Gordon Growth Model with terminal growth rate (g) = 5%, which is below India's expected

long-term nominal GDP growth rate of 9-10% — an intentionally conservative assumption:

TV = FCFFYearS x (1+g) / (WACC-g) = 8.80x1.05 / 0.086 = Rs.107.4 Crore

Step 4: Discount to Present Value

Cash Flow (Rs. Cr) Discount Factor @13.6% PV (Rs. Cr)
6.01 5.29

FY26 0.880

FY27 6.61 0.775 512
FY28 7.28 0.682 4.97
FY29 8.01 0.601 4.81
FY30 8.80 0.529 4.65
Terminal Value 107.4 0.529 56.81
Enterprise Value 81.65

Table 2: Present Value Calculation

Step 5: Bridge to Equity Value

Enterprise Value: Rs.81.65 Cr

Less: Net Debt (Total Debt Rs.18 Cr minus Cash Rs.2.5 Cr): Rs.15.5 Cr

Equity Value: Rs.66.15 Cr

Minority stake (30%): Rs.19.85 Cr

Less: Minority Discount (20%, based on Indian PE transaction evidence): Rs.3.97 Cr

Value of 30% Minority Stake: Rs.15.88 Cr

14
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DCF Valuation Bridge: ABC Forgings Pvt. Ltd. (Rs. Crore)

56.8 81.7 15.5
- 66.2 4.0
|
24.8
199

. - =

PV of PV of Enterprise Less: Equity Minority Less: Final

FCFF Terminal Value Net Debt Value 30% Discount Value

Typical DCF Value Composition

B Terminal Value: 70%

B Explicit Period FCF: 30%

DCF

Rs.81.65 Cr
X Terminal Value = 60-80% of total

Scrutinize assumptions carefully!

KEY INSIGHT

In every DCF I do, I run a sensitivity table varying the WACC (+/- 1-2%) and terminal growth rate
(+/- 1%). The output range tells me far more than a single-point estimate. For ABC Forgings, the

equity value ranged from Rs.52 Cr to Rs.85 Cr depending on these assumptions — a variation the

client absolutely needs to know before entering negotiations. If a valuer gives you only one number

without a sensitivity range, ask for one.

4.2 Capitalisation of Earnings Method

When a business has a stable, normalised earnings track record and is not expected to change
dramatically, the Capitalisation method offers a simpler, equally defensible approach. This method is
particularly well-suited for professional practices, small businesses, and mature companies with

predictable earnings.
Value = Maintainable Earnings / Capitalisation Rate

The capitalisation rate equals WACC minus long-term growth rate. Example: A CA firm earning Rs.80

lakh in annual net profit consistently, with a capitalisation rate of 18%:

Value = Rs.80 Lakh / 0.18 = Rs.4.44 Crore

15
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PRO TIP

The capitalisation method looks simple, but the key challenge is determining "maintainable
earnings." This requires normalising for owner's excess compensation, one-time items, related-party
transactions at non-arm'’s length prices, and non-recurring income or expenses. The normalisation
exercise is where the real judgment lies — not in the division.
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Chapter 5: The Market Approach — Multiples
& Comparables

The Market Approach answers a deceptively simple question: "What would the market pay for something
like this?" It is empirical — grounded in actual transaction data and listed company trading multiples. It
is also the most frequently misapplied method, because finding truly comparable companies is harder
than it looks.

5.1 Comparable Company Analysis (CCA)

The idea is to identify publicly listed companies similar to the subject business, observe their trading
multiples, and apply those multiples to the subject company's financials. The choice of multiple depends

on the company's profile:

EV/EBITDA Enterprise Value / EBITDA Most businesses — industry agnostic
EV/Revenue Enterprise Value / Revenue High-growth / pre-profit companies
P/E Price / EPS Listed company comparisons

P/B Price / Book Value Banks, NBFCs, capital-heavy businesses
EV/EBIT Enterprise Value / EBIT When D&A; differences are material

Table 3: Common Valuation Multiples

Practical Example: SaaS Company Valuation

Subject: XYZ Tech Solutions Pvt. Ltd. (B2B SaaS, HR Tech)
ARR: Rs.12 Crore | Growth: 45% YoY | EBITDA: Negative (-Rs.1.2 Cr)

Since the company is pre-profit, EV/Revenue is the relevant multiple.

EV (Rs.Cr) Revenue (Rs. Cr) EV/Revenue
850 110 7.7x

Peer A

Peer B 420 68 6.2x
Peer C 1,100 132 8.3x
Median 7.7x

Table 4: Comparable Company Multiples

Critical adjustments: The median trading multiple of 7.7x must be adjusted for the subject company's

private status and smaller scale:

17
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» Size discount (private, smaller scale): -20% — smaller companies have higher execution risk

 Illiquidity discount: -15% — no public market for share trading

e Adjusted Multiple: 7.7xx (1- 0.20) x (1- 0.15) = 7.7x x 0.68 = 5.2x (rounded to 5.0x)
Indicated Value: Rs.12 Cr x 5.0x =

KEY INSIGHT

We've seen valuations where someone picked 10 "comparable"” companies, threw out the outliers,
and landed on a convenient multiple. That is not analysis — that is reverse engineering. True CCA

requires understanding why the differences in multiples exist across peers. Peer A trades at 7.7x while

Peer B trades at 6.2x — is it because of growth rate differences? Margin profile? Market positioning?

Customer concentration? The adjustments must be explicit, documented, and defensible.

5.2 Precedent Transaction Analysis

Rather than looking at how similar companies trade in the market today, Precedent Transaction Analysis
looks at how they were actually acquired. M&A transactions typically include a control premium (the
extra amount a buyer pays to gain control), so transaction multiples are usually 20-40% higher than

trading multiples.

Key Considerations: (1) Always check the deal date — a 2019 transaction in pre-COVID conditions may
not be relevant in 2026. (2) Verify the transaction type — a strategic acquisition with synergies will
command higher multiples than a financial sale. (3) Check for distress — forced sales depress multiples

and should be excluded or adjusted.

Practical Example: Precedent Transaction Analysis for a Pharma CDMO

Subject company: A mid-sized contract development and manufacturing organisation (CDMO) with
revenue of Rs.200 Crore and EBITDA of Rs.50 Crore. We identified five relevant precedent transactions in
the Indian pharma CDMO space from 2023-2025:

Acquirer / Target = (RS. cr) EV/EBITDA

PE Fund / CDMO A 2025 1,400 14.0x 28%
Strategic / CDMO B 2024 850 12.5x 35%
PE Fund / CDMO C 2024 2,200 15.8x 22%
Strategic / CDMO D 2023 600 11.2x 30%
PE Fund / CDMO E 2023 1,100 131x 25%
Median 13.1x 28%

Table 4A: Precedent Transaction Multiples — Indian Pharma CDMO Sector

18
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Analysis: The median transaction EV/EBITDA of 13.1x includes control premiums averaging 28%.
Adjusting for the subject company's smaller scale (size discount of 15%) and private status (illiquidity
discount of 10%): Adjusted multiple = 13.1x x 0.85 x 0.90 = 10.0x. Applied to EBITDA of Rs.50 Cr, the

implied enterprise value is

Reconciling CCA and Precedent Transaction Results

It is common for CCA and Precedent Transaction Analysis to produce different values. This divergence is
informative, not problematic. Precedent transaction multiples are typically higher than CCA trading
multiples because they include control premiums and potential synergy expectations. A good practice is

to present both results and weight them based on reliability:

« If the subject is a controlling stake acquisition, precedent transactions deserve higher weight (they
reflect actual control prices paid).

« If the subject is a minority stake valuation, CCA trading multiples are more appropriate (they reflect
minority, non-controlling prices).

» If comparable transactions are stale (>3 years old) or from different geographies, reduce their
weight relative to current trading comparables.

The valuer must document the rationale for the weighting applied to each method. Simply averaging the

two results without explanation is a common — and indefensible — shortcut.

Common Pitfalls in Market Approach Valuations

Having reviewed hundreds of market approach valuations, these are the errors I encounter most

frequently:

» Using too many weak comparables instead of fewer strong ones: A peer set of 3—5
well-matched companies is far more defensible than 15 loosely related ones. Quality over quantity.

« Ignoring financial profile differences: Two companies in the same industry can trade at vastly
different multiples if one has 30% margins and the other has 10%. Multiples must be normalised
for profitability, growth rate, and capital intensity.

* Not adjusting for capital structure: EV/EBITDA is capital-structure neutral, but P/E is not.
Comparing P/E ratios across companies with different leverage levels without adjustment is
meaningless.

* Cherry-picking convenient outliers: Excluding a low-multiple comparable because it is "not
representative” while keeping a high-multiple comparable that is equally unusual is a form of bias
that undermines credibility.

* Applying Indian multiples to global comparables (or vice versa): Indian market multiples
reflect Indian risk premiums, growth expectations, and liquidity conditions. Directly applying US or
European multiples without a country risk adjustment overstates Indian company values.

19



The Ultimate Business Valuation Guide 2026 Elite Valuation

PRO TIP

When selecting comparable transactions, I apply a "three-filter" test: (1) Same industry vertical? (2)
Similar revenue scale (within 0.5x to 3x of subject)? (3) Transaction completed within the last 3
years? If a comparable fails any two of these filters, it is excluded. This discipline prevents the
common trap of cherry-picking transactions that support a predetermined conclusion.
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Chapter 6: The Asset-Based Approach

Not every business is best valued by its earnings. Asset-heavy companies, holding companies, real estate
firms, investment vehicles, and early-stage ventures with no earnings history often require an

Asset-Based approach.
NAYV = Fair Value of All Assets - Fair Value of All Liabilities

The critical word is Fair Value — not book value. Every asset on the balance sheet must be restated to its
current market value. This exercise often reveals significant hidden value (or hidden risks) that book

value conceals.

When to Use the Asset Approach

* Holding and investment companies — whose value derives from underlying assets, not

operating earnings
* Real estate companies — where land and property values typically far exceed book values
e Asset-heavy manufacturing — where plant, machinery, and inventory represent the core value
* Companies in liquidation or distress — where going-concern assumptions are not appropriate

» Early-stage companies with no revenue — where the asset base (IP, technology, inventory) is
the primary value indicator

Practical Example: Holding Company NAV

BOOk value (Rs cr) e Value (Rs Cr) _

Listed Equity (BSE) 8.5 2.4 Market price
Unlisted Subsidiary (60%) 12.0 3L5 DCF of subsidiary
Commercial Property 6.0 18.0 Market comparison
Cash & FDs 4.2 4.2 At par

Total Assets 30.7 76.1

Less: Liabilities 5.0 5.0 At par

NAV (Equity Value) 25.7 711

Table 5: Net Asset Value Calculation

Result: Book value understated the company by Rs.45.4 Crore — a 177% difference. This is exactly why

asset-based valuation requires fair value adjustments, not just balance sheet reading.
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KEY INSIGHT

For holding companies, we always check for three hidden value items that balance sheets
systematically understate: (1) Real estate carried at historical cost — often worth 3-10x book value.

(2) Listed equity investments — book value reflects cost of acquisition, not current market price. (3

) Unlisted subsidiaries — carried at cost, but may have grown significantly since acquisition.

Conversely, we also check for hidden liabilities: contingent liabilities in notes, pending litigation,
and off-balance-sheet guarantees.

Practical Example 2: Real Estate Company NAV

Consider a real estate developer holding 50 acres of land in a Tier-1 city purchased in 2008 at Rs.15 Lakh
per acre (book value Rs.7.5 Crore). Current market rate: Rs.2.5 Crore per acre. Fair value of land alone:
Rs.125 Crore — a 16x increase over book value. Add ongoing projects valued at net realisable value
(estimated sale price minus cost to complete), and the NAV can be dramatically different from what the

balance sheet suggests.

Key challenge: Real estate valuation requires independent property valuations (typically by
RICS-certified valuers), assessment of development potential and approvals, estimation of construction
costs to complete, and market absorption rate analysis for unsold inventory. The valuation is only as good

as the underlying property appraisals.

When NOT to Use the Asset Approach

The asset approach has significant limitations and should generally not be the primary method for:

» Service businesses: A consulting firm or IT services company derives value from its people and
client relationships, not physical assets. NAV will drastically undervalue such businesses.

» High-growth companies: The future earnings potential of a rapidly growing business far exceeds
the current asset base. DCF is more appropriate.

» Businesses with significant intangibles: If brand, IP, or customer relationships drive value, NAV
(even with intangible asset identification) may miss the synergistic value of the combined
enterprise.

In practice, the asset approach serves as a floor value — a sanity check. If your DCF valuation is below

NAV for a profitable company, something is likely wrong with your DCF assumptions.

Regulatory Requirements for Asset Valuations

Under the Companies Act, 2013, asset valuations are specifically required for mergers and amalgamations
(where assets are transferred at fair value), demergers (where asset identification and allocation is
critical), and insolvency proceedings under IBC (where liquidation value and going-concern value must
be separately assessed). NCLT orders have consistently emphasized that balance sheet values are

inadequate for these purposes.

Under the Income Tax Act, the NAV method under Rule 11UA requires restating all assets to fair value and

liabilities to fair value. Common errors include: not restating immovable property to current market
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value, not revaluing listed investments to market price on the valuation date, and not accounting for

contingent liabilities that are probable and estimable.

PRO TIP

When applying a holding company discount (typically 15-30% in India), document the specific
factors driving it: lack of control over underlying assets, inability to monetise investments efficiently,
overhead costs of the holding structure, and illiquidity of the holding company's own shares. A
blanket "25% holding company discount" without justification will not survive scrutiny.
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Chapter 7: Startup & Early-Stage Valuations

Startup valuation is where traditional finance meets storytelling. There are no five years of stable cash
flows to discount. There are often no revenues. What you have is a team, a market hypothesis, and

potential. Yet startups get valued — and funded — every day. How?

Why Traditional Methods Fall Short

DCF requires projectable cash flows — startups have none. CCA requires comparable listed companies —
most startups have no direct public market comparables. The asset approach gives you almost nothing for

a tech startup with one developer and a prototype. So practitioners have evolved specialized methods.

Method 1: The Berkus Method

Developed for pre-revenue startups, the Berkus Method assigns a value to five key risk factors:

Sound Idea (basic value) Rs.2.5 Crore
Working Prototype Rs.2.5 Crore
Quality Management Team Rs.2.5 Crore
Strategic Relationships Rs.2.5 Crore
Product Rollout / Sales Rs.2.5 Crore
Maximum Pre-Revenue Value Rs.12.5 Crore

Table 6: Berkus Method Scoring

Limitation: This gives a ceiling, not a precise value. Use it to benchmark, not to conclude. In Indian

markets, the Berkus values may need to be adjusted downward for smaller addressable markets.

Method 2: The VC Method

This is how venture capitalists actually think about valuation — backwards from the expected exit.
Example — FinTrack Al (B2B fintech, Series A):

» VC's Expected Return: 10x in 5 years

e Projected Revenue Year 5: Rs.80 Crore
e Industry EV/Revenue at Exit: 6x

e Expected Exit Value: Rs.480 Crore

Post-Money = Exit Value / Target Return = Rs.480 Cr / 10 = Rs.48 Crore

If VC invests Rs.8 Crore: Pre-Money = Rs.48 Cr - Rs.8 Cr = Rs.40 Crore, VC Ownership = 16.67%
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Regulatory Compliance for Startup Valuations

Every startup raising capital in India must comply with Section 56(2)(x). If shares are issued to residents
above the Rule 11TUA FMV, there is no issue. But if shares are issued below FMYV, the recipient faces
income tax on the differential. For startups, this creates a unique challenge: the FMV computed under
Rule 11UA (NAV or DCF) may be significantly lower than the price at which the funding round is actually
priced.

The DPIIT exemption: Startups recognized under the DPIIT Startup India scheme are exempt from
Section 56(2)(x) angel tax provisions, but this exemption has specific conditions and documentation

requirements.

Method 3: Scorecard Method

The Scorecard Method adjusts a base valuation (typically the average pre-money valuation for similar
startups in the region) by scoring the subject startup across multiple factors: strength of management
team (0-0.30 weight), size of opportunity (0-0.25), product/technology (0-0.15), competitive
environment (0-0.10), marketing/sales channels (0-0.10), and need for additional funding (0-0.05). Each
factor is scored as a percentage of the average — above average, at average, or below. The weighted sum

determines the valuation relative to the benchmark.

Advantage: More structured than the Berkus Method and forces explicit comparison against market
benchmarks. Limitation: Depends heavily on the reliability of the base benchmark valuation for the

region and stage.

Practical Considerations for Series A/B Valuations

At Series A and beyond, startups typically have some revenue traction. The valuation becomes a hybrid

exercise:

¢ Revenue multiples: SaaS startups with Rs.5-15 Cr ARR typically command 8-20x revenue
multiples in India, depending on growth rate, net revenue retention (NRR), and gross margins.

* Rule of 40: Investors increasingly apply the Rule of 40 test (revenue growth rate + EBITDA margin
should exceed 40%). Companies above 40% command premium multiples; those below face
significant valuation pressure.

* Unit economics: Customer Acquisition Cost (CAC), Lifetime Value (LTV), and LTV /CAC ratio
(should be >3x for healthy economics) are directly incorporated into valuation discussions.

» Cohort analysis: Revenue retention by monthly/quarterly cohort reveals the true quality of
growth. A startup showing 50% revenue growth but negative net retention is growing entirely from

new customers — a fundamentally different (and riskier) business than one growing through
expansion revenue.

Down Rounds and Anti-Dilution

When a startup raises at a lower valuation than its previous round (a "down round"), existing investors
with anti-dilution protection (typically weighted-average or full ratchet) receive additional shares.

Valuing equity in a company with multiple classes of shares, liquidation preferences, and anti-dilution
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provisions requires a waterfall analysis — modelling the distribution of proceeds under multiple exit

scenarios to determine the per-share value attributable to each class.

This is known as the Option Pricing Method (OPM) or Probability-Weighted Expected Return
Method (PWERM), and it is increasingly the standard expected by auditors and sophisticated investors

for complex capital structures.

KEY INSIGHT

When a startup founder says "We're projecting 10x growth in 3 years," my first question is always:
"What are the three or four specific things that have to be true for that to happen?" If they can't
answer clearly, the projection — and the valuation derived from it — is just optimism in a

spreadsheet. The best founders can map each growth assumption to a specific milestone, customer

pipeline, or product feature.

For early-stage valuations, I always prepare a scenario analysis with at least three cases: base case
(management plan with moderate haircut), upside case (plan fully achieved), and
downside/survival case (minimal growth, bridge financing needed). Probability-weighting these
scenarios gives a much more defensible range than any single-method approach.
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Chapter 8: Intangibles, ESOPs & Special
Instruments

8.1 ESOP Valuation

Employee Stock Option Plans require valuation at two key points: grant date (for accounting purposes
under Ind AS 102) and for tax compliance under Section 17(2) of the Income Tax Act at exercise. The
Black-Scholes Model is the most widely used method, though the Binomial model may be more

appropriate for American-style options with early exercise features.

Key inputs: Current share price (FMV on grant date), exercise price, time to expiry, risk-free rate, and
volatility. For unlisted companies, volatility is estimated using peer company historical data — a

judgment call requiring experience and documentation.

ESOP Lifecycle & Valuation Touchpoints

Grant Date Vesting Period
FMV via Black-Scholes Expense spread Perquisite = FMV - Grant
Ind AS 102 P&L (non-cash) Sec17(2) IT

Common ESOP valuation pitfalls:
» Using the wrong volatility input — generic market volatility instead of peer-specific historical
volatility
» Not accounting for expected employee attrition during the vesting period
« Failing to adjust for dividend yield (reduces call option value)

e Not documenting the source and methodology for each input parameter

8.2 Preference Shares & Hybrid Instruments

Valuing hybrid instruments — CCDs, OCPS, instruments with liquidation preferences — requires
component analysis: (1) Debt component discounted at appropriate yield, and (2) Equity component

valued via Black-Scholes or Binomial model.

This is particularly relevant for FEMA/FDI pricing, where SEBI's pricing guidelines mandate that
foreign investors cannot receive guaranteed returns. The pricing of CCDs and CCPS for FDI purposes must

comply with the fair value floor computed under FEMA pricing guidelines — typically DCF or NAV-based.
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8.3 Intangible Asset Valuation

Intangible assets — brands, patents, copyrights, software, customer relationships, non-compete
agreements — are increasingly the dominant component of enterprise value, especially in technology and

consumer-facing businesses. Valuation methods include:
¢ Relief from Royalty: What would you pay as a royalty if you didn't own the asset? (Most common
for brands and patents)

e Multi-Period Excess Earnings (MPEEM): What incremental earnings does the asset generate?
(Used for customer relationships)

*  With-and-Without: What is the business worth with the asset vs. without it? (Used for
non-competes)

e Cost Approach: What would it cost to recreate the asset? (Used for assembled workforce,
proprietary software)

KEY INSIGHT

In Purchase Price Allocation (PPA) under Ind AS 103, the sum of all identified tangible and intangible

assets, plus goodwill, must equal the purchase consideration. The most common error I see is
under-identifying intangible assets, which artificially inflates goodwill. Auditors and regulators are
increasingly scrutinizing PPAs for this exact issue.

Practical Example: PPA for an IT Services Acquisition
A listed IT company acquires a digital agency for Rs.80 Crore. The target's net tangible assets are worth
Rs.12 Crore. Without proper intangible identification, goodwill would be Rs.68 Crore. After rigorous PPA:

e Customer relationships (MPEEM method): Rs.28 Crore (35% of consideration)

* Brand/trade name (Relief from Royalty): Rs.8 Crore (10%)

» Proprietary software platform (Cost approach): Rs.12 Crore (15%)

» Assembled workforce (Cost to recreate): Rs.4 Crore (5%)

¢ Non-compete agreements (With-and-Without): Rs.3 Crore (4%)

¢ Residual goodwill: Rs.13 Crore (16%) — down from Rs.68 Crore

This matters because goodwill is tested for impairment annually (Ind AS 36), while identified intangibles

with finite lives are amortised — directly impacting the acquirer's future P&L and tax deductions.

ESOP Valuation: A Deeper Dive

The Black-Scholes model, while widely used, has known limitations for employee stock options. Unlike
traded options, ESOPs have vesting conditions (service and sometimes performance-based), cannot be
sold or hedged during the vesting period, and employees typically exercise earlier than the theoretical

optimal exercise date due to liquidity needs and risk aversion.

Practical adjustments: (1) Expected term is typically shorter than contractual term — use 60-75% of

the contractual period for unlisted companies. (2) Apply an employee attrition factor to reduce the
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expected number of options that will vest. (3) For performance-based vesting conditions,
probability-weight the performance outcomes. (4) For unlisted companies, apply a DLOM to the

underlying share price before inputting it into Black-Scholes.

PRO TIP

When valuing ESOPs for Ind AS 102, remember that the expense is measured at grant date and not
subsequently remeasured for changes in fair value. This means the grant date valuation is locked in
for the entire vesting period. Getting it wrong has multi-year P&L implications. I recommend
running the Black-Scholes model with at least three volatility scenarios and documenting the
rationale for the selected input.
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SECTION 5: PRACTICAL APPLICATION GUIDE

Chapter 9: Valuation for Different Purposes

The same business can — and should — be valued differently depending on why the valuation is being
done. This is not manipulation; it is appropriate application of the right standard of value to the right

purpose.

Valuation Purpose Decision Matrix

Why are you valuing this business?
Buy / Sell Tax / Compliance

Standard: Fair Market Value Standard: FMV per Sec 56/11UA
Method: DCF + CCA Weighted Method: DCF preferred, NAV
Lega/ Disput
Standard: Investment Value Standard: Fair Value / Statutory
Method: VC / Scorecard Method Method: Court-defensible
\ J U y,

M&A; Transactions

In M&A, both buyer and seller have their own valuations. The deal price lands somewhere in the

negotiation range. Key considerations:

* Synergy value: The acquirer's model should include synergies; the seller's should not. Common
synergies include cost reduction (redundant functions), revenue enhancement (cross-selling), and
financial synergies (lower cost of capital).

* Control premium: Standard range of 20-40% in Indian private markets. The premium reflects the
value of decision-making power — dividend policy, M&A decisions, management appointments,
capital allocation.

» Earnout structures: Increasingly common when valuation gaps exist. The seller receives a base

price plus contingent payments tied to future performance milestones. Valuing earnouts requires
probability-weighting future scenarios.

Section 56(2) (x) — The Tax Minefield

If a company issues shares to a resident at a price below FMV, the difference is treated as income in the
recipient's hands. For unlisted companies, FMV is calculated using either the NAV method (Rule
11UA(1)(c)(b)) or the DCF method — as certified by a Merchant Banker.

Practical implications: If your DCF produces a value of Rs.100 per share but you are issuing at Rs.60, the

recipient will be taxed on the Rs.40 difference. This can be devastating for employee ESOPs, investor
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rounds, and internal restructuring. The solution: get the valuation done before structuring the

transaction.

KEY INSIGHT

Section 56 and Section 50CA together form the most valuation-sensitive corner of Indian tax law.
We have seen transactions restructured entirely — not because the business case changed, but

because the valuation implications under these sections made the original structure untenable.

The lesson: get the valuation done before you finalize the deal structure, not after. A Rs. 2-3 lakh
valuation fee can save crores in tax exposure.

Family Business Succession

This is both a valuation and a human exercise. Technical accuracy matters, but so does perceived fairness

among family members. My recommendations:

Independent valuation by a neutral RV — not the family CA who has existing relationships with
specific family members

Transparency in methodology — share the assumptions with all stakeholders, not just the
conclusions

A valuation range, not a single number, as the basis for negotiation

Separate operating value from real estate — family disputes often center on property, and
segregating this value helps isolate emotional issues from business value discussions

FEMA Compliance Valuations

Cross-border transactions involving Indian entities require valuations under FEMA regulations. The rules

differ significantly depending on the direction of investment:

FDI (inbound): Shares issued to non-residents must be priced at or above the fair value
determined by a SEBI-registered Merchant Banker using internationally accepted pricing
methodologies (DCF is most common). There is a price floor — you cannot issue below fair value to
a foreign investor.

ODI (outbound): Indian entities investing overseas must justify the fair value of the overseas
target. The valuation must support that the Indian entity is not overpaying, and must comply with
ODI regulations under FEMA.

Transfer of shares between residents and non-residents: Whether it is a sale by a non-resident
to a resident or vice versa, pricing guidelines apply. The price cannot exceed fair value for a
purchase from a non-resident, and cannot be below fair value for a sale to a non-resident.

FEMA valuations carry additional complexity: exchange rate treatment, transfer pricing implications

(where the counterparty is a related party), and the need for consistency between the FEMA valuation

and the Income Tax valuation under Section 56(2) (x).

SEBI Open Offer Valuations (SAST Regulations)
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When an acquirer crosses the 25% shareholding threshold in a listed company (or acquires control),
SEBI's Substantial Acquisition of Shares and Takeovers (SAST) Regulations mandate an open offer to
minority shareholders. The offer price is determined using prescribed parameters including the highest
price paid by the acquirer in the preceding 26 weeks and the volume-weighted average market price. For
infrequently traded shares, an independent valuation by a Registered Valuer is specifically required

under the recent December 2025 SAST amendments.

Valuation for Litigation and Dispute Resolution

Valuation in litigation contexts — shareholder oppression cases, partnership dissolution, matrimonial

disputes, contractual damages — requires a fundamentally different mindset. The valuation must be:

¢ Independently defensible: It will be cross-examined by opposing counsel who will probe every
assumption.

¢ Clearly documented: Every data source, calculation step, and judgment call must be traceable.

« Conservative in scope claims: Overstating certainty or precision undermines credibility. A clear
valuation range with sensitivity analysis is more persuasive than a false precision single-point
estimate.

e Compliant with court expectations: NCLT and High Courts increasingly expect IVS-compliant
methodology and independence documentation.

In dispute situations, I always recommend engaging the valuer before the dispute escalates to
formal proceedings. A valuation prepared proactively as part of the transaction is far more credible
than one prepared after litigation has commenced. Courts are acutely aware of the difference
between independent analysis and advocacy masquerading as valuation.
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Chapter 10: Financial Analysis Essentials

Before you can value a business, you must understand its financial performance. This means going
beyond the numbers on the P&L — it means normalizing those numbers to reflect sustainable,

maintainable performance.

Key Adjustments (Normalisation)

Normalisation is the process of adjusting reported financials to reflect what the business would earn
under normal operating conditions, with market-rate compensation, arm's length transactions, and

excluding non-recurring items. This is arguably the most judgment-intensive step in any valuation.

¢ Owner's remuneration: Is the promoter drawing Rs.2 Lakh per month or Rs.20 Lakh? Adjust to
market rate for equivalent management talent. In family businesses, I've seen promoter
compensation range from zero to 5x market rate.

* Related-party transactions: Are goods/services priced at arm's length? If the company buys raw
material from a promoter entity at 15% above market price, operating margins are understated by
15% of those purchases.

* One-time items: Exclude fire insurance claims, asset sale gains, restructuring costs, COVID relief
grants, and litigation settlements. These inflate or deflate earnings in ways that don't reflect
ongoing performance.

* Non-operating income: Separate operating performance from rental income, dividend income,
and investment gains. A manufacturing company earning 20% of profit from investments should
have that value captured separately.

Financial Metrics Quick Reference

EBITDA Margin EBITDA / Revenue Operating efficiency

Asset Turnover Revenue / Total Assets Asset productivity

Working Capital Current Assets - Current Liabilities Short-term liquidity
Debt/EBITDA Net Debt / EBITDA Leverage capacity

ROCE EBIT / Capital Employed Return on invested capital
Free Cash Flow EBITDA - Tax - Capex - ®WC Cash available to stakeholders

Table 7: Key Financial Metrics
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When I begin any valuation, the first analysis I do is a 5-year trend of EBITDA margin, working
capital days, and capex-to-revenue ratio. If EBITDA margin is improving but free cash flow is
declining, it usually means working capital is absorbing cash — a red flag for aggressive revenue
recognition or poor collections. The P&L tells you the story the company wants you to hear; the cash
flow statement tells you the truth.

Practical Case: Spotting Hidden Value in Financial Statements
Consider a textile company with reported EBITDA of Rs.8 Crore on Rs.50 Crore revenue (16% margin).
Upon normalisation:

* Promoter drawing Rs.30 Lakh/month vs. market rate of Rs.8 Lakh — add back Rs.2.64 Cr

e One-time restructuring charge of Rs.1.2 Cr — add back

* Related-party rent at 2x market rate — add back Rs.0.6 Cr

Normalised EBITDA: Rs.12.44 Crore (24.9% margin) — a 55% increase from reported. This is the
figure that should be used for valuation, not the reported number.

Quality of Earnings Analysis

Beyond basic normalisation, sophisticated valuations require a Quality of Earnings (QoE) analysis — a
deep dive into whether reported earnings are sustainable, recurring, and cash-backed. This is standard

practice in PE/M&A due diligence and is increasingly expected in regulatory valuations as well.

¢ Revenue quality: Is revenue concentrated in a few customers (>20% from one customer is a red
flag)? Is there channel stuffing in the last quarter? Are long-term contracts in place, or is revenue
dependent on spot orders?

« Expense sustainability: Are R&D expenses being capitalised instead of expensed (common in tech
companies)? Are maintenance capex needs being deferred, creating a "capex holiday” that inflates
current free cash flow?

» Working capital trends: Are debtor days increasing faster than revenue growth (potential
collection risk)? Are inventory levels rising without corresponding sales growth (potential
obsolescence)?

» Cash conversion: What percentage of EBITDA converts to operating cash flow? A healthy business
should convert 70-90% of EBITDA to operating cash flow. Persistent divergence signals aggressive
accounting or structural working capital issues.

Industry-Specific Financial Metrics

Different industries require different focal metrics for valuation:

» SaaS/Technology: ARR, Net Revenue Retention (NRR), CAC payback period, Gross Margin, Rule of
40
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¢ Manufacturing: Capacity utilisation, raw material cost as % of revenue, fixed vs. variable cost split,
maintenance capex ratio

¢ Banking/NBFC: Net Interest Margin (NIM), Cost-to-Income ratio, Gross/Net NPA ratio, Capital
Adequacy Ratio (CAR), Return on Assets (ROA)

« Real Estate: Revenue per sq. ft., launch-to-sale ratio, unbilled revenue, land bank value, net debt to
equity

* Pharma: ANDA/pipeline value, R&D as % of revenue, patent cliff timeline, regulatory approval
status

KEY INSIGHT

The single most revealing financial analysis we do before any valuation is a 5-year trend of "

EBITDA minus capex minus change in working capital” as a percentage of reported EBITDA. This

shows the true cash generation ability of the business. We've seen companies with impressive 25%
EBITDA margins where less than 30% of that EBITDA actually converted to free cash flow — the
rest was absorbed by working capital growth and maintenance capex. The P&L tells a story; the
cash flow tells the truth.
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SECTION 6: AVOIDING COMMON MISTAKES

Chapter 11: Valuation Red Flags & Pitfalls

I would rather give you a list of honest mistakes than pretend every valuation is done perfectly. Having

reviewed and challenged hundreds of valuation reports over 15 years, here are the patterns I keep seeing.

Frequency of Common Valuation Errors

Based on practitioner review of 200+ reports

Hockey stick projections 85%
Generic WACC 72%
Ignoring working capital 68%
Mechanical terminal value 78%
Arbitrary DLOM/DLOC 65%
No normalisation [

Poor comparables 70%

No method reconciliation 55%

The 12 Most Common Valuation Errors

1. Hockey Stick Projections Without Substance: The business grew at 12% for five years. The DCF
projects 35% growth. Why? "Management says so." This is not an assumption — it is a wish. Every
deviation from historical trend must be specifically justified with identified growth drivers: new product

launches, market expansion, confirmed customer contracts, or capacity additions.

2. Copy-Pasting Industry WACC Without Calibration: WACC is specific to a company — its capital
structure, size, and risk profile. Using a generic "industry WACC" without adjustment for the subject
company's smaller scale, higher leverage, customer concentration, or key-person risk is methodologically

incorrect. A proper WACC computation requires company-specific inputs and size/risk premia.

3. Ignoring Working Capital in FCFF: Free cash flow to firm is not EBITDA minus tax. Working capital
investment — particularly in growing businesses — can absorb 30-50% of incremental revenue. A
company growing revenue by Rs.10 Crore with 25% working capital intensity needs Rs.2.5 Crore of

additional working capital investment, which directly reduces free cash flow.

4. Terminal Value Calculated Mechanically: The Gordon Growth Model is simple to apply, which is
precisely why it is abused. A terminal growth rate equal to or higher than the economy's long-term
nominal growth rate is almost never defensible. In India, terminal growth rates should typically be 4-6%

at most for mature businesses.
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5. Minority Discount Applied Arbitrarily: "We applied a 25% DLOM" — why 25%? What studies
support it in an Indian context? The Bajaj Committee, restricted stock studies, and pre-IPO transaction

data provide empirical foundations. These adjustments must be grounded in evidence and documented.

6. Normalisation Adjustments Not Made: Promoter salaries above or below market, related-party
transactions at non-arm's length prices, one-time expenses or incomes — all must be normalised before

using historical earnings as a base for projections.

7. Comparables That Are Not Truly Comparable: A small, privately held auto-component company is
not comparable to a listed, diversified auto-conglomerate. Size, business mix, geography, customer
concentration, and financial profile all matter. Using 2-4 well-chosen comparables is better than 10

poorly chosen ones.

8. Not Reconciling Different Approaches: If the DCF says Rs.100 Cr and the CCA says Rs.60 Cr, you
cannot simply average them. You need to explain why the methods differ and give reasoned weight to

each based on which methodology is more reliable for the specific subject company.

9. Valuation Date Carelessness: Valuation is anchored to a specific date. Using financial data from

FY24 for a valuation dated March 2026 without updating for material changes is a fundamental error.

10. Missing the Purpose: A valuation prepared for M&A using Rule 11TUA methodology, or a tax
compliance valuation using investment value assumptions — these mismatches invalidate the entire

exercise.

11. Ignoring Off-Balance-Sheet Items: Operating leases, contingent liabilities, pending litigation,
guarantees, and environmental obligations can materially affect value and are often buried in notes to

accounts.

12. Insufficient Independence Documentation: ICAI standards require documented independence. In
NCLT proceedings, opposing counsel will specifically check for this — a missing independence

declaration can discredit the entire report.

Before signing any valuation report, I run through a simple mental checklist: Can I defend every
assumption verbally to a tax officer or NCLT judge? Is every source document attached or
referenced? Would I be comfortable if this report was published in a financial newspaper? If the
answer to any of these is no, the report is not ready.

Case Study: How a Flawed Valuation Cost Rs.12 Crore in Tax

A mid-sized IT company issued shares to a new investor at Rs.450 per share. The Section 56(2)(x)
valuation, prepared using DCF, had determined the FMV at Rs.380 per share. Since the issue price
(Rs.450) was above the FMV (Rs.380), the company believed there was no tax exposure.
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However, the Income Tax Department challenged the DCF valuation on three grounds: (1) Revenue
projections used a 40% growth rate when historical growth was 18% — a hockey stick with no
supporting evidence. (2) The WACC used was 12%, based on an industry average, without any
company-specific adjustments for size, customer concentration, or key-person risk. The Department
argued the appropriate WACC was 16-18%. (3) Terminal growth rate was set at 7%, exceeding India's

long-term nominal GDP growth rate.

When the DCF was recalculated with more reasonable assumptions (25% growth, 16% WACC, 5%
terminal growth), the FMV came to Rs.620 per share. Since the shares had been issued at Rs.450 — below
the corrected FMV of Rs.620 — the difference of Rs.170 per share was treated as income in the hands of

the investor, resulting in a tax demand of approximately Rs.12 Crore including interest.

The lesson: A "favourable” valuation that does not withstand scrutiny is worse than no valuation at all.

Every assumption must be independently defensible.

Red Flags for Valuation Report Reviewers

Whether you are a business owner, investor, or regulator reviewing a valuation report, here are the

warning signs that the report may be unreliable:

* No sensitivity analysis: A report that presents only one value without testing key assumptions is
hiding the uncertainty inherent in every valuation.

e Comparable companies not justified: The report lists 10 "comparable” companies but does not
explain why they are comparable or how differences were adjusted.

*  WACC components not sourced: Risk-free rate, beta, equity risk premium, and size premium
should each have a cited source. If WACC appears as a single number without build-up, it may be
reverse-engineered.

¢ No independence declaration: Under ICAI Valuation Standards, the valuer must declare
independence from the entity. A missing declaration is a compliance gap.

* Valuation date and data date mismatch: If the valuation is dated March 2026 but financial data
is from March 2024 with no adjustment for intervening events, the report is stale.

* Boilerplate caveats that disclaim everything: Excessive disclaimers suggesting the valuer has
not verified any data, not conducted any independent analysis, and takes no responsibility for the
conclusions are red flags for a "desktop valuation" with minimal professional rigour.

KEY INSIGHT

In my 15 years of practice, We have seen valuation disputes that could have been avoided entirely if
the original valuation had simply been done properly. The cost of a thorough, defensible valuation
— including proper documentation, sensitivity analysis, and methodology reconciliation — is
typically Rs.2-5 Lakh for a mid-sized company. The cost of a flawed valuation that gets challenged?

Legal fees, tax demands with interest, transaction delays, and reputational damage that can run

into crores. The math is straightforward.
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Chapter 12: Your Valuation Toolkit

Key Formula Quick Reference

Formula Expression

Enterprise Value Market Cap + Debt - Cash

Equity Value EV - Net Debt

WACC (E/V)xKe + (D/V) xKd x (1-T)
CAPM (Cost of Equity) Rf + Beta x (Rm - Rf) + Size Premium
Terminal Value (Gordon) FCF x (1+g) / (WACC - g)

Capitalised Value Earnings / Cap Rate

NAV FV of Assets - FV of Liabilities

P/E Multiple Price per Share / EPS

EV/EBITDA Enterprise Value / EBITDA

DLOM (Put Option) Black-Scholes Put / Share Price

Table 8: Key Valuation Formulas

Document Checklist: What to Gather Before a Valuation

Financial Documents: Audited financial statements (last 3-5 years), latest provisional/management
accounts, MIS reports and monthly P&L, loan schedules and debt documentation, tax returns (ITR) for

last 3 years, transfer pricing documentation (if applicable).

Business Documents: Memorandum and Articles of Association, shareholding pattern (including
beneficial ownership), board-approved business plan and projections, key contracts and customer
agreements, IP registrations, licenses, and permits, details of any shareholder agreements or
tag-along/drag-along rights.

Operational Information: Industry reports and peer data, details of related-party transactions,
information on pending litigation or contingent liabilities, details of key management personnel,

employee agreements and non-competes, real estate and property details (owned and leased).

Key Data Sources for Indian Valuations

A valuation is only as good as the data underlying it. Here are the primary data sources I rely on for

different inputs:
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» Risk-free rate: RBI data on 10-year Government of India bond yields (G-Sec). As of early 2026, the
10-year G-Sec yield is approximately 7.0-7.2%.

» Equity Risk Premium (ERP): Damodaran's India ERP dataset (updated annually),

cross-referenced with historical Sensex/Nifty return analysis. Current India ERP is approximately
7.0-8.0%.

* Beta: Bloomberg, Capitaline, or Ace Equity for listed peer betas. For unlisted companies, use 2-4
closest listed peers and calculate the average unlevered beta, then re-lever for the subject company's
capital structure.

¢ Industry multiples: Capitaline, Ace Equity, Bloomberg for Indian listed company data.
Damodaran's industry multiples for global cross-reference. VCCircle and Tracxn for private
transaction data in the startup/PE space.

» Market data: BSE/NSE for listed share prices. SEBI for mutual fund and AIF data. RBI for exchange
rates and interest rate data.

« Transaction databases: VCCircle, Venture Intelligence, and Mergermarket for Indian M&A and PE
transaction data. Capital IQ and PitchBook for global benchmarking.

« Property valuations: Local circle rates (stamp duty ready reckoner), independent property
valuers (RICS-certified), and recent transaction data from state registration databases.

Benchmark Ranges for Key Valuation Parameters (India, 2026)

Risk-free rate 7.0-7.2% 10-year G-Sec yield

Equity Risk Premium 7.0-8.0% Damodaran India ERP

Size premium (small cap) 2.0-4.0% Companies below Rs.500 Cr market cap

WACC (mid-cap manufacturing) 13-16% Varies by leverage and risk

WACC (IT services) 14-18% Higher for smaller, project-dependent firms
Terminal growth rate 4-6% Must be below long-term nominal GDP (~9-10%)
Control premium 20-40% Indian private market transactions

Minority discount (DLOC) 15-35% Inverse of control premium

DLOM (private company) 15-30% Based on restricted stock studies, pre-IPO data
Holding company discount 15-30% Based on listed holding company trading discounts

Table 9: Benchmark Ranges for Key Indian Valuation Parameters

Note: These are indicative ranges and must be calibrated to the specific subject company's circumstances. Using these ranges

without company-specific analysis is one of the errors discussed in Chapter 11.

Glossary of Key Valuation Terms

Beta: Volatility relative to market; used in CAPM to estimate cost of equity.
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CAPM: Capital Asset Pricing Model — Ke = Rf + Beta x ERP.

Control Premium: Additional value for a controlling stake (typically 20-40% in India).
DCF: Discounted Cash Flow method — the gold standard for intrinsic valuation.

DLOM: Discount for Lack of Marketability — applied to illiquid/private shares.

DLOC: Discount for Lack of Control — applied to minority stakes.

EBITDA: Earnings Before Interest, Tax, Depreciation & Amortisation.

FMV: Fair Market Value — willing buyer/seller, neither under compulsion, both with reasonable
knowledge.

FCFF: Free Cash Flow to Firm — cash available to all capital providers.
Goodwill: Excess of purchase price over fair value of net identifiable assets.
IVS: International Valuation Standards.

Terminal Value: PV of all cash flows beyond the explicit forecast period.

WACC: Weighted Average Cost of Capital — blended cost of all capital sources.
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Conclusion: Working With a Professional
Valuer

By now, you have seen that valuation is neither a formula nor a guess. It is structured judgment —
informed by data, constrained by standards, and expressed through a professional who is willing to sign
their name to it. The frameworks in this guide give you the vocabulary and conceptual foundation to
engage meaningfully with valuation — whether you are commissioning one, reviewing one, or

conducting one yourself.

When Should You DIY?

For a rough internal estimate, for negotiation preparation, or for understanding your business better —
use the frameworks in this guide freely. There is nothing wrong with knowing what your business might

be worth before you walk into a conversation with a buyer, investor, or tax advisor.
Specifically, a self-assessment is appropriate when:
* You are a business owner exploring whether to sell, and want a preliminary sense of value before
engaging advisors
* You are a CFO preparing for board discussions on strategic options and need an indicative range

* You are an investor screening opportunities and need to quickly assess whether a target is within
your valuation range

* You are a startup founder preparing for fundraising conversations and want to understand how VCs
will think about your valuation

In all these cases, the methods in this guide — particularly the back-of-envelope DCF, CCA multiples, and
the VC method — will serve you well as directional tools.

When Must You Hire a Registered Valuer?

The following situations require a formal valuation by a qualified professional — either a Registered
Valuer, SEBI-registered Merchant Banker, or Chartered Accountant, depending on the specific regulatory
provision:
¢ Income Tax compliance: Any transaction triggering Section 56(2)(x) or Section S0CA — share
issuances, transfers, buybacks where FMV determination is mandatory

» NCLT filings: Mergers, demergers, buy-backs, schemes of arrangement, and insolvency proceedings
under IBC

» SEBI-regulated transactions: Preferential allotment pricing, open offer valuation under SAST,
ESOP grant valuations, mutual fund NAV computation

e FEMA compliance: FDI/ODI pricing, cross-border share transfers, compounding applications

« Dispute resolution: Shareholder oppression cases, partnership dissolution, matrimonial disputes,
contractual damages, arbitration
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» Financial reporting: Purchase Price Allocation (Ind AS 103), impairment testing (Ind AS 36), fair
value measurement (Ind AS 113)

e Any situation where the valuation will be reviewed by a regulator, court, auditor, or
counterparty

The cost of a credible professional valuation is almost always a small fraction of what is at stake in the
transaction it supports. A small engagement fee to protect a Rs.50-500 Crore transaction is not a cost

— itis insurance.

What to Expect from a Good Valuation Engagement
When you engage a professional valuer, you should expect:
e A clear engagement letter defining scope, purpose, standard of value, valuation date, limitations,
and fees

» A thorough data request — a good valuer will ask for 3-5 years of financials, business plans,
shareholder agreements, key contracts, and industry data

* Management discussions — a valuer who does not speak with management is working with
incomplete information

e Adraft report for review — allowing you to correct factual errors before the final report is issued

e Afinal report that includes: independence declaration, methodology explanation, key
assumptions with sources, sensitivity analysis, reconciliation of multiple approaches, and clear
conclusions with a valuation range

If your valuer is not providing all of these, you may want to reconsider the engagement.

How Elite Valuation Can Help

» Business Valuation for M&A, PE funding, financial reporting, and family succession
¢ Share & Securities Valuation under Section 56, FEMA, SEBI regulations

e ESOP Valuation & Advisory — scheme design, grant/exercise valuations, Ind AS 102
« Intangible Asset Valuation — brand, patent, copyright, PPA under Ind AS 103

e Merger & Amalgamation Valuations — swap ratios, fairness opinions

e AIF & Fund Structuring — portfolio valuations, NAV computation, SEBI compliance
* FEMA & Cross-Border Advisory — FDI/ODI pricing, transfer pricing support

e GIFT City Advisory — regulatory navigation, licensing, business setup
Sagar Shah | CA, CS, IBBI Registered Valuer | All India Rank Holder

Phone: +91 7600008550 | Email: sagarrvshah®elitevaluation.in

Website: www.EliteValuation.in | ESOP: www.Esopservice.com
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"The goal of valuation is not to be precisely right — it is to be approximately right and

completely defensible.”

— Sagar Shah

© 2026 Elite Valuation. All rights reserved.

No part of this guide may be reproduced or distributed without written permission from Elite Valuation.
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