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Areas that Need To Be Focused To Increase 
the Value of Business

Why Valuing the Business? There are two possibilities—one is when an organisation needs the money for future 
growth which stands beyond available resources of finance. In such scenario the owners will choose either diluting 
their stake or for fresh issue of stake to a buyer at par or at premium on the existing value of the business. The second 
possibility of valuing a business is when the owner needs money for his personal finance in which case he may sell 
off his business. In these two circumstances Valuation of Business will come into the picture. To value the business, 
we have various methods of calculations. This article discusses more than these methods, which will add a good 
flavour to the business valuation while the owner choose to sell the business. These flavours will bring good returns to 
the owner after spending his valuable time and continuous dedication. Read on to know more…

What actually the buyer will 
look into the owner when he sits 
opposite side of the discussion 
table? Normally a buyer will look at 
the business from a perspective of 
past performance, current structure 
and future business plan of the 
company down the line of five 
(minimum) years.

Then what are the dynamics 
which require you to look at the 
business differently in up-coming 
years before you choose for sale of 
the business? 
▪ Cash Flows
▪ Growth of Business
▪ Executive Team
▪ Accounting 
▪ Revenue Flow
▪ Performance History
▪ Customer Base
▪ Internal Controls
▪ Regulatory Compliances

CA. Naga Raju Peeta 
(The author is a member of the Institute. He 
can be reached at nagaraju.peeta@icai.org)

Let us discuss these one by one.

Cash Flows: 
In any kind of business, cash is the 
life blood. The running business 
should always have a Free Cash 
Flow (FCF). This FCF will give 
strength to the owner in various 
dimensions like going for expansion 
of existing business, investment in 
new ventures and making debt free 
business, etc. 

How we will measure this FCF? 
The common measure of the FCF is 
EBITDA. EBITDA means Earnings 
before Interest, Tax, Depreciation 
and Amortisation. This EBITDA 
will give quick measure of the 
performance of the company 
subject to some items which are 
not included in EBITDA. Interest 
and Taxes will be taken out from 
this calculation because the buyer 
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will have different tax and interest 
options than the existing owner. At 
the same time Depreciation and 
Amortisation will be pulled out from 
the calculation because these two 
are non cash items.

As an owner of the business 
you should always look at your 
EBITDA in an increasing trend Y-o-Y 
for a period of minimum three years 
prior to putting up the business for 
sale. If you are able to maintain the 
EBITDA Y-o-Y continuously it will 
help you extensively to realise the 
highest value to the business. 

Most of the owners in private 
company will always manage 
their business to minimise the tax 
burden. To achieve this they will 
expense many investments made 
in the business in the current year 
itself. This saving of one rupee will 
cost thousands and lakh of rupees 
in coming future of the business 
when we put it up for sale. 

So in an environment of 
maximising the valuation the 
owner needs to review all business 
expenses and work with your 
accountant closely to properly 
account those investments that can 
be depreciated over a period of 
time. This will increase your asset 
base as well as provides further 
investment in the company at a 
higher valuation. 

In this EBITDA we have one 
drawback. We always need to 
check all the current assets are in 
good health. Normally some of 
the account heads will have more 
ageing. These will disturb FCF 
frequently. With an introduction of 
IFRS convergence and Schedule VI 
new format, issued by the Ministry 
of Corporate Affairs, Government of 
India, the problem was resolved. (In 
Schedule VI it is clearly bifurcated 
into the current and non current 
assets)

Growth of Business 
Growth of Business is one of the 
key areas which needs high focus 

to increase the value of Business. It 
also directly influences the EBITDA 
Year-on-Year (Y-o-Y). The growth 
story becomes a basis for the 
prospective buyer to plan some 
or all of the growth going forward, 
which provides a higher valuation 
for your company. 

The owner should be cautious 
on his market share in the industry 
in which his business is operating. 
At the same time he should also 
have awareness as to what are 
the impacts of the political and 
geographical conditions on the 
industry in which he is operating 
down the line about another five 
to ten years. These three areas 
will have direct impact on buyer 
decision. 

To diversify the risk and increase 
the growth in terms of revenue, 
the owner should explore the 
new developments either in the 
products or services or moving into 
adjacent market segments with 
current product/service offerings or 
increase sales channel capability 
with his existing current market.  
Realisation of value from these 

efforts is directly related to the 
amount of time prior to putting the 
business on sale.

Here the key factor is “Time”. 
The owner should keep in mind the 
above points and plan accordingly 
to increase the value of the 
business.

 
Executive Team
Normally we are seeing two kinds 
of business i.e., Family-based 
business and Professional-based 
business.

In case of Family-based 
business all decisions will be taken 
by the owner itself and he is the key 
person in the business. Without his 
presence, the day-to-day business 
affairs are difficult to be conducted. 
When he is selling his business, 
obviously he will not continue in 
that business. So the buyer needs 
to look at the new management 
for running the business. This 
will be one of the causes to take 
the business valuation into down 
trend. So the owner should 
develop a team who can run the 
business effectively even in his  
absence. 

When it comes to Professional-
based business, the owner 
should always be cautious on the 
movements of the key people. 
Because, when a key person 
moves out of the organisation his 
associates also will move out. At 
that time, the business operations 
will severely be hampered. It has 
been proven in many cases. So the 
owner should always be vigilant 
and develop the second layer in 
each and every management level 
in the organisation. 

The owner should also confirm 
that the executive team should not 
be having personal relations with 
the owner. They should always be 
professional and trustworthy to the 
organisation. 

At the same time, when the 
owner takes necessary steps 
during the process of selling the 
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Flow (FCF). This FCF will 
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business, investment in new 
ventures and making debt 
free business, etc. How we 
will measure this FCF? The 
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business, the management team 
should be involved in meetings with 
prospective buyers, and it is these 
interfaces that can help improve the 
value of business and this kind of 
step will clear most of the qualm in 
the mind of the buyer also.

Accounting
Accounts Departments of the 
businesses are known to raise 
red flags on many objectionable 
transactions performed by various 
people in the organisation. But such 
precautionary processes followed 
by Accounts persons, in fact, help 
the owner to increase the value of 
business. The job of the accounts 
guys is proper accounting. Let’s 
take an example. When the top 
management of the company 
comes up with certain bills and 
hands over to the accounts guy 
and orders him to account it in the 
company, he may reply back saying 
that, sir these bills are pertaining to 
personal nature. I can’t process. 
As such, functions of accounts 
department are important for the 
business. However, the owner of 
the business knows the ultimate 
importance of the accounts guys 
only at the time of selling his 
business. How?

The valuation teams take out 
certain expenses to “normalise” 
the profit of the business. At 
that time expenses identified as 
personal nature and unnecessary 
expenditure which are beyond the 
industry norms lead to uncertainty 
in the profits, and leave a ground for 
suspicion about the management 
activities into the mind of prospective 
buyer. If buyer does not pay heed to 
these areas at the time of valuation, 
in later days he will end up with 
higher taxes than he estimated. 

On another end, some of the 
expenses which are supposed 
to be expensed are capitalised 
to increase the valuation of the 
business with high numbers on 
EBITDA side.

All these points will be highl-
ighted at the time of the sale of the 
company and the buyers will give 
low preference on purchase of your 
business on the grounds of lack of 
true and fair view in the financial 
statements and mismanagement of 
the funds. 

The Accounts play an important 
role in the organisation by 
facilitating good valuation of your 
business. So the owner should 
engage a qualified accountant with 
sound knowledge and allow him to 
act independently on accounting 
principles and policies. The owner 
also takes necessary steps to 
bring more true and fair view in the 
financial statements. This way of 
proper accounting will benefit you 
at the time of sale and support the 
buyer in procuring finance.

Revenue Flow
Recurring Revenue Flow (RRF) will 
be really a challenging task to the 
owners who are looking to have 
a valuable and sellable business. 
A customer base with a subset of 
recurring revenue that is contractual 
and repeating in nature increases 
the probability that the business will 
have stable, predictable revenues 
and cash flow in the future.

From a buyer’s perspective, this 
reduces future risk and, therefore, 
enhances perceived value. The 
value associated with acquiring 
the available cash flow is directly 
related to risk. The lower the 
risk of losing that cash flow in a 
transfer of ownership, the higher 
the price will be to acquire it. Any 
factor that reduces risk is rewarded 
with transaction value. Here the 
marketing ability and production/
project execution ability will play a 
key role on booking the revenue 
month on month. In case of 
product-based business, the sales 
channels take key role and need 
to spread geographically and book 
the revenue. 

In case of project execution, 
the project manager should plan 
accordingly to book the revenue in 
every month without any failure until 
the completion of the project. Here 
the marketing will be in a position to 
grab more projects to maintain the 
RRF month-on-month (m-o-m) by 
the projects division. 

In either case, continuous order 
booking and timely completion by 
production and projects division 
will lead to RRF m-o-m and this will 
lead to more value to the business. 

Performance History
The base of business and 
historical revenue and EBITDA is 
an important consideration when 
evaluating a business for purchase. 
The performance history needs 
to be a 12 to 36 month history of 
increasing sales and EBITDA to 
help increase the valuation of your 
business. Suppose if the business 
is continuing with stagnated and flat 
revenue and EBITDA during the last 
few years, it will not bode well at the 
time of valuation. While this is better 
than declining sales and EBITDA, it 
does not achieve the valuation for 
your company that you would hope 
for. In cases where the sales and/or 
EBITDA have been flat or declining, 
it is important to put in place actions 
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valuation of your business. 
So the owner should engage 
a qualified accountant with 
sound knowledge and allow 
him to act independently on 
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more true and fair view in the 
financial statements. This 
way of proper accounting 
will benefit you at the time of 
sale and support the buyer in 
procuring finance.
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that quickly increase both of these 
key areas as outlined above in the 
Growth of Business section of this 
article. The sooner you increase 
one or both areas, the better you 
will fare during the sales process. 

Customer Base
The buyers of business are 
interested in where the revenues 
for the business are based. This is 
as indication of the risk on business 
that may or may not arise in future 
dates. Let us apply 80:20 princi- 
ples. Where 80% out of total busi-
ness of the company is coming 
from only one customer and 20% is 
from various other customers then 
the business definitely is at high  
risk. Suppose if 20% of total busi-
ness is from only one customer and 
80% from various customers the 
risk factor is low. 

Another problem is related to 
‘market segment’. If the present 
turnover of the company is purely 
from only one market segment 
the risk factor is high because the 
political or geographical conditions 
may vary at any point of time on this 
particular segment.  So the market 
segment also needs diversification 
to reduce the risk factor.

In both of these scenarios, there 
are sales and marketing progra-
mmes that can be implemented 
to diversify a customer base and 
reduce the perceived risk by an 
outside buyer interested in your 
company. These actions take time 
and there should be at least 12 to 
18 months where the results can 
be documented in your revenue 
stream and customer base data.

Internal Controls
Profitability is not only achieved 
through high sales, but also from 
controlling costs and limiting 
excessive spending, which can be 
achieved by implementing strong 
internal controls that will strengthen 
the company and increase 
profitability.

The prospective buyer will look 
at the companies internal controls to 
understand the security precautions 
laid in the business to protect from 
various harms. If business is running 
with high margins but there are no 
proper internal control systems in 
the business, this will show how 
vulnerable the business is. 

These circumstances will have 
an impact on the valuation. So 
the owner of the business need to 
focus on strong internal controls to 
be placed in the system and that 
should be reviewed periodically. 

Regulatory Compliances
This is most important area 
which increases the value of your 
business. The prospective buyer 
will always look at whether there 
any non-compliance towards the 
Government dues and regulators. 
The owner of the business should  
be prompt on payment of Govern-
ment dues and meet the statutory 
compliances without any failure. 

Non compliance of the statutory 
requirements indirectly will hit you at 
the time of valuation. For Example, 
many companies are managed to 
minimise their taxes, which reduces 
the amount invested in the business 
and limits annul net profits along 
with EBITDA. This will have adverse 
impact on business at the time of 
valuation.

At least 12 to 36 months before 
putting up your business up for 
sale, you should restructure your 
activities to proactively normalise 
your books for the sale process, 
which will in turn come back to you 
and payoff in the end. 

Instead of taking out the cash 
in wrong route like high salaries 
and bonus, cross billing with other 
owned business takes out the cash 
from business through dividends. 
The main concern here is double 
taxation that arises with dividend, 
but this provides more benefit to 
you at the time of sale and supports 
the buyer in procuring the finance. 

In case of investments in 
overseas companies, choose pro-
per authorised route as prescribed 
by the RBI. 

In case any export sale proceeds 
are routed to your invested company 
abroad, immediately regularise this 
transaction. Non regularisation of 
these transactions will provide a 
room to the prospective buyer for 
doubts. Take necessary actions to 
file the returns in time with various 
statutory departments and pay the 
dues in time. 

Most of the buyers are 
interested in the business where the 
company is prompt in meeting the 
Regulatory Compliances in time, as 
this will show to the buyer that the 
operations of the business are in 
healthy condition and risk free.  

Conclusion 
The areas discussed above need 
more attention of the owner of 
the business who wants to put 
his business for sale. Apart from 
this attention, the last but not the 
least is documentation. Right 
from quotations of the products/
projects to the closure of the order 
at all levels need to be documented 
properly and reviewed periodically. 
This documentation part will add 
additional value to the deal. n
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