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Semester III(PG) 

Subject: Business Valuation (CC 301) 

Name of the Teacher: Prof. MD SHAHJAHAN 

Lecture Note 2 

 

Meaning of Business Valuation 

Business valuation is a process to estimate the economic value of an owner’s interest in a business. 

Valuation is used by financial market participants to determine the price they are willing to pay or 

receive to effect a sale of a business. 

Objectives of valuation 

1. To ensure that valuation is carried out without any doubts or controversy  

2. To promote ‘best practices’ and fairness in valuation services  

3. To promote credibility, relevancy & transparency of valuation information.  

4. To enhance quality, consistency, comparability and uniformity of valuation practice  

5. To cover valuation of all assets, liabilities and businesses (cash flows)  

6. To enhance reliance on the valuation amongst stakeholder  

7. To improve corporate governance 8. To ensure transaction is concluded at reasonable price  

9. To inform the internal stakeholders  

10. Comparing with similar enterprises to understand management efficiency 

Areas where valuation is required 

1.Mergers and Acquisitions 

Valuation is an important aspect in M & A. It not only assists business owners in determining the value 

of their business, but also help them maximize value when considering a sale, merger, acquisition, 

joint venture, or strategic partnership. 

2.Succession Planning 

Succession to family members: In planning for the transfer of family business to the next generation. 

Succession to employees: for many closely held businesses, the sale of the business to one or more 

key employees is often a viable succession strategy. Succession to outside parties: It consist of 

mergers, acquisitions, purchase and sale of businesses. 

3.Going Public 

In general, when a new company goes for an Initial Public Offering (IPO), it is doing that in order to 

generate capital for growing its business. In such a circumstance, a question arises as to how to 

evaluate the fair value of such a stock. The Indian Capital Market follows a free pricing regime and 

thus the accurate pricing of an IPO is of immense importance. 

4.Dispute Resolution  

Valuations are an increasingly important aspect of many commercial disputes. Before deciding how to 

manage a dispute, it is necessary to determine the likelihood of a successful outcome and the potential 

stake involved. Judicial precedents are also available that affect the selection of Valuation 

methodologies and applicability of discounts/ premiums. 

5.Voluntary Assessment  

At times, the management wants to know the true value and fair value of the business for which they 

undertake the exercise of voluntary assessment for internal management purpose and future decision 

making. 

Valuation Perspectives 

Owners' Perspective: How much is my company worth ? 
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Shareholder's Perspective: How much should I pay for the share price? 

Investor's Perspective: How much should I pay in order to acquire this company? 

Fundamental Ethical Principles  

The fundamental ethical principles that all valuers are required to observe are:  

(a) Integrity and Fairness: The valuer should be straightforward and honest in all professional and 

business relationships and maintain the highest standards and integrity and fairness.  

(b) Objectivity: The valuer should not allow bias, conflict of interest or undue influence of others to 

override professional or business judgments. 

(c) Professional Competence and Due Care: The valuer should maintain professional knowledge and 

skill at the level required to ensure that an intended user receives competent professional service 

based on current developments in practice, legislation and techniques and act diligently and in 

accordance with applicable technical standards and code of conduct.  

(d) Confidentiality: The valuer should respect the confidentiality of information acquired as a result of 

professional and business relationships and, therefore, not disclose any such information to third 

parties without proper and specific authority, unless there is a legal or professional right or duty to 

disclose, nor use the information for his personal advantage or third parties.  

(e) Professional Behaviour: The valuer should comply with relevant laws and regulations and avoid 

any conduct that disrepute to the profession. 

Steps in Business Valuation 

1.Planning and preparation  

2.Adjusting the financial statements  

3.Applying the selected valuation methods  

4.Reaching the business value conclusion 

The following aspects would be considered by the valuer :  

1. Defining the standards and premises  

2. Analysing the subject and gathering information  

3. Adjusting the financial statements appropriately  

4. Applying valuation method  

5. Preparation of a draft report and maintaining appropriate documents 

BUSINESS VALUATION METHODS 

1.Asset Based Valuation 

(a)Book Value Approach (b)Net Realisable Approach (c)Replacement Approach 

2.Earning based valuation  

(a)P/E Method (b)Cash flow-based Approach 

3.Market based valuation  

(a)Comparable Companies Multiple Approach (b)Comparable transaction multiple method 

1. Asset Based Approach  

The most used asset-based approach to valuation is the Adjusted Net Asset Method. The starting point 

is to have the balance sheet of the company and look for the values of assets and liabilities. The 

primary emphasis is placed upon the fair market value of the assets and liabilities of a business. As a 

result, this approach uses various methods that consider the value of individual assets and liabilities 

including intangible assets. The most well-known method in this approach relies upon reported 

balance sheet assets and liabilities generally termed as book value. It should be recognized, however 

as per book value concept assets are reported in accordance with various accounting conventions that 

may or may not accurately reflect fair market value. This balance sheet-focused method is used to 



3 
 

value a company based on the difference between the fair market value of its assets and liabilities 

Here, the business is estimated as being worth the value of its net assets.  

Value of the business = Value of Assets – Value of liability 

However, there are three common ways of valuing its net assets: book values, net realisable values 

and replacement values.  

a. The book value approach:. The book value of non-current assets is based on historical (sunk) costs 

and relatively arbitrary depreciation. These amounts are unlikely to be relevant to any purchaser (or 

seller). The book values of net current assets (other than cash) might also not be relevant as inventory 

and receivables might require adjustment.  

b. Net realisable values approach: This amount would represent what should be left for shareholders 

if the assets were sold off and the liabilities settled. However, if the business being sold is successful, 

then shareholders would expect to receive more than the net realisable value of the net assets 

because successful businesses are more than the sum of their net tangible assets: they have intangible 

assets such as goodwill, know how, brands and customer lists – none of which is likely to be reflected 

in the net realisable value of the assets less liabilities. Net realisable value therefore represents a 

‘worst case’ scenario because, presumably, selling off the tangible assets would always be available 

as an option. The selling shareholders should therefore not accept less than the net realisable amount 

– but should usually hope for more. 

c. Replacement values: Once again, not of great practical benefit. The approach tries to determine 

what it would cost to set up the business if it were being started now. The value of a successful 

business using replacement values is likely to be lower than its true value unless an estimate is made 

for the value of goodwill and other intangible assets, such as brands. Furthermore, estimating the 

replacement cost of a variety of assets of different ages can be difficult. 

Question  1 

Balance sheets of Fair Deal Ltd. (FDL) and Genuine Cosmetics Ltd. (GCL) as on 31st March, 2020 i.e., 

the date on which the companies were amalgamated and a new company Well Worth Ltd (WWL) was 

formed are as follows:  

Balance sheets as on 31st March, 2020 

Sl. No  FDL GCL 

I Equity and Liabilities Shareholders’ 
funds 

Rs.(000) Rs.(000) 

 Equity shares of Rs 10 each 6,500 4,500 

 Reserves and Surpluses 3,000 5,000 

 Current liabilities   

 Trade creditors and other liabilities 2,000 1,000 

 Total 11,500 10,500 

    

II Assets   

 Non-Current Assets 8,000 7,500 

 Current Assets 3,500 3,000 

 Total 11,500 10,500 

The fixed assets of FDL were valued at Rs 10,000 thousand and that of GCL were valued at Rs 9,000 

thousand. WWL would issue the requisite number of equity shares of Rs 10 each at 50% premium to 

discharge the claim of equity shareholders of FDL and GCL. How many shares of WWL should be issued 

to take over the business of the two merging companies? 
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Answer: 

 FDL GCL 

 Rs. (‘000) Rs. (‘000) 

Non Current Assets 10,000 9,000 

ADD:Current Assets 3,500 3,000 

Less: Current Liabilities (2,000) (1,000) 

Net Assets 11,500 11,000 

Total Value of Net Assets= 11,500+11,000=22,500  

WWL is issuing shares of Rs 10 each with 50% premium (i.e Rs 5 Premium on each share)  

No. of shares to be issued by WWL Ltd. = 22,500/15=1,500 thousands shares. 


