Case studies on Valuation

- For Bangalore Branch of SIRC of The Institute of
Chartered Accountants of India

Disclaimer: This presentation captures the personal views /
approaches / understanding of the presenter and does not necessarily
represent the views of any organization. Case studies are based on
hypothetical numbers and meant for illustration purposes only.




Objective and Scope of ICAI Valuation Standards

e Standardise the various principles, practices and procedures
followed by Registered Valuer and other valuation professionals
in valuation of assets, liabilities or a business

* Set out concepts, principles and procedures which are generally
accepted internationally having regard to legal framework and
practices prevalent in India

Objective

* Registered Valuer registered with the Registering Authority
under Section 247 of the Companies Act 2013 and Rules made
thereunder for carrying out valuation of assets belonging to a
class or classes of assets

* Valuer also includes a valuer undertaking valuation engagement
under other Statutes like Income Tax, SEBI, FEMA, RBI etc

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent 2
the views of any organization.



‘Basis of Valuation’ is normally determined by the purpose
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‘Basis of valuation’ — Fair valuation Vs Price

|

Fair Valuation Price
Income based Market based Cost based
approach approaches approaches I I I I Seller’s Price
e . -
Discounted Price of recent Net Asset Value (As
Cashflow approach investments per books) o)
rderl
Market multiples — N y Investment
Net Asset Value Liquidation value
Comparable
: (Replacement cost)
Companies
Market multiples - Forced Transaction
Comparable Liquidation Price
Transactions
Market cap. —
guoted share price
of listed companies
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‘Basis of Valuation’ — Regulatory and accounting requirements

Relative Valuation

Relative values are usually
derived by using similar
valuation approaches,
methodologies and
weightages. Use of
differing methodologies or
approaches may be
justified in some
circumstances, e.g.,
merger of a listed
company and an unlisted
company where market
price method would be
relevant only for the listed
company

4

Internationally
accepted pricing
methodology

No specific definition so
fair value is adopted

Value in Use

Valuation if the asset
continues to operate in
the current state —i.e. this
basis estimates valuation
without considering any
incremental capex in the
Management Business
Plan / Free Cashflows

Fair Value less cost
to sell

Fair valuation less
estimated cost to sell the
Business

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
the views of any organization.



Valuation methodologies for intangible assets / financial instruments

Relief from Royalty

A method in which the
value of the asset is
estimated based on the
present value of royalty
payments saved by
owning the asset instead
of taking it on lease It is
generally adopted for
valuing intangible assets
that are subject to
licensing, such as
trademarks, patents,
brands, etc.

8
Multi period Excess

Earnings

MEEM is generally used for
valuing most significant
intangible asset out of group
of intangible assets being
valued

Intangible assets which have
a finite life can only be used
to value using MEEM

The value is equal to the
present value of the
incremental after-tax cash
flows (‘excess earnings’)
attributable to the intangible
asset to be valued over its
remaining useful life

With and Without

Intangible asset to be
valued is equal to the
present value of the
difference between the
projected cash flows over
the remaining useful life of
the asset under the
following two scenarios:
>> With intangible asset
>> Except intangible asset

Option pricing
models

Mainly used for valuing

financial instruments

Blackscholes and Binomial

model are standard

models for this valuation

Six key inputs:

1. Current price of asset to
be valued

2. Exercise price

. Life of the option

4. Expected volatility in
the price of the asset

5. Expected dividend yield

6. Risk free interest rate

w
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Fair Valuation is the mostly the underlying ‘Basis of

Valuation’...




Fair value is the price that would be received to sell an

asset or paid to transfer a liability in an orderly transaction
between market participants at the valuation date




Fair Valuation

Choice of Valuation Methodologies in a given situation...
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Time

Income
approach

Income
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Cost
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relevant for the
stage of Business

arket approack
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(Profit multiples)
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Income Approach
— An illustration



Income Approach requires a lot more deeper insights to shortlist the key

valuation parameters

©

©,

¥

FCFF | vs | FCFE

>

Extrapolation

v

Forecast Period

Terminal
Value

Gordon growth
Vs
Variable growth
Vs
Exit multiple
Vs
Salvage /Liquidation value
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Income Approach — An illustration 1

Business

Life

Terminal Value
DCF Type

: Auto Company

: Explicit forecast for 5 years
: Gordon Growth Model

: FCFF




For illustration purposes

Case study 1: Automotive company (Profit & Loss Statement) only. Figures are

hypothetical numbers

Projected Profitability Statement

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21
Number of months 12 12 12 12 12 12 12 12
Revenue 171.6 185.3 203.8 228.3 262.5 294.0 3234 349.3
Expenses 157.8 168.6 183.4 203.2 231.0 258.7 284.6 307.4
EBITDA 13.7 16.7 204 25.1 315 353 38.8 41.9
EBITDA margin 8.0% 9.0% 10.0% 11.0% 12.0% 12.0% 12.0% 12.0%

Projected Profitability Statement - Key assumptions

2015-16  2016-17 2017-18  2018-19  2019-20  2020-21
Revenue
YoY growth 8.0% 10.0%  12.0%! 15.0%! 12.0%! 10.0% 8.0%!|
EBITDA margin 8.0% 9.0% 10.0% 11.0%! 12.0%! 12.0%! 12.0%! 12.0%/

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
the views of any organization.



For illustration purposes

Case study 1: Automotive company (Balance Sheet) only. Figures are

hypothetical numbers

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23
Number of months 12 12 12
Fixed Assets 20.0 20.0 20.0 20.0 20.0 20.0 20.0 20.0
Working Capital 100.0 110.0 120.0 134.4 154.6 173.1 190.4 205.7
Cash / Bank Balance 60.0 58.5 59.8 60.22 59.69 63.60 71.40 83.60
Total 180.0 188.5 199.8 214.6 234.2 256.7 281.8 309.2
Share capital 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0
Reserves & Surplus 155.0 163.5 1748 189.62 209.25 231.71 256.81 284.25
Subtotal 160.0 168.5 179.8 194.6 214.2 236.7 261.8 289.2
Borrowings 20.0 20.0 20.0 20.0 20.0 20.0 20.0 20.0
Total 180.0 188.5 199.8 214.6 234.2 256.7 281.8 309.2

Projected Balance Sheet - Key assumptions

2015-16 2016-17  2017-18  2018-19  2019-20  2020-21  2021-22  2022-23
WC number of days 213 217 215 | 215 ! 215 | 215 | 215 ! 215 |
Capex* a a 4 i 4] 4] 4]

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
*(Assumption: Capex — Depreciation) the views of any organization.



For illustration purposes

Case study 1: Automotive company (Discounted Cashflow) only. Figures are

hypothetical numbers

Discounted Cashflow

INR Mn. 2018-19 2019-20 2020-21 2021-22 2022-23 1"
Number of months 12 12 12 12 12
EBITDA 25.1 315 35.3 388 419
Tax on EBIT 6.3 7.9 88 9.7 10.5
Increase in WC 14.4 20.2 18.5 17.3 15.2
Capex 4.0 4.0 4.0 4.0 4.0

FCFF 0.4 (0.5) 3.9 7.8 12.2 12.8
Disc factor 0.89 0.80 0.72 0.64 0.57 0.57

0.4 (0.4) 28 5.0 7.0 7.3

Explicit value 14.7
Terminal value 107.3 Income tax rate 25%
Enterprise Value 1221
Less: Debt 20.0 Terminal growth rate 5%
Add: Cash 59.8
Equity, Value 161.9 Discount rate 11.8%

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
the views of any organization.



Case study 1: Automotive company (Discounted Cashflow For illustration purposes

only. Figures are

— Key SenSitiVitiES) hypothetical numbers

Terminal growth rate and WACC Discounted Cashflow - Implied multiples

INR Mn. EV/EBITDA
EBITDA 2017-18 20.4 6.0
EBITDA 2018-19 25.1 49

EBITDA and Working capital

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
the views of any organization.



Case study 1: Automotive company (Discounted Cashflow For illustration purposes

only. Figures are

= Discou nt ratE) hypothetical numbers
Cost of Equity (Ke)
Rf 8.0%
Rm 14.0%
Rp (Rm-Rf) 6.0% - N
Beta 0.9 Rf — Risk free rate of return — Long term G-Sec rate
Alpha 20% | [ N
Ke 15.4% Rm — Market return — Long term market return — normally

\measured as long term return on market indices like SENSEX )
( ‘

Rp — Risk premium = Market return — Risk free rate of return

Pre-tax Kd 11.0% L )

Tax rate 25.0% [ ] ' . ] A

Post-tax Kd 8.3% \ Beta —is a measure of a stock’s volatility in relation to the market )

D/E 1:1 Alpha — Company specific premium

:E)ebit tc; T(;tatl facr;itiatl ' gz ( Kd — Cost of Debt — Long term sustainable cost of debt (normally
quity to Total Capita ' _consider company’s current weighted cost of debt) )

WACC 11.8% D/E — Debt Equity ratio — Industry mean/median D/E

| J/

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
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Income Approach — An illustration 2

Business

Life

Terminal Value
DCF Type

: Pharma Company

: Scale up stage reaching stabilization by 2029-30
: Exit multiple based valuation

: FCFF




For illustration purposes

Case study 2: Pharma company (Profit & Loss Statement) only. Figures are

hypothetical numbers

Projected Profitability Statement

Capacity utilization % 25% 26% 28% 30% 32% 35% 38% 41% 44% 48% 52% 56% 61% 67% 74%
Number of months 12 12 12 12 12 12 12 12 12 12 12 12 12 12 12
Revenue 1716 1853 2038 2201 237.7 2567 2773 2995 3234 3483 3772 4074 4481 4930  305.0
Expenses 168.1 1779 1936 2091 2246 2413 2583 2785 299.2 3213 3452 3707 4056 4412 2684
EBITDA 34 74 10.2 11.0 131 154 18.0 21.0 243 27.9 321 36.7 42.6 51.8 36.6

EBITDA margin 2.0% 4.0% 5.0% 5.0% 5.5% 6.0% 6.5% 7.0% 7.5% 8.0% 8.5% 9.0% 9.5% 10.5% 12.0%

Projected Profitability Statement - Key assumptions

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2021-22 2021-22 2021-22 2021-22 2021-22 2021-22 2021-22 2022-23

Revenue
YoY growth 5.0%  6.0% 8.0%: 80% 8.0% 80% 80% 80% 8.0% 80% 80% 10.0% 10.0% 10.0%
EBITDA margin 20% 40% 50%! 50%i 55%! 6.0% 65% 7.0% 7.5% 80% 85% 90% 95% 105% 12.0%!

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
the views of any organization.



For illustration purposes

Case study 2: Pharma company (Balance Sheet) only. Figures are

hypothetical numbers

Projected Balance Sheet

INR Mn. 2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30
Capacity utilization % 25% 26% 28% 30% 32% 35% 38% 41% 44% 48% 52% 56% 61% 67% 74%
Number of months 12 12 12 12 12 12 12 12 12 12 12 12 12 12 12
Fixed Assets 20.0 20.0 20.0 20.0 20.0 20.0 20.0 20.0 20.0 20.0 20.0 20.0 20.0 20.0 20.0
Working Capital 1000 1100 1200 1296 1400 151.2 1633 1763 1904  205.7 2221 2399 2639 2903 1796
Cash / Bank Balance 60.0 51.6 452 3985 3529 3165 2907 2773 2782 2954 3314 3887 4281 51.24 18537
Total 180.0 181.6 185.2 189.5 1953 2028 2123 2241 2382 2552 2752 298.7 326.7 3615 3850
Share capital 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0
Reserves & Surplus 155.0 156.6 160.2 164.45 170.26 177.81 187.33 199.05 213.24 230.20 250.25 273.75 301.68 336.50 359.95
Subtotal 160.0 1616 1652 1695 1753 1828 1923 204.1 2182 2352 2552 2787 306.7 3415 365.0
Borrowings 20.0 20.0 200 200 20.0 20.0 20.0 20.0 20.0 20.0 20.0 20.0 20.0 20.0 20.0
Total 180.0 181.6 1852 189.5 1953 2028 2123 224.1 2382 255.2 2752 298.7 326.7 3615 385.0

Projected Balance Sheet - Key assumptions

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2021-22 2021-22 2021-22 2021-22 2021-22 2021-22 2021-22 2022-23

WC number of days 213 217 215 i 215
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For illustration purposes

Case study 2: Pharma company (Discounted Cashflow) only. Figures are

hypothetical numbers

Discounted Cashflow

INR Mn. 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 ™V
Capacity utilization % 30% 32% 35% 38% 41% 44% 48% 52% 56% 61% 67% 74%
Number of months 12 12 12 12 12 12 12 12 12 12 12 12
EBITDA 11.0 131 15.4 18.0 21.0 24.3 279 321 36.7 426 51.8 36.6
Tax on EBIT 2.8 33 39 4.5 5.2 6.1 7.0 8.0 9.2 10.6 12.9 9.2
Increase in WC 9.6 10.4 11.2 121 131 141 15.2 16.5 17.8 24.0 26.4 (110.7)
Capex 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0
FCFF (5.3) (4.6) (3.6) (2.6) (1.3) 0.1 1.7 3.6 5.7 3.9 84 1341 366.0
Disc factor 0.88 0.78 0.69 0.61 0.54 0.48 0.42 0.38 0.33 0.29 0.26 0.23 0.23
(4.7) (3.6) (2.5) (1.6) (0.7) 0.0 0.7 14 19 1.2 2.2 309 843
Explicit value 251
Terminal value 843 Income tax rate 25%
Enterprise Value 109.4
Less: Debt 20.0
Add: Cash 45.2 14" (EB'TDA multple of 2029'30) 10
Equity Value 134.6
Discount rate 13.0%

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
the views of any organization.



Case study 2: Pharma company (Discounted Cashflow For illustration purposes

only. Figures are

— Key SenSitiVitiES) hypothetical numbers

Terminal Exit Multiple and WACC
Discounted Cashflow - Implied multiples

INR Mn. EV/EBITDA
EBITDA 2017-18 10.2 10.7
EBITDA 2018-19 11.0 9.9

EBITDA and Working capital

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
the views of any organization.



Case study 2: Pharma company (Discounted Cashflow For illustration purposes

only. Figures are

- Discou 1] ratE) hypothetical numbers
Cost of Equity (Ke)
Rf 8.0%
Rm 14.0%
Rp (Rm-Rf) 6.0% - \
Beta 0.9 Rf — Risk free rate of return — Long term G-Sec rate
Alpha 2.0% 7 N
Ke 15.4% Rm — Market return — Long term market return — normally

\measured as long term return on market indices like SENSEX )
( ‘

Rp — Risk premium = Market return — Risk free rate of return

Pre-tax Kd 11.0% L y
Tax rate 25.0% ( . , e . |
Post-tax Kd 8.3% \ Beta —is a measure of a stock's volatility in relation to the market )

4 )

D/E 0.5:1 Alpha - Company specific premium

EDebit t‘: Tc;’tatl faczit:stl : g:; ( Kd — Cost of Debt — Long term sustainable cost of debt (normally
quity to Total Capita ' . consider company’s current weighted cost of debt) )
WACC 13.0% D/E — Debt Equity ratio — Industry mean/median D/E

| J/

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
the views of any organization.



Income Approach — An illustration 3

Business
Life
Terminal Value.

DCF Type

: Power Generation Company
: Finite life
: Net book value (assuming it is reflective of

realizable salvage / liquidation value)

: FCFE




Case study 3: Power Generation Company For illustration purposes

only. Figures are

(Profit & Loss Statement) hypothetical numbers
2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30
Life in number of years 25

Age in number of years 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25
Number of months 12 12 12 12 12 12 12 12 12 12 12 12 12 12 12
Revenue 171.6 185.3 203.8 2099 216.2 222.7 229.4 236.3 243.4 250.7 258.2 2659 2739 282.1 236.3
Expenses 1458 1575 1732 1784 1838 1853 195.0 2008 2068 2131 2194 2260 2328 2398 2008
EBITDA 25.7 27.8 30.6 315 324 334 344 354 36.5 37.6 38.7 39.9 411 423 354
EBITDA margin  15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%
Depreciation 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0
EBIT 21.7 238 26.6 27.5 284 294 304 314 325 336 347 359 371 383 314
EBIT margin 12.7% 12.8% 13.0% 13.1% 13.1% 13.2% 13.3% 13.3% 134% 134% 13.5% 13.5% 13.5% 13.6% 13.3%

Interest 11.0 10.5 9.6 8.7 7.8 6.9 6.0 5.0 4.1 3.2 2.3 14 0.5 - -
PBT 10.7 13.2 16.9 18.8 20.6 225 244 26.4 28.4 304 324 345 36.6 383 314
PBT margin 6.3% 7.2% 8.3% 8.9% 9.5% 10.1% 10.7% 11.2% 11.7% 12.1% 12.6% 13.0% 13.4% 13.6% 13.3%
Income Tax 2.7 33 4.2 4.7 5.2 5.6 6.1 6.6 71 7.6 8.1 8.6 9.2 9.6 79
PAT 8.0 9.9 12.7 14.1 15.5 16.9 183 19.8 213 22.8 243 25.9 27.5 28.7 23.6

PAT margin  4.7% 5.4% 6.2% 6.7% 7.2% 7.6% 8.0% 8.4% 8.7% 9.1% 9.4% 9.7% 10.0% 10.2% 10.0%

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2021-22 2021-22 2021-22 2021-22 2021-22 2021-22 2021-22 2022-23

Revenue
YoY growth 3.0% 3.0%: 3.0% 30% 3.0% 3.0% 3.0% 3.0% 30% 30% 3.0% 3.0% 3.0% 3.0%!
EBITDA margin 15.0% 15.0% 15.0%! 15.0%! 15.0%! 150%! 15.0%: 150%: 150%! 15.0%! 15.0% 15.0%: 150%: 150%! 15.0%!

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
the views of any organization.



For illustration purposes

Case study 3: Power Generation Company (Balance Sheet) only. Figures are

hypothetical numbers

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30

Life in number of years 25
Age in number of years 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25
Number of months 12 12 12 12 12 12 12 12 12 12 12 12 12 12 12
Fixed Assets 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 100.0 100.0
Working Capital 1000 1100 1200 1236 1273 1311 1351 1391 1433 1476 1520 1566 1613 1661 1391
Cash / Bank Balance 60.0 51.6 46.0 48.1 51.6 56.3 62.4 69.8 78.6 88.7 1003 1133 127.7 1516 2022
Total 260.0 261.6 266.0 271.7 2789 2874 2974 3089 321.9 3363 3523 369.9 389.0 417.7 4413
Share capital 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0
Reserves & Surplus 1550 1649 1776 1917 207.2 2241 2424 262.2 2835 3063 3306 3565 384.0 4127 4363
Subtotal 160.0 1699 1826 196.7 2122 2291 2474 267.2 2885 3113 3356 3615 389.0 417.7 4413
Borrowings 100.0 91.7 833 75.0 66.7 58.3 50.0 41.7 333 25.0 16.7 83 - - -
Total 260.0 261.6 2660 271.7 2789 2874 2974 3089 321.9 3363 3523 3699 389.0 417.7 4413

Projected Balance Sheet - Key assumptions

WC number of days 213 217 215% 215% 215% 215% 215: 215% 215% 215! 215i 215} 215} 215! 215 |
Capex 4 4 4] 4] 41 41 4} 4} 4! 41 4} 4} 4! 4 4!
(Assumption: Capex = Depreciation)

Debt repayments . 8 8 8| 8 8! 8 i 8| 8 8! 8 8 gy . T U

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
*(Assumption: Capex — Depreciation) the views of any organization.



Case study 3: Power Generation Company (Discounted For illustration purposes

only. Figures are

CaShfIOW) hypothetical numbers

Discounted Cashflow

INR Mn. 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 TV
Life in number of years 25
Age in number of years 14 15 16 17 18 19 20 21 22 23 24 25
Number of months 12 12 12 12 12 12 12 12 12 12 12 12
PAT 141 15.5 16.9 18.3 19.8 213 22.8 243 259 27.5 28.7 236
Add: Depreciation 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0
Increase in WC 3.6 3.7 3.8 39 4.1 4.2 43 4.4 4.6 4.7 48 (27.0)
Capex 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0
Debt repayments 8 8 8 8 8 8 8 8 8 8 - -
FCFE 2.2 34 4.7 6.1 7.4 8.8 10.2 11.6 13.0 14.4 23.9 50.6 4413
Disc factor 0.87 0.75 0.65 0.56 0.49 0.42 0.37 0.32 0.28 0.24 0.21 0.18 0.18
19 2.6 31 34 3.6 3.7 3.7 3.7 3.6 34 49 9.1 79.1
Explicit value 46.7 P
Terminal value 79.1 Income tax rate i 25%:;
Add: Cash 46.0
Equity Value 1718 TV as % of Networh of 2029-30 | _100%!
Discount rate {15.4%!

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
the views of any organization.



Case study 3: Power Generation Company (Discounted For illustration purposes

only. Figures are

Cashflow — Key sensitivities) hypothetical numbers

Terminal growth rate and WACC
90.0% 95 00% 100.0% 105.00% .1, . Discounted Cashflow - Implied multiples
(INR Mn.) PE Multiple

PAT 2017-18 12.7 135
PAT 2018-19 141 12.2

EBITDA and Working capital

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
the views of any organization.



Case study 3: Power Generation Company (Discounted For illustration purposes

only. Figures are

Cashflow — Discount rate) hypothetical numbers

Rf 8.0%
Rm 14.0% g A
Rp (Rm-Rf) 6.0% Rf — Risk free rate of return — Long term G-Sec rate
Beta 0.9 ‘( ’\
Alpha 2.0% Rm — Market return — Long term market return — normally
Ke 15.4% measured as long term return on market indices like SENSEX
. J
(" N\
Rp — Risk premium = Market return — Risk free rate of return
. J
Beta —is a measure of a stock's volatility in relation to the market
Alpha — Company specific premium

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
the views of any organization.



Market Approach

— An illustration

Comparable Companies Method




Market Approach presents a market observable check on Valuation

Listed companies
Frequently traded

20

Relevant markets
Relevant sector
drivers

Comparable Companies Shortlist the appropriate multiple:
* Enterprise Value / Revenue
* Enterprise Value / EBITDA
? * Price to Earnings Multiple
e * Price to Book Value
* Sector specific multiples (EV/Bed,
EV/Subscriber, etc)

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
the views of any organization.



Valuation parameter

For illustration purposes

Case Study : Different multiples used in valuation only. Figures are

hypothetical numbers

Revenue EBITDA EBIT PAT

Value of Valuation paramater

INR Mn

Comparable Company Multiple Multiple

Enterprise Valuation INRMn  1,2083 1,277.8 12222 750.0
Less: Debt INR Mn 500.0 500.0 500.0

Add Cash INR Mn 100.0 100.0 1000 100.0
Equity Valuation INR Mn 808.3 877.8 822.2 850.0

1,000.0 115.0 100.0 50.0

1.2 111 12.2 15.0

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent

the views of any organization.



For illustration purposes

Case Study : Multiples computed for Comparable Companies

Company 1
Company 2
Company 3
Company 4
Company 5

31-Mar-18
31-Mar-18
31-Mar-18
31-Mar-18
31-Mar-18

only. Figures are

hypothetical numbers

Enterprise EV/ EV/ EV/
Cash Revenue EBITDA EBIT PAT Revenue  EBITDA EBIT P/E

1500 500 100 1300 1500 220 165 120 1.3 8.6 115 12.5
1000 200 100 1100 1000 80 90 60 1.1 13.8 12.2 16.7
1350 200 100 1450 1200 120 120 90 1.2 121 121 15.0
1000 100 100 1000 800 90 72 56 1.3 111 139 17.9
1800 1500 500 2800 2500 300 200 200 1.1 9.3 14.0 9.0
Mean 1.2 11.0 12.7 14.2

Median 1.2 111 12.2 15.0

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent

the views of any organization.



Market Approach

— An illustration

Comparable Transactions Method




Comparable Transactions provide a market precedent check for Valuation

@
@
@
@
@
@
@

Comparable Sector

Size of stakes involved m@ Shortlist the appropriate multiple:

* Enterprise Value / Revenue

Timing of Transaction * Enterprise Value / EBITDA
* Price to Earnings Multiple
Group company / Related * Price to Book Value
party transactions  Sector specific multiples (EV/Bed,

EV/Subscriber, EV/MW, etc)

Forced transaction Comparable Transactions

Fresh infusion Vs follow-on
rounds

Availability of information

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
the views of any organization.



Case Study : Comparable Transactions valuation For illustration purposes

only. Figures are

using different multiples hypothetical numbers
Valuation parameter Revenue EBITDA

Value of Valuation paramater INR Mn 10000 1200 100.0 50.0

Comparable Transaction Multiple Multiple 13 10.6 12.7 22.5

Enterprise Valuation INR Mn 1266.7 1266.7 1266.7 1125.0

Less: Debt INR Mn 5000 5000 500.0

Add Cash INR Mn 1000 1000 1000 100.0

Equity Valuation INR Mn 866.7 866.7 866.7 1225.0

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
the views of any organization.



Case Study : Computation of multiples for Comparable For illustration purposes

only. Figures are

Transactions hypothetical numbers
Transaction Transaction
Name of the Name of the Business Stakes Timing of EV/ EV/ EV/
Investor e e T e e T e T o e e ST A I
Value Value

Company 1 Investee 1 55% 01-Mar-18 1500 1900 1500 180 150 75 13 10.6 12.7 20.0
Company 2 Investee 2 100% 01-Jan-18 1000 1100 700 84 70 35 1.6 13.1 15.7 28.6
Company 3 Investee 3 75% 01-Nov-17 1350 1450 1200 144 120 60 1.2 10.1 12.1 22.5
Company 4 Investee 4 80% 01-Sep-17 1000 1000 800 96 80 40 13 10.4 125 25.0
Company 5 Investee 5 90% 01-Apr-17 1800 2800 2000 240 200 100 14 11.7 14.0 18.0
Mean 13 11.2 134 228
Median 13 10.6 12.7 225

Shortlist the appropriate multiple:

e Typical timeframe is 1 to 3 years

* Subject to availability of data

 DLOM, DLOC, Control premium

» Corroborative analysis considering premium/discounts embedded in
the transaction valuation for which the data is not available

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
the views of any organization.



Cost Approach
— An illustration



Cost Approaches are normally sanity checkpoint in many situations unless

company is in a Startup phase or liquidation scenario

Book Value / Cost incurred by the Business till date to bring the asset to the current
Historical Cost state

Replacement Cost Method refers to valuing an asset based on the cost

that a market participant shall have to incur to recreate an asset with
RePIacement Cost substantially the same utility (comparable utility) as that of the asset to
be valued, adjusted for obsolescence

. Reproduction Cost Method refers to the cost that a market participant
Reproduction Cost shall have to incur to recreate a replica of the asset to be valued,
adjusted for obsolescence

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
the views of any organization.



For illustration purposes

Case Study : Valuation under different Cost Approaches only. Figures are

hypothetical numbers

INR Mn Book  Reproduction Replacement Book value Reproducti Replacement
value cost cost on cost cost

Fixed Assets

Networth

Tangnple Assets 1000 1500 1250 Equity Share Capital 1000 1000

Intangible Assets 500 400 p R & Surpl 1150 1500

. (oo o0 100 eserves & Surplus

cub-total 1800 2000 1800 sub-total 2150 2500 2300

Net Working Capital

Inventories 500 550 550
Receivables 1000 1000 1000
Loans & Advances 500 400 400
Payables 800 800 800
Provisions 100 100 100
sub-total 2900 2850 2850
Cash and Bank balances 150 150 150

Borrowings

LT Bank Borrowings 1500 1500 1500
ST Bank Borrowings 500 500 500
Other Borrowings 500 500 500
sub-total 2500 2500 2500
Net Book Value 2150 2500 2300

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
the views of any organization.



Valuation Conclusion

— An illustration




Valuation conclusion is highly subjective and based For illustration purposes

only. Figures are

on Valuer’s judgement hypothetical numbers

Weighted Average Range Analysis

Valuation of ABC Ltd
INR Mn Equity Valua ot .

Mar ket .
Income .

0 200 400 600 800 1000 1200 1400 1600

Equity Value

Different Valuer’s can still arrive at different Valuation Conclusions for the same Business
based on their deeper understanding of the business, sector, valuation drivers and findings in
the specific engagement besides experiences on similar other valuation............cccceeeu...

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
the views of any organization.



Valuation conclusion is highly subjective and based on Valuer’s judgement

Surplus Assets

Contingent Liabilities

Debt-Like Adjustments

Participant specific value
Multi-Geo presence

Multi-business conglomerate

Captive businesses

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
the views of any organization.



Valuation Engagement and Reporting

— Key Contents



Valuation Report

Engagement contract

Scope of work, key Limitations, responsibilities,
confidentialities

Objective

Valuation Date
Management Business Plan

Valuation analysis, key assumptions &Valuation conclusion

Management Representation

Disclaimer: This presentation captures the personal views / approaches / understanding of the presenter and does not necessarily represent
the views of any organization.



In my personal view, Valuation is not an
"Art” or a “Science” but more of an “Applied
Science” ................

Thank you




Vikas Suresh Kumar
+91 9840213110

Disclaimer: This presentation captures the personal views / approaches / understanding
of the presenter and does not necessarily represent the views of any organization.




