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ANALYSIS OF BUSINESS ENVIRONMENT

L An Organization’s strategy gives an idea about what the organization wants to achieve and the
process how they want to achieve it.

O It basically includes the purpose of the entire organization, its goals, and objectives as well as the
plans and methods that they are considering so that they can achieve this.

L A business strategy is a report that shows the plans of the entire business.

O Itis a plan that is often used so that they can attract financing from big investors as well as
creditors.

O This is a plan designed to give information regarding a new venture so that they can convince
financial backers to invest in the said business




TYPES OF STRATEGY

O Strategy in general. This refers to how a specific objective will be achieved. The strategy in general

mainly concerns the relationship between the results we want to have and the resources that are
currently at our disposal.

O Corporate strategy. This defines the market and the business segment wherein a certain company
will operate. Corporate strategy is usually decided through the context of being able to define the

company’s mission and vision. This is the same as being able to recognize what the company does,
why it exists in the first place and what it intends to become in the future.

O Competitive strategy. This describes competitive ability of a given business and a strategy around it.
This type of strategy is centred on the company’s capabilities, its strengths, and weaknesses. This is

used in relation to the market characteristics as well as the corresponding abilities, strong points, and
weaknesses of the competitors.



CREATING A STRATEGY




VISION STATEMENT




FIVE FORCES ANALYSIS




SWOT ANALYSIS




PEST ANALYSIS




GE / MCKINSEY MATRIX

GE-MCKINSEY MATRIX

e

>
STRENGTH OF A BUSINESS UNIT OR A PRODUCT

INDUSTRY ATTRACTIVENESS
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ADL MATRIX




CORE COMPETENCIES

Description

Firstly, the competence must give your customer something that strongly influences him or her to
choose your product or service. If it does not, then it has no effect on your competitive position and is

not a core competence.

Secondly, the core competence should be difficult to imitate. This allows you to provide products that
are better than those of your competition. And because you are continually working to improve these
skills, means that you can sustain its competitive position.

Thirdly, it should be something that opens up a good number of potential markets. If it only opens up a
few small, niche markets, then success in these markets will not be enough to sustain significant

growth.
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SETTING GOALS / OBJECTIVES




SETTING KEY PERFORMANCE INDICATORS




COPORATE RESTRUCTURING
ON EQUITY / BUSINESS VALUATION
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COPORATE RESTRUCTURING
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COPORATE RESTRUCTURING

Forces that drive Corporate Restructuring

U Rapid pace of technological change.
O Low costs of communication and transportation.
O Globalization and global markets.

0 Emergence of new types of industries.

0 Regulation in some industries and sectors.

O Liberalization in some industries and sectors.
U Growing inequalities in incomes and wealth.

U Nature of competition in terms of forms, sources, and intensity.
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COPORATE RESTRUCTURING

Forms of Corporate Restructuring

Expansion




COPORATE RESTRUCTURING

Forms of Corporate Restructuring

Contraction




COPORATE RESTRUCTURING

Forms of Corporate Restructuring

Corporate control




COPORATE RESTRUCTURING

Important Legislations related to Corporate Restructuring
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COPORATE RESTRUCTURING
Companles Act 2013

Provisions under Description

Companies
Act, 2013

Provides for power to Tribunal to make order on the application of the company or any creditor or member or in the case of
company being wound up, of liquidator for the proposed compromise or make arrangements with creditors and members.

Provides for power of NCLT to supervise the implementation of the compromise or arrangement and enforce the same. The
section also provides that if the Tribunal is satisfied that such compromise or arrangement cannot be implemented
satisfactorily with or without modifications, and the company is unable to pay its debts as per the scheme, it may make an
order for winding up of the company

Provide powers to NCLT to order for holding meeting of the creditors or the members and to make orders on the proposed
reconstruction, merger, or amalgamation of companies.

Seeks to provide for merger or amalgamation between two small companies or between a holding company and its wholly
owned subsidiary company by giving notice of the proposed scheme inviting objections or suggestions by both the transferor
and the transferee company from Registrar, Official liquidator or persons affected by the scheme. The scheme is to be
approved by the respective members at a general meeting holding ninety per cent of total number of shares and also by nine
tenth in value of creditors of respective companies. Both the transferor and transferee company has to file declaration of
solvency. Transferee company shall file a copy of the approved scheme with the Central Government. On registration of the
scheme, the transferor company shall be deemed to be dissolved. The Central Government may make rules for merger and
amalgamation of companies.
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COPORATE RESTRUCTURING
Companles Act 2013

Provisions under Description

Companies
Act, 2013

Provides for Merger & Amalgamation of companies registered under the Act of 2013 with foreign
company. The Central Government may in consultation with Reserve Bank of India make rules for the
purpose of merger or amalgamation provided under this section.

Provides the manner in which the transferee company shall acquire shares of the shareholders
dissenting from the scheme or contract as approved by the majority shareholders holding not less
than nine-tenths in value of the shares whose transfer is involved.

Provides for the procedure and manner in which the registered holder of at least 90 percent shares
of a company shall notify the company of their intention to purchase remaining equity share of
minority shareholders by virtue of an amalgamation, share exchange, conversion of securities etc,
provision for valuation of shares having been provided by a registered valuer. This section provides
for the procedure to be followed for acquisition of shares held by minority shareholders.
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COPORATE RESTRUCTURING
Companles Act 2013

Provisions under Description

Companies
Act, 2013

Provides for power of Central Government to provide for amalgamation of Companies in public
interest by passing an order to be notified in the Official Gazette.

-This section seeks to provide for registration of offer of schemes or contract involving transfer of
shares.

Specifies provisions related to preservation of books and papers of amalgamated companies

This section seeks to provide for liability of officers in respect of offences committed prior to merger,
amalgamation etc.
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COPORATE RESTRUCTURING

Income Tax Act 1961
Merger

Merger has been defined as amalgamation under Sec 2(1B) and it means that the merger of one or more companies with
another company or the merger of two or more companies to form one company (the company or companies which so
merge being referred to as the amalgamating company or companies and the company with which they merge or which
Is formed as a result of the merger, as the amalgamated company) in such a manner that:
(i) all the property of the amalgamating company or companies immediately before the amalgamation becomes the
property of the amalgamated company by virtue of the amalgamation.

(i) all the liabilities of the amalgamating company or companies immediately before the amalgamation become the
liabilities of the amalgamated company by virtue of the amalgamation.

(ii)shareholders holding not less than three-fourths in value of the shares in the amalgamating company or companies
(other than shares already held therein immediately before the amalgamation by, or by a nominee for, the
amalgamated company or its subsidiary) become shareholders of the amalgamated company by virtue of the
amalgamation, otherwise than as a result of the acquisition of the property of one company by another company
pursuant to the purchase of such property by the other company or as a result of the distribution of such property
to the other company after the winding up of the first-mentioned company.

It may be noted that while evaluating the tax implications of restructuring, it is imperative to know the definition of the
term ‘Amalgamation’ as per Income Tax.
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COPORATE RESTRUCTURING

Income Tax Act 1961
Demerger

In accordance with section 2(19AA) of the Income Tax Act, 1961, unless the term “demerger”, in relation to companies,
means the transfer, pursuant to a scheme of arrangement the Companies Act, 2013, by a demerged company of its one or
more undertakings to any resulting company in such a manner that-
(i) all the property of the undertaking, being transferred by the demerged company, immediately before the demerger,
becomes the property of the resulting company by virtue of the demerger;
(i)all the liabilities relatable to the undertaking, being transferred by the demerged company, immediately before the
demerger, become the liabilities of the resulting company by virtue of the demerger.
(ii)the property and the liabilities of the undertaking or undertakings being transferred by the demerged company are
transferred at values appearing in its books of account immediately before the demerger.
However according to proviso inserted vide Finance Act 2019, applicable effective 1 April 2020, the provisions of
this sub-clause shall not apply where the resulting company records the value of the property and the liabilities of
the undertaking or undertakings at a value different from the value appearing in the books of account of the
demerged company, immediately before the demerger, in compliance to the Indian Accounting Standards specified
in Annexure to the Companies (Indian Accounting Standards) Rules, 2015.
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COPORATE RESTRUCTURING

Income Tax Act 1961
Demerger

(iv)the resulting company issues, in consideration of the demerger, its shares to the shareholders of the demerged
company on a proportionate basis except where the resulting company itself is a shareholder of the demerged
company.

(v) the shareholders holding not less than three-fourths in value of the shares in the demerged company (other than
shares already held therein immediately before the demerger, or by a nominee for, the resulting company or, its
subsidiary) become shareholders of the resulting company or companies by virtue of the demerger, otherwise than
as a result of the acquisition of the property or assets of the demerged company or any undertaking thereof by the
resulting company;

(vi)the transfer of the undertaking is on a going concern basis.

(vii)the demerger is in accordance with the conditions, if any, notified under sub-section (5) of section 72A by the

Central Government in this behalf.

Resulting company, according to section 2(41A) of Income Tax Act,1961 means one or more company, (including a

wholly owned subsidiary thereof) to which the undertaking of the demerged company is transferred in a demerger,

and the resulting company in consideration of such transfer of undertaking issues shares to the shareholders of the
demerged company and include any authority or body or local authority or public sector company or a company
established, constituted or formed as a result of demerger.
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COPORATE RESTRUCTURING

Accounting Standards - A comparative analysis

S/L No Ind AS 103 AS 14
Business Combinations Accounting for Amalgamations (as amended)

Prescribes only the acquisition method for each business Prescribes two methods:
combination. - Pooling of interest method
- Purchases method

Purchase method - values on acquisition

Assets, liabilities, and contingent liabilities of acquired entity For an entity acquired and held as a subsidiary, the assets acquired,
are fair valued. and liabilities assumed are incorporated in their existing carrying

If control is obtained in a partial acquisition of a subsidiary amounts for consolidation purposes.

the full value of the assets, liabilities and contingent liabilities On amalgamation they may be incorporated at their existing carrying
including portion attributable to the minority (non-controlling) amounts or alternatively the consideration is allocated to individual
interest is recorded in consolidated business. identifiable assets and liabilities at their fair values.

Goodwill is recognised as the residual between the On business acquisition they may be incorporated at their fair values
consideration paid and the percentage of the business or values of surrendered assets.

acquired. No separate restructuring provision is recognised on acquisition.
Liabilities for restructuring activities are recognised only when

acquiree has an existing liability at acquisition date.

Liabilities for future losses or other costs expected to be

incurred as a result of the business combination cannot be

recognised.
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COPORATE RESTRUCTURING

Accounting Standards - A comparative analysis

S/LNo Ind AS 103 AS 14
Business Combinations Accounting for Amalgamations (as amended)

Non-controlling interest Stated at minority’s share of pre-acquisition carrying value of net assets

Stated at minority’s share of the fair value of acquired identified
assets liabilities and contingent liabilities
Purchase method - goodwill and intangible assets with Goodwill on consolidation and business acquisitions; no specific
indefinite useful lives guidance - practice varies, between no amortization versus
Capitalized but not amortized. amortization over a period not exceeding 10 years.
Goodwill and indefinite intangible assets are reviewed for Goodwill on amalgamation is amortized over a period not exceeding 5
impairment at least annually at either the Cash Generating Unit years unless a longer period is justified.
(CGU) levels or groups of CGUs as applicable. Goodwill is reviewed for impairment whenever an indication of
impairment exists at CGU level.
Intangible assets are not classified into indefinite useful lives category.
All intangible assets are amortized over a period not exceeding 10

years.
Purchase method - capital reserve Negative goodwill is recorded in equity as capital reserve, which is not
The identification and measurement of acquiree’s identifiable amortized to income.
assets, liabilities and contingent liabilities are reassessed. However, in case of amalgamation, the fair value of intangible assets

Any excess remaining after reassessment is recognised in capital With no active market is reduced to the extent of capital reserve, if any,
reserve in the form of Bargain Purchase. arising on the amalgamation.
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COPORATE RESTRUCTURING

Accounting Standards - A comparative analysis

S/LNo Ind AS 103 AS 14
Business Combinations Accounting for Amalgamations (as amended)

Pooling of interest method Prohibited. Pooling of interest method
However, as per Appendix C of Ind AS 103, Business Required for certain types of amalgamation when all the conditions are
combinations involving entities or businesses under common met.
control shall be accounted for using the pooling of interests
method. According to this Appendix, pooling of interest method
would involve:
(iy The assets and liabilities of the combining entities are
reflected at their carrying amounts.
(ii) No adjustments are made to reflect fair values, or recognise
any new assets or liabilities. The only adjustments that are
made are to harmonize accounting policies.
(iii)  The financial information in the financial statements in
respect of prior periods should be restated as if the business
combination had occurred from the beginning of the
preceding period in the financial statements, irrespective of
the actual date of the combination. However, if business
combination had occurred after that date, the prior period
information shall be restated only from that date.
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COPORATE RESTRUCTURING

Computation of valuation of Goodwill

(a) Aggregate of

(i) the consideration transferred measured in accordance with this Ind AS, which
generally requires acquisition date fair value

(ii) the amount of non-controlling interest in the acquiree measured in accordance
with this Ind AS and

(iii) in case of business combination achieved in stages (Ind AS103, para 41 and
42), the acquisition date fair value of the acquirer’s previously held equity interest
in the acquiree

TOTAL (A)

(b) The net of acquisition date amounts of the identifiable assets acquired, and the
liabilities assumed measured in terms of this Ind AS

TOTAL (B)
Goodwill (A- B)
Bargain purchase (B - A)

* Bargain purchase will be recognized as capital reserve under Ind AS

X

X *
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COPORATE RESTRUCTURING - COMPARATIVE SUMMARY

Business combinations All business combinations are Same as IFRS All business combinations are combinations
No particular standard has been issued by combinations as per IFRS 3 Business as per Ind AS 103 Business combinations
ICAI till date. combinations

However all business acquisitions are
business combinations except pooling of
interest method for certain amalgamations

Purchase method - values on acquisition  Assets, liabilities and contingent Similar to IFRS except that minority Assets, liabilities and contingent liabilities of

For an entity acquired and held as a liabilities of acquired entity are fair interest is stated at pre-acquisition acquired entity are fair valued.

subsidiary, the assets acquired and valued. carrying value of net assets and If control is obtained in a partial acquisition of

liabilities assumed are incorporated in their If control is obtained in a partial contingent liabilities of the acquiree are g subsidiary the full value of the assets,

existing carrying amounts for consolidation acquisition of a subsidiary the full not recognised at the date of acquisition. |iabilities and contingent liabilities including

purposes. value of the assets, liabilities and Specific rules exist for acquired in portion attributable to the minority (non-

On amalgamation they may be incorporated contingent liabilities including portion process research and development controlling) interest is recorded in

at their existing carrying amounts or attributable to the minority (non- (generally expensed) and contingent consolidated business.

alternatively the consideration is allocated controlling) interest is recorded in liabilities. Goodwill is recognised as the residual

to individual identifiable assets and consolidated business. Some restructuring liabilities relating between the consideration paid and the

liabilities at their fair values. Goodwill is recognised as the residual solely to the acquired entity may be percentage of the business acquired.

On business acquisition they may be between the consideration paid and recognised if specific criteria about Liabilities for restructuring activities are

incorporated at their fair values or values of the percentage of the business restructuring plans are met. recognised only when acquiree has an

surrendered assets. acquired. existing liability at acquisition date.

No separate restructuring provision is Liabilities for restructuring activities Liabilities for future losses or other costs

recognised on acquisition. are recognised only when acquiree expected to be incurred as a result of the
has an existing liability at acquisition business combination cannot be recognised.
date.

Liabilities for future losses or other
costs expected to be incurred as a
result of the business combination
cannot be recognised.
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COPORATE RESTRUCTURING - COMPARATIVE SUMMARY

Non-controlling (minority)interest Stated at minority’s share of the Similar to Indian Accounting Stated at minority’s share of the fair

Stated at minority’s share of pre- fair value of acquired identified Standards value of acquired identified assets

acquisition carrying value of net assets assets liabilities and contingent liabilities and contingent liabilities
liabilities

Purchase method - goodwill and
intangible assets with indefinite useful

lives

Goodwill on consolidation and Capitalised but not amortised.  Similar to IFRS although the level of Capitalised but not amortised.

business acquisitions; no specific Goodwill and indefinite intangible impairment testing and the Goodwill and indefinite intangible assets
guidance - practice varies, between  joqetq are reviewed for impairment test itself are different  are reviewed for impairment at least

no amortisation versus amortisation ., yairment at least annually at annually at either the Cash Generating
over a period not exceeding 10 years. either the Cash Generating Unit Unit (CGU) levels or groups of CGUs as
Goodwill on amalgamation is (CGU) levels or groups of CGUs as applicable.

amortised over a period not exceeding gpplicable.
5 years unless a longer period is

justified.

Goodwill is reviewed for impairment

whenever an indication of impairment

exists at CGU level.

Intangible assets are not classified

into indefinite useful lives category. All

intangible assets are amortised over a

period not exceeding 10 years.
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COPORATE RESTRUCTURING - COMPARATIVE SUMMARY

Purchase method - capital reserve
Negative goodwill is recorded in
equity as capital reserve, which is
not amortised to income.

However, in case of amalgamation,
the fair value of intangible assets
with no active market is reduced to
the extent of capital reserve, if any,
arising on the amalgamation.

Pooling of interest method
Required for certain types of
amalgamation when all the
conditions are met.

The identification and Any remaining excess after
measurement of acquiree’s reassessment is used to reduce
identifiable assets, liabilities  proportionately the fair values
and contingent liabilities are  assigned to non-current assets
reassessed. (with certain exceptions)

Any excess remaining after Any excess is recognised in the
reassessment is recognised in income statement immediately
income statement immediately as an extraordinary gain.

in the form of Bargain

Purchase

Prohibited Prohibited

The identification and measurement
of acquiree’s identifiable assets,
liabilities and contingent liabilities
are reassessed.

Any excess remaining after
reassessment is recognised in
capital reserve in the form of Bargain
Purchase.
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DUE DILIGENCE - ITS IMPACT ON
EQUITY AND BUSINESS VALUATION



WHAT IS DUE DILIGENCE

1 Due Diligence is the art and science of comprehensive evaluation of the financial
health and hygiene of an organization and it is normally performed when a buyer
wants to acquire an organization.

O It includes a complete investigation of the following related to the target entity:

« financial management system including the process of maintaining accounting
records, compilation and reporting of financial numbers related to the capital
structure, investments, assets and liabilities, revenue, and expense reporting of the
organization,

 the pillars of the control environment and internal control process on which the
edifice of financial management system rests,

* Risk management arising out of the business drivers which drive the historic and
projected order book, sales revenue, cost structure, profitability, and projected cash
flow analysis.



OBJECTIVES OF DUE DILIGENCE

« Develop an in-depth understanding of the financial statements of the target entity,

« Unearth, the hidden liabilities that may be lurking behind the audited financial statements,

* ldentify potential impairment losses that may arise in the tangible, intangible and financial assets
of the target entity owing to the impact of the business environment, in which the target entity
operates,

« External factors like the onset of COVID-19 pandemic on the future business of the target entity
and its impact on the financial health including future cash flows of the target entity,

« Evaluate and identify possible weaknesses in the control environment of the organization which
may trigger significant risks to the prospective financial situation of the target company,

« Come up with a credible valuation of the target entity based on the quality of the financial
statements including future cash flows of the organization.

« ldentify potential deal breakers related to the target entity which need to be flagged early enough
for negotiation by both entities.



FUNDAMENTAL PRINCIPLES OF DUE DILIGENCE




METHODS OF DUE DILIGENCE

The conventional methods of performing Financial Due Diligence would be:
e Analysis of the Financial Statements of the target organization,

e Analysis of the control environment and risk mitigation process within the
organization,
e Interview of the stake holders including key employees of the organization,

e Analysis of the external business environment under which the target entity
operates,

e Study of the business model of the target organization, the market within which it
operates, the competition, and potential roadblocks that may arise in the future,
that may adversely impact the future cash flows of the organization.



KEY AREAS COVERED IN DUE DILIGENCE

Due

Diligence




TWO SIDES OF DUE DILIGENCE




ENTERPRISE RISK MANAGEMENT AND
EQUITY AND BUSINESS VALUATION



ENTERPRISE RISK MANAGEMENT - AN OVERVIEW

ERM is a process-based approach where the various components interact as part
of an on-going, iterative process. COSO represents these relationships in a three-
dimensional cube as shown below:
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CONTROL ENVIRONMENT

It creates a set of standards, processes, and structures that provide the basis for
carrying out internal control.

The Control Environment should ensure controls are in place, covering areas
such as:

e Clear lines of responsibility and authority

e Procurement policy

e Three-way match in vendor payments

e Code of Ethics

e Whistle-blower policies

e Hiring practices

e Training programs



RISK ASSESSMENT
1. Materiality of the e Large value/transaction
amounts e High volume of transactions
e Significant Impact on key ratios or
disclosures
2. Complexity of the e Limited internal skills
pProcess e Multiple data handoffs
e Highly technical in nature
3. History of accounting e Accounting errors
adjustments e \/aluation adjustments, etc.
4. Propensity for change in e Business processes or controls

e Related accounting



C
ONTROL ACTIVITIES
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INFORMATION AND COMMUNICATION

 Accurate, timely information Is necessary to properly carry out
Internal control responsibilities in support of the achievement of
an organization’s objectives.

« Communication is the continual, iterative process of providing,
sharing, and obtaining that necessary information.



MONITORING ACTIVITIES

Monitoring activities are evaluations used to ascertain whether components of internal
control are present and functioning. These evaluations can be split into two categories:

« Ongoing evaluations are built into business processes and provide timely information
on the underlying controls.

« Separate evaluations are conducted periodically and vary in scope and frequency
based on prior assessments of risk, the effectiveness of ongoing evaluations, and other
management considerations such as resource prioritization. Separate evaluations
iInclude Internal Audit activities.



THANK YOU!
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