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Preface

It is a matter of great privilege for me to place before the esteemed readers the first
edition of the book “Business Valuation Management – Corporate Valuation”.
Changes in business management have profoundly affected cost accounting and cost
management at the beginning of the twenty-first century. These changes are an increased
emphasis on providing value to customers, globalization of markets, growth of service,
industry and awareness of ethical and environmental business practices. Therefore, the
new value management system can be more accurately referred to as an activity and
strategic management system.

This book covers lucid presentation, tailor-made approach, comprehensive text with
plenty of illustrations and has several additional welcome features. The book covers the
course contents of the students appearing for MBA/MMS of the University of Mumbai
and other universities in India and CA, CS and ICAI and other professional examinations.
I am confident that with all these features, the students and faculties will find this book
all the more useful and rewarding. This book is dedicated to Lord Ganesha who is a
constant source of energy and involvement in serving the students and teacher-
community. Constructive and helpful suggestions for improvement of this book will be
gratefully acknowledged.

I am very much thankful to Dr. M.G. Shirahtti, Directer General, Oriental Institute of
Management, Vashi, Navi Mumbai for his inspiration and support while writing this book.

I am very much thankful to Mr. S.K. Srivastava, Mr. S.K. Patil, Nimisha Kadam and
all staff members of Himalaya Publishing House Pvt. Ltd., Nahur, Mumbai for their
personal involvement in the publication of the book.

Dr. P.K. Bandgar
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BUSINESS VALUATION
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1.7 Corporate Valuation
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1.1 INTRODUCTION
A business valuation is a complex process and it involves a multitude of factors ranging from

financial matters to historical perspectives. It is a broad and technically challenging discipline. The
valuation is performed in a variety of contexts and for a variety of purposes. The word ‘value’ means
different things to different people, and the result will not be the same should the context change. A
valuation is not an exact science. Value is a subjective term and can have a different connotation.
Valuation involves use of professional judgement, knowledge of business, analysis of facts,
interpretations, and usage of different methods and procedures, which may result into different values
in each given situation. During the last decade, several changes have taken place in economic and
business environment. The pace of growth has been phenomenal. The continuity in growth of business
and emergence of the new generation entrepreneur, has tremendously increased participation of the
public in the financial market, and development of new financial markets. All these have led to a
greater demand for valuation services, as investors and shareholders are interested in up to date
information on their assets. The valuation is considered as heart of finance. In corporate finance, it is
required to consider, how best to increase firm value by changing its investment, financing and
dividend decisions. In portfolio management, the resources are extended, trying to find firms that trade
of less than their true value, and then hope to generate profits as price coverage on value.

1.2 DEFINITION OF VALUE AND VALUATION
The word ‘value’ in simple terms refers to intrinsic worth of an object or a thing. A thing which

is valuable is expected to possess utility. Thus, anything which has utility will have same worth or
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value. Value, is a subjective term and may differ from person to person, from place to place, from time
to time, and from one situation to another. Thus, value is mere subjective perception. There is always
a subjective connotation associated with value and valuation.

Valuation refers to the process of assessing value or price. Valuation is the process of estimating
what something is worth. Business valuation is the process of determining the current worth of a
business by use of objective measures and offer evaluation of all aspects of business. Items that call
for valuation are mostly financial assets or liabilities. It is very common to value assets or liabilities.
For example, investments in marketable securities, stocks, options, business enterprise or intangibles
like goodwill, patents, trademarks, copyrights. Valuation of business may be required for a variety of
reasons such as investment analysis, long-term investment decisions, capital budgeting, mergers and
acquisitions, demergers, dividend decisions, share buybacks, litigations, tax related valuations
including transfer pricing. The importance of business valuation has assumed great significance in
recent times in the wake of economic liberalization, where controls began to pave the way for
deregulation, and corporate acquisitions and mergers have become the order of the day. Business
valuation, to be effective should be clearly defined and the objectives sought should be achieved to be
properly ascertained. It is imperative to take into consideration, factors like the nature and history of
the business, the present financial status of the business, the general economic conditions prevailing in
the company and also the industry in which the company operates.

1.3 NEED FOR VALUATION
Valuation is used by financial market participants to determine the price, they are willing to pay

or receive to consummate a sale of business. The need for valuing a business or a firm can well be
identified by various purposes. The purposes, that a valuation serves are manifold. A valuation may be
used for a wide range of purposes. These purposes are as follows:

1. Mergers and Acquisitions
2. Takeovers
3. Demergers
4. Sales/Disinvestments
5. Public issue of shares
6. Pledge of shares
7. To settle taxation disputes
8. To decide the partner’s share
From the buyer’s point of view the valuation tells him the price he should pay. From the seller’s

point of view, the valuation will tell him the lowest price at which he should be prepared to sell. In
case of a listed company, valuation is useful to compare the value obtained with the share price on the
stock exchange, and to decide whether to sell or buy or hold the shares. Valuation of several
companies may be useful to make portfolio decisions. When the shares are offered to the public, the
valuation is used to justify the price at which the shares are offered to the public.

Valuation of a company provides a fundamental benchmark to identify and satisfy the main value
drivers. It is a prior step in making strategic decisions such as to continue business, sell, merge, grow
or acquire other companies. In the case of strategic planning, the valuation of the company and
different business units are fundamental for deciding what products, business lines, countries and



customers to maintain, grow or abandon. It also provides means for measuring the impact of the
company’s possible policies and strategies on value creation and destruction.

1.4 VALUATION CONCEPTS
The term ‘valuation’ means the task of estimating the worth of an asset, a security or a business.

The price an investor or a firm is willing to purchase a specific asset or security would be related to
this valuation. Obviously, two different buyers may not have the same valuation of a business, as their
perception regarding its worth may vary. One may perceive the business to be of higher worth, and
hence may be willing to pay a higher price than the other. A seller would consider the negotiated
selling price of the business to be greater than the value of business he is selling.

There are subjective considerations involved in the task and process of valuation. The task of
business valuation is more important than that of an asset. In case of business valuation, the valuation
is required not only of tangible assets, but also of intangible assets like goodwill, brands, patents and
trademarks. It also requires to value human resources that manage the business. There is an imperative
need to take into consideration, recorded liabilities as well as unrecorded or contingent liabilities, so
that the buyer is aware of the total sum payable subsequent to the purchase of business. That is why,
the valuation process is affected by subjective considerations. Thus, in order to reduce the element of
subjectivity, and help the finance manager to carry out a more credible valuation exercise in an
objective manner, the following concepts of valuation needs to be understood.

(i) Book value: Book value of business is the total value of all valuable assets, less all external
liabilities including preference share capital. It is also known as net assets value or net worth
of business.

(ii) Market value: The market value of business is the aggregate market price of all equity shares
outstanding of the company. The market value is the price of company’s share quoted in the
stock market. It is applicable to a company whose shares are listed in the stock exchange.

(iii) Economic value: The economic value indicates the maximum price at which the business
can be acquired. Economic value is the present value of incremental future cash inflows
using an appropriate discount rate. The principle of valuation based on the discounted cash
flow approach is used in capital budgeting decisions. It is an economic value.

(iv) Intrinsic value: Intrinsic value is based on the net assets of the firm. It is based on book
value, which is in tune with the going concern principle of accounting. For this purpose, it is
assumed that the company goes into liquidation and therefore, the tangible and intangible
assets are valued satisfactorily, and the total external liabilities are deducted from the value
of realisable assets. The net asset value is divided by the number of equity shares to arrive at
intrinsic value per share.

(v) Liquidation value: Liquidation value represents the price at which each individual asset can
be sold, if business operations are discontinued in the wake of liquidation of the firm. Thus,
the liquidation value of a business is equal to the sum of realisable value of assets and cash
in bank, less the payments required to discharge all external liabilities.

(vi) Replacement value: The replacement value is the cost of acquiring a new asset of equal
utility usefulness. It is normally useful in valuing tangible assets like machinery, equipment
and furniture. These assets have a useful life but they can be replaced with new assets before
the expiry of their life.



(vii) Salvage value: Salvage value represents realisable scrap value on the disposal of assets after
the expiry of their useful economic life. It can be used to value assets like plant and
machinery, equipment and furniture. The salvage value is considered net of removal costs.

(viii) Fair value: Fair value is the average of book value and market value of shares. It is hybrid
in nature, and often, the average of two or three values. In India, the concept of fair value
has evolved from case laws, and is applicable to certain specific transactions like payment to
minority shareholders.

1.5 CORPORATE FORM OF ORGANISATION
Corporate means a company. A company is an important form of business organisation. A

company is registered as per the Companies Act, 1956. A company is a voluntary association of
persons formed for the purpose of carrying on business. The capital is contributed by the members,
and the profit is also shared by the members. The company form of organisation has grown
tremendously, particularly, after globalisation in 1991. There are more than twelve lakhs of companies
functioning in India, the breakup of which is given below:

No. of Companies registered 12,89,229
No. of Private Ltd. Companies 11,67,226
No. of Public Ltd. Companies 1,22,003
No. of Active Companies 8,72,957
No. of Inactive Companies 4,16,272

Source: Corporate Affairs Ministry, 2012.

The company form of organisation has become popular because of the following features:
(i) Large capital: A company can raise large amount of capital by issue of shares to the public,

which is not possible for any other form of business organisation.
(ii) Transfer of shares: Shares issued by the companies are transferable from person to person.

The stock exchanges are formed for this purpose. The shares are traded on the stock
exchanges. Shareholders can sell or buy the shares through the stock market. This facility is
not there in case of other business organisations.

(iii) Limited liability: The liability of a member of a company is limited to the extent of his
shareholding. However, the liability of a sole trader or a partner in the firm is unlimited.

(iv) Separation of ownership from management: In case of a company form of an
organisation, the shareholders are the owners and the Board of Directors is the management.
The day to day business decisions are taken by the Board of Directors, but the shareholders
are not involved in the day to day matters of the business.

Basically there are two types of companies, Private Limited and Public Limited. Private Limited
company is a company, which (a) restricts number of members to 50 (b) restricts transfer of shares and
(c) is prohibited from issuing of prospectus for issue of shares to the public. Public Limited company
is a company which is not a Private Limited company. To form a private limited company, minimum
two persons are required whereas, to form a public limited company, minimum seven persons are
required. The minimum number of persons, who are involved in the formation of the company are
called ‘Promoters’. A private limited company can start business immediately after registration, but a



public limited company has to obtain a Certificate of Commencement of Business from the Registrar
of Companies. The promoters of private limited company can raise capital by issue of shares to their
friends and relatives because the number of members should not go beyond 50. The basic condition
for getting the Certificate of Commencement of Business is collection of minimum subscription of
share capital. At the time of registration of a company, the promoters have to submit two important
documents i.e. (a) Memorandum of Association and (b) Articles of Association.

The Memorandum of Association is the constitution of the company, which includes:
(i) Name of the company

(ii) Registered address
(iii) Objects of the company
(iv) Share capital
(v) Liability
The Articles of the Association contains the internal rules and regulations for the day to day

working of the company.

1.6 RAISING CAPITAL BY CORPORATES
Public limited companies can raise capital by issue of shares, debentures or bonds to the public.

The amount of capital to be raised, and the sources of capital are to be decided by the Board of
Directors. It is also guided by the Memorandum of Association. However, the companies can raise
capital by issue of the following instruments:

(1) Equity Shares
Share means a share in the share capital of a company. A company is a business organization. It is

registered as per Companies Act, 1956. Every company has share capital. The share capital of a
company is divided into number of equal parts and each of such part is known as a ‘share’. A public
limited company has to complete three stages. The first is registration. The second is raising capital and
the third is commencement of business. A public limited company issues shares to the public for raising
capital. The first public issue is known as Initial Public Offerings (IPO). The shares can be issued at
par, premium or discount. Each share has a face value of ` 1, 2, 5 or 10. In order to issue shares a
prospectus is prepared, and has to be approved by the Securities and Exchange Board of India (SEBI).
These shares are listed with the stock exchange, so that the shareholders can sell these shares in the
market. The company has to make an application to the stock exchange for listing of shares.

There are two types of shares, equity shares and preference shares. Preference shares are those
shares, which have first preference for payment of dividend and refund of capital, in case of winding
up. Equity shares are those shares, which are not preference shares. Preference shares are not popular
in India. Very few companies have issued preference shares. The preference shares may be cumulative,
participating and convertible. The shares are also called as “stock”. Nowadays, shares are issued in
Demat form. It means, shares are credited to a separate account of the applicant, opened with
depository participant. This is also called paperless security, because shares are not issued in physical
form. Demat account is compulsory, when the shares are issued through Book Building Process. Book
Building is a method of public issue of shares by a company in which, the price is determined by the
investors, subject to a price band or range of prices given by the company.



Blue Chip Shares: Shares of known and financially sound companies are called blue chip
shares. Such companies are called blue chip companies, as they are well established over a long
period and are stable and profitable. Such companies have a record of consistent growth over years
and have bright future. Blue chip companies are popular in the stock market and they carry goodwill
and market reputation. Such companies are managed by professionals and offer attractive dividend
to shareholders. Blue chip shares have continuous market demand as investors prefer to invest in
blue chip companies due to safety, security and attractive return. Even when the stock market is
dull, the prices of blue chip shares do not go down quickly and considerably. In India, Reliance, Tata
Companies, L&T and companies relating to information technology are regarded as blue chip
companies. Their shares are quoted at higher prices in the stock market. Bank gives loan easily and
quickly on the security of blue chip shares.

Investment in shares is more risky, because the share prices go on changing day by day. Today,
the market is more ‘volatile’, means more fluctuating. The share prices may go up or go down. If the
stock market falls, the share prices will go down, and the investor will loose money in the investment.
However, the return on investment in shares is higher. The return on investment in shares is in the
form of regular dividend, capital appreciation, bonus and rights. There is also liquidity in this kind of
investment. The shares can be sold in stock market and money can be collected within 3 to 4 days.
Investment in shares is not a tax saving investment.

Joint stock companies collect their long term/fixed capital by issuing shares (equity and
preference). This is called “stock financing”. Shares constitute the ownership securities and are
popular among the investing class. Investment in shares is risky as well as profitable. Transactions
in shares take place in the primary and secondary markets. Large majority of investors (particularly
small investors) prefer to purchase shares through brokers and other dealers operating on commission
basis. Purchasing of shares is now easy and quick due to the extensive use of computers and screen
based trading system (SBTs). Orders can be registered on computers. The shares available for
investment are classified into different categories such as blue chip shares, growth shares,
speculative shares, income shares and so on. For profitable investment in shares, the companies
must be selected properly by studying the balance sheets and other details of various companies. Share
certificates in physical form are no more popular in India due to demat facility. It gives convenience
in handling and transfer of shares. For this, demat account can be opened in the bank which provides
depository services (e.g., ICICI Demat).

Advantages of Investment in Shares
1. Equity shareholders get income in the form of dividend. Companies offer attractive

dividend to shareholders even when the rate of dividend is flexible. Profitable and stable
companies offer good reward to their investors in the form of high rate of dividend.

2. The liability of equity shareholders is limited only to the extent of their investment.
Naturally, the shareholder is not required to pay anything more than the face value of the
shares purchased.

3. Shares are easily transferable and this facilitates easy transfer of ownership at the option
of shareholder (i.e., investor). This transfer facility (transferability) also brings liquidity to
the investment in shares.

4. The equity shareholders get an opportunity to participate in the profitability of their
company in the course of time. The profitable company issues bonus shares and also right



shares from time to time. This gives benefit to shareholders. Even the new shares issued by
the company are first offered to existing shareholders. This pre-emptive right enables
existing shareholders to maintain their proportional ownership in the additional equity share
capital issued.

5. Listed equity shares are actively quoted and traded on stock exchanges. This marketability of
equity shares brings liquidity to the investment in shares and also convenience to investors.

6. Equity shares carry tax benefit. At present dividend on shares of Indian companies has been
made tax-free. However the position may change as per the government policy.

7. Equity shareholders are the owners of their company with certain powers and voting
rights. This enables them (collectively) to exercise some control over the policies of their
company.

8. Capital gain to the equity investor is possible in the case of shares, as the prices of shares
fluctuate along with the future prospects of the company. Due to rise in the share prices,
there is capital appreciation and this offers extra benefit to the shareholders.

Limitations of Investment in Shares
1. Uncertainty of income/return: The return as regards investment in shares is uncertain

as it is linked with the profitability of the company. The investment in shares may prove to
be unremunerative, if the profit earned by the company is less.

2. Risky investment: In the case of shares, there is an element of risk as regards changing
market values. The share price may go down due to various reasons. This is bound to affect
the investor seriously. Secondly, selling at a low price is bound to bring financial loss. This
suggests that investment in shares is always risky.

3. Speculative activities are harmful: Speculative activities are quite common as regards
shares. However, such speculative deals affect genuine investors and they may suffer loss
even when they are not directly involved in such speculative activities.

4. Future linked with the company: In the case of shares, the future of the shareholder is
linked with the future of the company. The return on investment will be attractive, if the
company makes good profit. However, a shareholder may not get any return on his
investment if his company fails to get reasonably high profit.

(2) Preference Shares
As the name indicates, preference shares carry preferential rights as regards dividend payment and

repayment of capital in the case of liquidation of the issuing company. Different types of preference
shares can be issued. This gives wider choice to investors and raises marketability of preference shares.

Preference shares offer various advantages to the shareholders. Here, dividend payment is
regular and also at a fixed rate decided at the time of issue. They also get preference as regards
repayment of capital, in the case of winding up of the company. For the company, the cost of
collection of preference capital is low and the redemption liability is nil in the case of irredeemable
preference shares.

Preference Shares have following limitations:-
1. Preference shareholders have no control on the management of the company.
2. They get dividend at fixed rate and are normally not allowed to be partners in the prosperity

of the company.



Types of Preference Shares
There are different types of preference shares which are as follows:
1. Cumulative preference shares: Cumulative preference shares are those preference shares

which carry the right to a fixed amount of dividend at a fixed rate. Dividend is payable even
out of future profit, if current year’s profit is not sufficient for this purpose. This means that
dividend on the cumulative preference shares accumulates unless it is paid in full. The arrears
of dividend are then shown in the balance sheet as a contingent liability. In India, preference
shares are normally cumulative unless otherwise stated. In case the preference dividend is in
arrears for a period not less that two years, the preference shareholders shall be entitled to take
part and vote on every resolution on every matter in the general meeting of the shareholders.

2. Non-cumulative preference shares: Non-cumulative preference shares carry the right to a
fixed amount of dividend. In case no dividend is declared in a year due to any reason, the right
to receive such dividend for that year expires. It means that, holders of non-cumulative
preference shares are not entitled to arrears of dividend in future. If the dividend remains in
arrears for a period, not less than two years or an aggregate period of not less than three years,
comprised in the six years ending with the expiry of the financial year, the holders of such
shares are entitled to take part and vote on every resolution at any meeting of the shareholders.

3. Participating preference shares: In addition to the right to a fixed dividend, participating
preference shareholders have the right to participate in the surplus profits, after payment of
equity dividend at a stipulated rate. Again, in an event of winding up of the company,
participating preference shareholders carry the right to receive a pre-determined proportion
of surplus as well, once the equity shareholders have been paid off.

4. Non-participating preference shares: Non-participating preference shares are the shares
on which only a fixed rate of dividend is paid every year, without any additional rights in
profits and in the surplus, in case of winding up. Unless otherwise, specified, the preference
shares are generally non-participating.

5. Redeemable preference shares: Under section 80 of the Companies Act, 1956, a company
can issue redeemable preference shares. Redeemable preference shares are issued on the
condition that, the company will repay after the fixed period or even earlier, at company’s
discretion. The repayment of these shares is called redemption of preference shares. In India,
companies can issue only redeemable preference shares.

6. Non-redeemable preference shares: The preference shares, which do not carry with them
the arrangement regarding redemption at a certain period, are called non-redeemable
preference shares or irredeemable preference shares. Section 80 (5A) provides that no
company limited by shares shall issue irredeemable preference shares or preference shares
redeemable after the expiry of 20 years from the date of issue.

7. Convertible preference shares: Those preference shares give the right to the holder to get
them converted into equity shares at their option according to the terms and conditions of
their issue are known as convertible preference shares. Preference shares are non-convertible
unless otherwise stated.

8. Non-convertible preference shares: When the holder of a preference share has not been
conferred the right to get his preference shares converted into equity shares is called as non-
convertible preference shares. Preference shares are non-convertible unless otherwise stated.



(3) Bonds or Debentures
A debenture is a document issued by a company as an evidence of a debt. It is a certificate

issued by a company under its seal, acknowledging a debt due by it to its holders. The term debenture
includes debenture stock, bonds and any other securities issued by a company. The Companies Act
provides that a company can raise loans from the public by issue of debentures. The debenture holder
becomes the creditor of the company. The debenture holder gets interest on the debenture which is
fixed at the time of issue. The debentures are also issued to the public just like issue of shares.
However, there is a need for credit rating before issue of debentures or bonds. Bonds are issued by
Government companies and the debentures are issued by the Private sector companies. Therefore,
bonds may be tax saving but debentures are not tax saving investment.

The companies use owned capital as well as borrowed capital in their capital structure as compared
to equity shares because debenture holders have no say in the management of the company and interest
on debentures is allowed as a business expense for tax purposes. The debentures are considered as
secured loan. There is not much risk in the investment in debentures as compared to shares. The return
on debentures is also reasonable and stable. The debentures are also listed with the stock exchanges and
can be traded in the stock market. However, the prices of debentures are not much volatile.

The debenture, being a loan, is redeemable at a certain period or maturity, otherwise it can be
irredeemable. The debentures can be convertible or non-convertible. If a debenture is convertible into
shares at maturity, it is called convertible. The convertible debentures may be partly convertible or
fully convertible. Convertible debentures became popular in the last decade. The method of raising
long-term funds through debentures is not very popular in India. Very few companies have issued
debentures and very few companies’ debentures or bonds are traded in the stock market. The
debentures were also not popular till recent years.

There are different types of debentures which are as follows:
1. Secured or unsecured debentures: The debentures which are secured against the assets of

the company are known as secured debentures. These debentures are secured by a charge
upon some or all the assets of the company. There are two types of charges, fixed charge and
floating charge. A fixed charge is a mortgage on specific assets of the company. These assets
cannot be sold or transferred without the consent of the debenture holder. The sale proceeds
of these secured assets are utilised first for repaying debentures. A floating charge generally
covers all the assets of the company including future assets.
The debentures which are not secured by any charge upon any assets of the company are
called as unsecured debentures. Sometimes these debentures are also called as ‘naked’
debentures. A company merely promises to pay interest on due dates and repay the amount
of debentures at maturity. These types of debentures are very risky. In India, debentures are
normally secured against the assets of the Company.

2. Convertible or non-convertible debentures: The debentures which can be converted into
equity shares after a certain time are known as convertible debentures. These debentures
may be converted at par or at premium or even at discount. There may be fully convertible
debentures or partly convertible debentures. Fully convertible debentures means, full amount
of debenture is convertible into shares. On the other hand, partly convertible debentures
means a certain portion of debenture amount is converted into shares and remaining portion
is repaid to the debentureholder at maturity. Thus, convertible debentures have become



popular because the debentureholders get the chance to become the shareholder of the
company. A new concept of debentures has been developed recently known as ‘Optionally
Fully Convertible Debentures’ (OFCD). In case of these debentures, the conversion takes
place at the option of the debenture holder at the time of maturity. The market price of the
company’s share may change at the time of conversion if the price of the shares has
increased, otherwise the debentureholder may opt for redemption at maturity.
Non-convertible debentures are those which cannot be converted into shares at maturity. The
debentureholders will get cash at maturity as per terms of issue.

3. Redeemable or irredeemable debentures: The debentures which are redeemed at a certain
period of maturity are known as Redeemable debentures. The debentures are redeemable as
per terms of the issue. The maturity period is fixed at the time of issue of debentures. It may
be six months or 7 years, as the case may be. Since debenture is a kind of loan taken by the
company from the public, it has to be repaid after some time. The management of the
company decides the maturity period on the basis of their financial plans.
The debentures, which are not repayable during the lifetime of the company are called as
irredeemable debentures. These are also called as ‘perpetual debentures.’ These debentures
are repaid only at the time of liquidation of the company. Normally, in India, the debentures
are redeemable at a certain time.

4. Registered and Bearer debentures: Registered debentures are payable to a registered holder
whose name, address, and other particulars of holding are recorded in the Register of
debenture holders by the company. These are not easily transferable. However, the necessary
provisions of the Companies Act, 1956 are to be complied with, for affecting transfer of these
debentures. The debenture interest is paid by the company, to the order of registered holder as
expressed in the warrant issued by the company. In India, debentures are normally registered.
The debentures issued by the company, without keeping any record in respect of their
holders are called ‘Bearer Debentures.’ These debentures are transferable by delivery. These
debentures are negotiable instruments payable to the bearer. Debenture interest is paid to the
bearer of the interest coupons or the debenture holder at the time of payment of interest.
Such types of debentures are normally not issued in India.

Features of Debentures
Debentures are issued for raising short, medium or long-term finance depending on the period for

which they are issued. Debentures are creditorship securities, which provide funds on loan basis.
Debenture holders are not allowed to participate in the management of the company, as they are the
creditors of the company and not the owners. However, they are given more security as regards
repayment of capital and regular payment of interest.

Different types of debentures are issued on different terms and conditions in order to satisfy the
needs of different categories of investors. The book value of debentures is usually ` 100. At present,
debentures (particularly convertible) are popular. Such debentures are converted into equity shares
(partly or fully) on maturity, as per the terms already notified.

Interest on Debentures
The interest rate on all types of debentures is stable and attractive to investors. It is paid after

every six months or in lump sum on maturity. The risk involved in the purchase of debentures is



limited, as they are usually fully secured. The response from investors is always encouraging for the
companies issuing debentures. Debentures occupy an important position in the financial structure of
companies. Convertible debentures are popular in Indian securities market.

Advantages of Debentures
1. Debentures are popular with the investors and their response is normally positive.
2. Debentures provide capital without managerial control to the debenture holders.
3. It is an economical source of finance.
4. Debentures facilitate trading on equity by the company.
5. Debentures avoid the possibility of overcapitalisation.
6. Debentures provide adequate safety to investors particularly to cautious investors.
In addition to company deposits, it is possible to purchase bonds and debentures of joint stock

companies for investment purpose. Both represent creditorship securities. Debenture indicates loan
given to the company at a specific rate of interest and on certain terms and conditions. Debentures are
more popular than shares due to the safety and security available. Companies issue different types of
debentures for the convenience of investors. At present, convertible bonds and debentures are
popular among Indian investors.

In India, bonds and debentures are also issued by public sector companies and financial
institutions. IDBI issues flexibonds, deep discount bonds, retirement bonds, growing interest
bonds and regular income bonds. Such infrastructure bonds are popular among the investors and
their response is encouraging. They are oversubscribed on many occasions. This is particularly due to
tax benefit u/s 88. Deep discount bonds are issued for a longer period (15 years or more) and
investor gets attractive return, if he is willing to wait for a longer period. In April, 1996 Krishna
Bhagyajala Nigam issued 17.50% non-convertible bonds. It may be noted that deep discount bonds
offer special benefits to investors who are willing to invest for a longer period. The interest rate is
attractive and the cumulative benefit is available to bond holders. The risk involved is limited,
provided the bond issuing institution is reputed and professionally managed. For example, Sardar
Sarovar Narmada Nigam Limited (Gujarat) issued deep discount bonds in 1995 at a discounted
price of ` 3,600. On maturity, i.e., in January 2014, the bond holders will get ` 1,11,000 as maturity
price. Here, ` 3,600 will be converted into ` 1,11,000 after a period of 20 years.

In addition, in March, 1996, the Indian Railway Finance Corporation Ltd. issued IRFC
secured non-convertible 16.5% bonds of ` 50,00,000. The bonds issued include regular return bonds,
cumulative bonds and deep discount bonds. Public sector bonds normally get good response from the
investing class. This popularity is due to the following advantages available:

1. Easy transferability by endorsement and delivery.
2. Safety and security due to government backing.
3. Attractive interest and other favourable terms and conditions, including wide choice as

regards selection of bonds.
4. Investment exempted for wealth tax.
5. Maturity period from 5 years to 25 years.
6. Listing on nearby stock exchange.
7. Simple procedure for investment.



Government of India Savings Bonds
1. Government of India 8.0% Savings (taxable) Bonds:

The GOI has recently introduced this 8% savings (taxable) bonds. These bonds are
convenient for charitable trusts. It is the best option for investment of surplus funds. There is
no maximum limit for investment in the bonds. 8% interest payable is taxable.
Important features of 8.0% Savings (taxable) Bonds:

(a) Who can buy: Resident Individuals (not NRI), Minor, HUF, Charitable Institutions
and Universities.

(b) Interest: 8.0% p.a., payable half yearly or ` 1,000 becomes ` 1,601 after 6 years.
Half yearly or cumulative interest payment options available. Interest is eligible for
deduction u/s 80L (upto ` 15,000).

(c) Period: 6 years.
(d) Investment: Any amount, i.e., no limit on the amount of investment.
(e) Tax benefit: Interest is taxable but wealth tax exempted.
(f) Transferability: Bonds are not transferable and pledgable.
(g) No TDS will be deducted on interest.
(h) Nomination facility is available.

The NRIs are not allowed to invest their funds in these savings bonds.
2. 9.00% GOI Senior Citizens Savings Scheme:

It is a special investment scheme introduced for the benefit of senior citizens. It gives
attractive return to senior citizens and is popular among them.
Important features of 9.00% GOI Senior Citizens Savings Scheme:

(a) Resident Indians aged 60 years and above can invest in this scheme.
(b) Interest rate is 9%, and is payable quarterly.
(c) Period of scheme is 5 years.
(d) Ceiling for maximum permissible deposit per person is ` 15 lac.
(e) Account can be opened jointly with spouse only.
(f) No TDS will be deducted but interest taxable.
(g) Premature withdrawal facility is available after one year.
(h) Nomination facility is available.

3. Government of India 6.50% Savings (Tax free) Bonds:
Recently, the government has started issuing 6.50% (Tax free) bonds which are reasonably
attractive and secured investment for individuals and institutions.
Important features of 6.50% Savings (Tax free) Bonds:

(a) Resident individuals (not NRI), HUF and minor through guardian can invest in
these bonds.

(b) No maximum limit on the amount of investment in these bonds.
(c) Interest 6.50%. Interest payable half yearly or cumulative. Interest payment is

exempted from income tax – No wealth tax.
(d) Maturity period is of five years.



(e) Pledge and transfer are not allowed. However, the bonds can be transferable only
by way of gifts.

(f) Cumulative facility available. ` 1,000 becomes ` 1,377 after five years.
(g) Non-cumulative facility is also available. This means 6.5% interest p.a. (payable

half yearly). This 6.50% tax free interest is equal to 9.28 p.a. taxable (for 30.0%
tax payer).

(h) Redemption (premature encashment) is allowed after 3 years only.
(i) Nomination facility is available.

It may be noted that 6.50% savings bonds offers more benefits/concessions as compared to 8%
savings (taxable) bonds. Both the bonds are popular and used extensively as a safe and secured
investment avenue by large number of rich investors. Both the avenues are not available to NRIs.
The new Savings Bonds of GOI are similar to Relief Bonds which RBI was issuing previously, on
behalf of the Government of India. RBI Relief Bonds are discontinued till further notice. The
application for both categories of bonds may be submitted to SBI or HDFC Bank. They issue bond
certificates of GOI.

Distinction between Shares and Debentures
The difference between shares and debentures is given below:

Shares Debentures

1. Shareholders are the owners of the company. Debenture holders are the creditors of the
company.

2. Shareholders have voting rights, and
consequently control the affairs of the
company.

Debenture holders have no voting rights and
consequently do not pose any threat to the
existing control of the company.

3. Shareholders get dividend from the company
which depends upon the profits.

Debenture holders get fixed rate of interest
irrespective of the profits of the company.

4. Equity shareholders cannot get back their
money before liquidation of the company.
However, they can sell their shares in the
stock market.

Debenture holders get back their money at
maturity. They can also sell their debentures in
the stock market, if these debentures are listed.

5. Shares cannot be converted into debentures. Debentures can be converted into equity shares.

6. At the time of liquidation, shareholders are
paid at last.

Debenture holders are paid as per preferential
order at the time of liquidation.

1.7 CORPORATE VALUATION
The term ‘Business’ is more comprehensive than the assets employed by it. The valuation of

business is to reckon all types of assets as well as liabilities. In recent years, a number of new
approaches to measure the value of corporates have been developed and practised. The following table
can give the idea of corporate value:



Table 1.1: World Billionaires (2011)
Sr.
No. Name Country Business

Value
($ Billion)

1 Carlos Slim Helu Mexico Telecom 74
2 Bill Gates U.S. Microsoft 56
3 Warren Buffet U.S. Investment 50
4 Bernard Arnault France LVMH 41
5 Larry Ellison U.S. Oracle 39.5
6 Lakshmi Mittal India Steel 31.1
7 Amancio Ortega Spain Zara 31
8 Eike Batista Brazil Mining 30
9 Mukesh Ambani India Oil Petrochem 27
10 Christy Walton U.S. Wal-Mart 26.5

Source: Forbes Asia, March 2011.
The above table indicates the top 10 billionaires in the world. The study was conducted by

Forbes Asia Magazine, and it was published in the magazine in the month of March 2011. The data
relates to the year 2010. The data relates to the corporations with their valuation. The valuation is of
the companies and not the individuals. It shows the value created by the companies. It is also the
market value of the shares of the companies. The individuals are the leaders or heads of the companies.
The value is expressed in U.S. Dollar Billions. The highest valuation is of Carlos Slim Helu of Mexico.
There are four Billionaires from U.S. and two from India in the list of top 10. There is a large gap in
the value of first and second as compared to others. The highest value creator is involved in telecom
business and the 10th one is Wal-Mart involved in, i.e., retail business. The Indian companies have
also started figuring in the Billionaires due to globalisation. Thus, Indian companies have also started
becoming global companies.

1.8 EXERCISES
1. What is Business Valuation? What is its need?
2. Explain the following concepts with the help of examples:

(a) Book Value (b) Intrinsic Value
(c) Market Value (d) Economic Value
(e) Fair Value

3. Why is business valuation exercise undertaken by corporate managers?
4. Explain the purpose of valuation of business.
5. What are equity shares? Why are equity shares issued by the corporates?
6. Explain the difference between shares and debentures.
7. Write short notes:

(a) Corporate Valuation (b) Shareholder Value Creation
(c) Market Value of Shares (d) A Public Limited Company






