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Valuations: A New Dimension

valuation might include an analysis of the company's 
management, its capital structure, its future earnings 
prospects, or the market value of its assets. The field 
of business valuation is vast and encompasses a wide 
array of variables that jointly and severally impact the 
value. 

There are various reasons for which a business owner 
or an individual may need to know the value of its 
business (or its assets) such as:
• To evaluate an offer and negotiate a strategic sale of 

a business.
• To determine the per share value of an Employee 

Stock Ownership Plan (ESOP).
• For exit strategy planning purposes
• To value a portfolio of Intellectual Property Rights 

– patents, trademarks, copyrights, proprietary 
processes, etc.

• To justify the value in a company for annual 
shareholder meetings.

• To undertake division-wise valuations so as to 
identify weak divisions of a business; this may be 
to refocus the operational efforts or to divest the 
under-performing divisions.

• For shareholder or partnership disputes.
• For shareholder or partnership investments or 

buyouts.

Fair value of a business needs to be determined for strategic, regulatory, financial reporting or tax 
purposes. Business valuation is the process to determine the economic value of a business entity or 
company and such a need generally arises when a business entity or company considers to sell all or 
a portion of its operations or to merge with or acquire another entity or company. The vast field of 
business valuation encompasses a wide array of variables that jointly and severally impact the value. 
The author in this article argues that Chartered Accountants are best suited to issue fair valuation 
reports and assist in taking informed decisions in that regard. While investors are insisting today on 
a valuation framework that is free of conflicts of interest, investors and regulators demand accurate 
and reliable valuations of their investments. Chartered Accountants with requisite experience and 
training can conduct a robust valuation and indirectly express an opinion as to financial fairness of 
the transactions, the author informs. Read on…

CA. Dhinal A. Shah
(The author is a member of the 
Institute who may be contacted at 
dhinalshah@yahoo.com.)
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William Bruce Cameron had said: Not everything 
that can be counted counts, and not everything that 
counts can be counted”. This statement was made 
nearly six decades back, in an unimaginable world 
without internet. 

It is well suited in present complex and dynamic 
world as the value of a business can be very different than 
perhaps what gets revealed from its balance sheet. The 
book value of a business can be significantly different 
from its economic value. The fair value of a business 
needs to be determined for strategic, regulatory, 
financial reporting or tax purposes. Business valuation 
is the process of determining the economic value of a 
business or company. The need of business valuation 
generally arises when an entity considers to sell all or 
a portion of its operations or to merge with or acquire 
another entity. The current worth of a business is 
determined after evaluating all aspects of the business 
and making the use of objective measures. A business 
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• For buy-sell purposes and raising funds.
• To obtain bank financing or alternative investment.
• For financial reporting purposes
• For goodwill impairment testing purposes.
• To allocate the purchase price after an acquisition 

of a business.
• For tax planning purposes–transferring an interest 

to family members, transfer to trusts, corporate 
restructuring purposes, etc.

• To value stock options
• To set a current base line value of the business and 

develop a strategy to improve the profitability of 
the business and increase the value of the business 
in future.

• To value a business for a business bankruptcy.
• To assess whether the fair value is different  

from the market’s perception of value of the 
business.

• To identify whether the business is growing, 
stagnant or declining in value to restructure the 
business.
Apart from above, there are many other reasons 

wherein a valuation may be needed. Section 247 of the 
Companies Act, 2013 mandates that only a Registered 
Valuer can undertake valuation and issue valuation 
reports for complying with fair valuation requirements 
under the said Act. Certain other laws such as, Foreign 
Exchange Laws, Tax Laws also require the management 
to obtain independent fair valuation reports.

As business valuation is a complex financial analysis, 
it should be undertaken by a qualified valuation 
professional with the appropriate credentials. In case 
the business owners undertake valuation themselves, 
there are chances of biased view. Apart from this, the 
important benefits received from a comprehensive 
third party independent valuation analysis, such as 
helping business owners to negotiate a strategic sale of 
their business, minimise the risk in a litigation matter 
as well as to provide defence in a scrutiny situation may 
not be available.

Since valuation is not an exact science but as much an 
art, the independent valuer may also face challenges 
while undertaking business valuation such as:
• Developing reasonable assumptions for projections 

based on historical trends and expected future 

occurrences and documenting the reasoning 
behind those assumption choices

• Requesting, tracking and reviewing the necessary 
documents

• Selecting an appropriate valuation methodology 
or multiple valuation methodologies and assigning 
weightages 

• Finding robust private or public company or 
industry data against which to benchmark the 
subject entity

• Gathering the appropriate market comparable 
(both public and private) and documenting the 
reasoning behind the market comparable choices

• Calculating a discount rate that appropriately 
reflects the risk inherent in the subject entity and 
documenting the reasons for using (or not using) 
the methods used for calculating the WACC 

• Conducting valuation procedures to produce 
reliable value indicators

• Remaining compliant with the regulatory guidelines 
and other industry standards

• Compiling a robust and fundamentally sound 
valuation report. The written report is often the 
only tangible product delivered to the client and 
typically serves as the cornerstone of professional 
credibility. 

For a better understanding of valuation concepts 
and methodologies as well as to assist members in 
performing robust valuation while complying with 
various regulatory requirements, The Institute of 
Chartered Accountants of India (ICAI) has issued 
Indian Valuation Standards. These valuation standards 
while consistent with legal framework and valuation 
practices prevalent in India are based on the valuation 
concepts, principles and procedures which are generally 
accepted internationally. In formulating the Valuation 
Standards, the ICAI considered best valuation practices 
followed globally as well as in India, uniqueness of Indian 
conditions, current practices in India along with their 
advantages and disadvantages and various purposes for 
which valuations might be required over and above the 
requirements of Companies Act. These standards came 
as a result of ICAI’s consistent drive to guide its members 
for ensuring high quality work and standards. The Indian 
Valuation Standards will be applicable for all valuation 
engagements undertaken by the members of ICAI RVO 
(Registered Valuer Organisation) on mandatory basis 
under the Companies Act 2013. In respect of valuation 
engagements under other statutes like Income Tax, SEBI, 
FEMA, etc., the applicability will be on recommendatory 
basis for the members of the ICAI. These Valuation 
Standards are effective for the valuation reports issued 
on or after 1st July, 2018. The Indian Valuation Standards 
are briefly summarised below:
1. Preface to the Indian Valuation Standards: This 

contains the objectives and functions of the 
Valuation Standards Board, the scope of Valuation 
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In case, the business owners undertake valuation 
themselves, there are chances of biased view. Apart 

from this, the important benefits received from a 
comprehensive third party independent valuation 

analysis, such as helping business owners to negotiate 
a strategic sale of their business, minimise the risk in 

a litigation matter as well as to provide defence in a 
scrutiny situation may not be available.
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Standards and the procedure followed for issuing 
Valuation Standards.

2. Framework for the Preparation of Valuation Report 
in accordance with the Indian Valuation Standards: 
The framework sets out the concepts that underlie 
the preparation of valuation reports in accordance 
with the Indian Valuation Standards for its users. 
It also provides for qualitative characteristics 
that determine the usefulness of information in 
valuation report and the fundamental ethical 
principles to be observed by the valuers 

3. Indian Valuation Standard 101–Definitions: This 
Standard provides for definitions of certain terms 
used in Indian Valuation Standards

4. Indian Valuation Standard 102- Valuation Bases: 
The Valuation Base means the indication of type of 
value being used in a valuation engagement. This 
Standard explains few commonly used valuation 
bases such as Fair Value, Liquidation Value and 
Participant Specific Value

5. Indian Valuation Standard 103-Valuation 
Approaches and Methods: This Standard describes 
the different approaches and methods for valuation 
and provides guidance on usage of various valuation 
approaches and methods.

6. Indian Valuation Standard 201-Scope of Work, 
Analyses and Evaluation: The terms of valuation 
engagement, responsibilities of valuer and client 
and the extent of analyses and evaluations to be 
carried out by valuer are provided in this Standard. 
It also lays down valuer’s responsibility while 
relying on work of other experts

7. Indian Valuation Standard 202-Reporting and 
Documentation: This Standard provides for the 
minimum content of the valuation report, basis for 
preparation of the valuation report and maintaining 
sufficient documentation

8. Indian Valuation Standard 301 - Business Valuation: 
This Standard provides additional guidance to 
valuers who are performing business valuation 

9. Indian Valuation Standard 302-Intangible Assets: 
This Standard provides for additional guidelines 
while conducting valuation of intangible assets

10. Indian Valuation Standard 303-Financial 
Instruments: This Standard provides additional 
considerations to be followed by valuer in 
performing valuation of financial instruments

Besides a thorough understanding of valuation 
methodologies, valuation standards, applicable law 
and the workings of various financial markets, a 
valuer needs several skill sets, both technical and 
non-technical, in order to work as a successful valuer 
and conduct robust valuations. Some of the skill sets 
needed are: 
• Accounting knowledge: Accounting knowledge 

will help valuer in understanding the financial 
statements as well as impact of related party 
transactions and one-off transactions on company’s 
performance. 

• Analytical Thinking: Analytical thinking includes 
data analysis and financial analysis, as well as wider 
applications, such as generalised problem-solving. 

• Technological Expertise: Technological expertise 
is required to use various different databases to 
extract industry and business related information 
required for valuations. 

• Written and Verbal Communication: 
Communication skills are required for drafting 
valuation reports and communicating the 
results. They are also helpful to extract necessary 
information especially from a resisting source.

• Professional Skepticism: It means the valuer 
should make a critical assessment, with a 
questioning mind, of the information obtained.

• Professional Judgement: The valuer needs to 
consider materiality, risk, quantity and quality of 
information when planning and performing the 
valuation assignment. 
Chartered Accountants are best suited to issue 

such independent fair valuation reports and assist 
management in taking informed decisions. Increased 
investor scrutiny has led to a demand for greater 
transparency and enhanced governance over the 
valuation and reporting of illiquid investments. Today, 
investors are insisting on a valuation framework that is 
free of conflicts of interest, especially when committing 
new capital. Investors and regulators demand accurate 
and reliable valuations of their investments and are 
also driving the trend towards independent value 
determination. A Chartered Accountant with requisite 
experience and training can conduct a robust valuation 
and indirectly express an opinion as to financial fairness 
of the transactions such as equity transactions, related 
party/arm’s length transactions, public company 
takeovers, acquisitions by public companies, debt 
agreements or other security agreements. 

While there is huge opportunity for Chartered 
Accountants in this field of valuation, in order to be 
successful, the Chartered Accountant should acquire 
the additional skillsets as needed to be regarded as a 
high quality service provider. To conclude, “Managers 
and investors alike must understand that accounting 
number is the beginning, not the end, of business 
valuation” – Warren Buffett. 
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Besides a thorough understanding of valuation 
methodologies, valuation standards, applicable law and 

the workings of various financial markets, a valuer needs 
several skill sets, both technical and non-technical, in 

order to work as a successful valuer and conduct robust 
valuations.

May you live every day of your life. - Jonathan Swift
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