












      

1 

 

 

 

AFM T380+ 
(Theory Compiler) 

 

 

 

 

 

 

 

 

 

 

 

 

 

V 6.0 

 



      

2 

 

 

Disclaimer 

This book is designed for students pursuing CA Final course, who are appearing for the Advanced 

Financial Management (New Syllabus) exam in Nov’26 or afterwards. Questions and data have 

been updated will Jan’26 Exams.  

Every effort has been made to avoid errors and omissions. Despite this, errors may still occur. Any 

mistake, error, or discrepancy may be brought to our attention by reaching out to us at 

1fin.in/support and we shall fix the same in the next edition of the book. 

It is notified that neither the publisher nor the author or seller will be responsible for any damage 

or loss of action to anyone, of any kind, in any manner, therefrom. 

No portion of this book may be duplicated or copied in any form or by any means. A violation of this 

clause provides grounds for legal action.  

All disputes are subject to Hyderabad jurisdiction only. 

 

© All Rights Reserved 

1st Edition – October 2022 

2nd Edition – November 2023 

3rd Edition – May 2024 

4th Edition – Jan 2025 

5th Edition – Nov 2025 

6th Edition – April 2026 

  







      

3 

 

Preface 

Finance is as much a science as it is an art. The Key to mastering this subject lies in not just in 

remembering a few formulae, but the ability to understand the conceptual ‘rationale’ and the human 

psyche that drives such ‘behaviour’. 

In this book, we have attempted to simplify the concepts of Finance to not only prepare students 

for their exams but also imbibe in them knowledge that they will require as they start building 

their careers. The Book contains 380+ theory questions & along with answers in a simple and lucid 

manner. 

We wish the students the very best and all the success in whatever they do. 

 

Team 1FIN 
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The value rests entirely on its future growth potential, which, in many cases, is based on 

an untested idea and may not have been based on an adequate sampling of consumer 

behaviour or anticipated consumer behaviour. The estimates of future growth are also 

often based upon assessments of the competence, drive, and self-belief of, at times, very 

highly qualified and intelligent managers and their capacity to convert a promising idea into 

commercial success. 

The major roadblock with startup valuation is the absence of past performance indicators. 

There is no ‘past’ track record, only a future whose narrative is controlled based on the 

founders’ skill. It can be equated as founders walking in the dark and making the investors 

believe that they are wearing night vision goggles. While this is exciting and fun for the 

founders, this is risky for the investors. 

This is why valuation of startups becomes critical and the role of a professional comes in – 

it is a way of definitively helping investors navigate the dark using facts, rather than fairy 

tales. 

Q 23. Why traditional methods cannot be applied in valuing Startups ? 

Each of the commonly used methods discussed above pre-suppose an established business 

– which is profitable, has established competitors and generates cash using its assets. 

However, this is missing in new age startups whose value can lie majorly in the concept and 

potential rather than numbers with a track record. 

The failure of each of the traditional methods in case of new age startups is given below: 

Income approach: A vast majority of startups operate under the assumption of not 

generating positive cash flows in the foreseeable future. Off late, this business model has 

been accepted and normalised by the investor community as well. Since there are no or 

minimal positive cash flows, it isn’t easy to value the business correctly. 

Asset approach: There are two reasons why this approach does not work for new age 

startups: 

(i) Startups have negligible assets because a large chunk of their assets are in the 

form of intellectual property and other intangible assets. Valuing them correctly is 

a challenge and arriving at a consensus with investors is even more difficult. 

(ii) Start ups are new, but usually operate under the going concern assumption; hence 

their value should not be limited to the realisable value of assets today. 

Market approach: New-age startups are disruptors. They generally function in a market 

without established competitors. Their competition is from other startups working in the 

same genre. The lack of established competitors indicates that their numbers may be 

skewed and not be comparable enough to form a base. However, out of the three 

traditional approaches, we have seen a few elements of the market approach being used 

for valuing new-age startups, especially during advanced funding rounds. 

Q24. What are Value Drivers for startups? 

While every startup can be vastly different, a few key value drivers and their impact on 

the valuation of a startup are given below: 
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Drivers Impact on valuation 

Product The uniqueness and readiness of the product or service offered by 

significantly impact the company's valuation. A company that is ready with 

a fully functional product (or prototype) or service offering will attract 

higher value than one whose offering is still an ‘idea’. Further, market 

testing and customer responses are key sub-drivers to gauge how good the 

product is. 

Management More than half of Indian unicorn startups have founders from IIT or 

IIM. While it may seem unfair prima facie, it is a fact that if the 

founders are educated from elite schools and colleges, the startup is 

looked upon more favourably by the investors and stakeholders alike. 

Accordingly, it is imperative to consider the credentials and balance of 

the management. For instance, a team with engineers is not as well 

balanced as a team comprising engineers, finance professionals and MBA 

graduates. Keeping aside the apparent subjectivity in evaluating the 

management, the profile of the owners plays a crucial role in valuing the 

startup. 

Traction Traction is quantifiable evidence that the product or service works and 

there is a demand for it. The better the traction, the more valuable the 

startup will be. 

Revenue The more revenue streams, the more valuable the company. While 

revenues are not mandatory, their existence is a better indicator than 

merely demonstrating traction and makes the startup more valuable. 

Industry 

attractiveness 

The industry’s attractiveness plays a vital role in the value of a company. 

As good as the idea may be, to sustainably scale, various factors like 

logistics, distribution channels and customer base significantly impacts 

the startup value. For example, a new-age startup in the tourism industry 

will be less valuable, as innovative or unique as their offering is if 

significant lockdowns are expected in the future. 

Demand - supply If the industry is attractive, there will be more demand from investors, 

making the industry’s individual company more valuable. 

Competitiveness The lesser the competitors, the more valuable the startup will be. There 

is no escaping the first-mover advantage in any industry. While it is easier 

to convince investors about a business that already exists (for example, it 

must have been easier for Ola to convince investors when Uber was 

already running successfully), it also casts an additional burden on the 

startup to differentiate itself from the competition. 
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Q25. What are Various methods for valuing startups? 

There are many innovative methods for valuing startups that try to reduce the 

subjectivity in the valuation of startups that have come in recent times as detailed below: 

A. Berkus Approach 

The Berkus Approach, created by American venture capitalist and angel investor Dave 

Berkus, looks at valuing a startup enterprise based on a detailed assessment of five key 

success factors: 

(1) Basic value, 

(2) Technology, 

(3) Execution, 

(4) Strategic relationships in its core market, and 

(5) Production and consequent sales. 

A detailed assessment is carried out evaluating how much value the five critical success 

factors in quantitative measure add up to the total value of the enterprise. Based on these 

numbers, the startup is valued. 

This method caps pre-revenue valuations at $2 million and post-revenue valuations at $2.5 

million. Although it doesn’t consider other market factor, the limited scope is useful for 

businesses looking for an uncomplicated tool. 

B. Cost-to-Duplicate Approach 

The Cost-to-Duplicate Approach involves taking into account all costs and expenses 

associated with the startup and its product development, including the purchase of its 

physical assets. All such expenses are considered determine the startup’s fair market 

value based on all the expenses. This approach is often criticized for not focusing on the 

future revenue projections or the assets of the startup. 

(C ) Comparable Transactions Method 

With the traditional market approach, this approach is lucrative for investors because it is 

built on precedent. The question being answered is, “How much were similar startups 

valued at?” 

For instance, imagine XYZ Ltd., a logistics startup, was acquired for Rs 560 crores. It had 

24 crore, active users. That’s roughly Rs 23 per user. 

Suppose you are valuing ABC Ltd, another logistics startup with 1.75 crore users. ABC Ltd. 

has a valuation of about Rs 40 crores under this method. 

With any comparison model, one needs to factor in ratios or multipliers for anything that 

is a differentiating factor. Examples would be proprietary technologies, intangibles, 

industry penetration, locational advantages, etc. Depending on the same, the multiplier may 

be adjusted. 
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(D ) Scorecard Valuation Method 

The Scorecard Method is another option for pre-revenue businesses. It also works by 

comparing the startup to others already funded but with added criteria. 

First, we find the average pre-money valuation of comparable companies. Then, we 

consider how the business stacks up according to the following qualities. 

• Strength of the team: 0-30% 

• Size of the opportunity: 0-25% 

• Product or service: 0-15% 

• Competitive environment: 0-10% 

• Marketing, sales channels, and partnerships: 0-10% 

• Need for additional investment: 0-5% 

• Others: 0-5% 

Then we assign each quality a comparison percentage. Essentially, it can be on par (100%), 

below average (<100%), or above average (>100%) for each quality compared to 

competitors/ industry. 

For example, the marketing team has a 150% score because it is thoroughly trained and 

has tested a customer base that has positively responded. You’d multiply 10% by 150% to 

get a factor of .15. 

This exercise is undertaken for each startup quality and the sum of all factors is 

computed. Finally, that sum is multiplied by the average valuation in the business sector to 

get a pre-revenue valuation. 

(E ) First Chicago Method 

This method combines a Discounted Cash Flow approach and a market approach to give a 

fair estimate of startup value. It works out: 

• Worst-case scenario 

• Normal case scenario 

• Best-case scenario 

Valuation is done for each of these situations and multiplied with a probability factor to 

arrive at a weighted average value. 

(F) Venture Capital Method 

Venture capital firms seek a return equal to some multiple of their initial investment or 

will strive to achieve a specific internal rate of return based on the level of risk they 

perceive in the venture. 

The method incorporates this understanding and uses the relevant time frame in 

discounting a future value attributable to the firm. 
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The post-money value is calculated by discounting the rate representing an investor’s 

expected or required rate of return. 

The investor seeks a return based on some multiple of their initial investment. For 

example, the investor may seek a return of 10x, 20x, 30x, etc., their original investment at 

the time of exit. 

New-age startups are disruptors and a necessary tool for global innovation and progress which 

disrupt set processes and industries to add value. They transcend traditional indicators of 

success like revenues, profitability, asset size, etc. Accordingly, it is no mean feat to uncover the 

actual value of a startup. There is no shortage of new innovative methods used to value startups 

based on their value drivers. However, the valuation of a startup is much more than the 

application of ways – it is about understanding the story of the future trajectory and 

communicating that narrative using substantial numbers. 

Q 26. What are Digital Platforms & What are various types of Digital Platforms? 

A. A digital platform is a software based online infrastructure that facilitates interactions 

and transactions between users. Principally platforms are built to facilitate many to many 

interactions. A few illustrations based on the kind of services provided are as under: 

 

  
Category Descriptions 

Marketplace Multiple buyers are matched to multiple suppliers. 

For example: Booking.com connects guests to hotels, while Uber 
links travelers to drivers, Amazon connects sellers and buyers 
through its platform. 

Search engine Multiple people looking for information are matched to multiple 

sources of information. As a search request triggers the system to 

actively seek out the desired information, it is also called a search 

engine. 

For example: Google, Bing, and Baidu 

Repository Multiple suppliers ‘deposit’ their materials into a type of 

library, to be retrieved by users at a later moment. 

For example: Spotify, YouTube, GitHub 

Digital communication Multiple users to send messages and/or documents to a variety of 

other people, or interact in real time via voice as well as video. 

For example: Whatsapp, Microsoft Teams, Telegram, Slack 

etc are internet-based communication platforms. 

Digital community On a digital community platform, people who want to remain 

virtually connected for a longer period of time can find each other 

and interact. 

For example: Facebook lets one build one’s own network of 

friends, LinkedIn plays a similar role in the business context. 

Payments Platform On a digital payment platform, matching takes place between those 

owing money and those wanting to be paid. 

For example: Paytm, GPay, are directed at online consumers and 

facilities payments across vendors. 
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Q27. How are Digital Platforms Valued? 

A. Income Approach 

Valuation methods under the Income Approach lay emphasis on projected financial 

performance which takes into consideration future revenues and costs using company specific 

revenue and cost drivers and applicable capital expenditure and working capital cycles. 

Steps in Backward working required under the Top-Down Approach 

Step 1: Analysis of the total potential market for the Platform on a global or domestic level - 

referred to as Total Addressable Market (‘TAM’).  

Step 2: Estimate the share in this target market, the company estimates to gain in the 

future, and the time to reach such share - referred to as Serviceable Addressable Market 

(‘SAM’) and Serviceable Obtainable Market (‘SOM’).  

Step 3: Estimate its business plan to accomplish its objectives and the strategy for 

estimating the way the company will gain market share and increase its revenues while 

optimizing cash or utilizing cash. The financial forecast should take into consideration the 

types and features of the business model of the platform.  

A digital repository which allows streaming of content may earn revenue based on its 

subscribers while a payments solution platform may earn revenues based on the number of 

transactions done using the same. The direct operating costs for these types of platforms 

shall also be unique to each type of platform or platform business. 

In the digital platform’s businesses, in order to attain greater market share and popularize 

the platform among end users, companies have to resort to penetrative strategies by burning 

cash on books at lower margins. The cash requirement is expected to reduce with time as 

profit margins become stable and the rate of reinvestment reduces. 

The Top-Down Approach can be ambitious for a company at a nascent stage as estimating 

market size and market share poses its practical challenges.  

Bottom-Up Approach: In this the Platform can estimate its earnings based on the limited 

resources it has. A young Platform can estimate its revenue and costs given its financial 

constraints. The promoters of such platform can deploy appropriate strategies to target high 

margin sales and cost cutting methodologies to generate more cash for the Platform. This is 

more in line to making efficient capital budgeting decision, which will ultimately help to 

forecast earnings and cash flows. 

Under both the scenarios i.e Top-Down or Bottom-up, the value of a digital platform will 

depend on the quality of the financial forecasts. In the digital platform the growth and 

survival of an entity is highly dependent on its promoters, investors and stakeholders creating 

products or services that fill or meet a need in the market, and their capability to execute 

their products and services efficiently by adapting to unexpected circumstances. 

Discounting Rate: The discounting rate used should be based upon the type of cash flows 

being discounted. The free cash flow to the Firm ('FCFF’) should be discounted using the 

Weighted Average Cost of Capital ('WACC’) and the free cash flow to Equity should be 

discounted at the Cost of Equity Capital (‘Ke’). CAPM can be used to calculate the Cost of 
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Equity which is calculated as under: R = rf + β (rm- rf);  R = expected rate of return rf = risk 

free rate of return β = Beta value of the stock rm = market rate of return 

Specific considerations 

(a) Beta measures the sensitivity of a stock or company to the market. Practically, the beta 

of a company is estimated based on the sensitivity of the share price of the stock, its 

comparable or the industry with respect to the market. Due to the unique nature of each 

digital platform and scarcity of listed traded comparable, estimating beta becomes 

challenging. One might need to draw a comparison between the general diversified sector, 

the industry driving the revenue or international comparable. 

(b) The survival of such a digital platform is highly dependent upon the quality of management, 

ability to adapt to change quickly, and foresee opportunity. 

Thus, there are certain specific risks of a digital platform that cannot be estimated using 

CAPM with regard to only the industry or general sector beta. A Company Specific Risk 

Premium (‘CSRP’) or Alpha needs to be estimated and added to determine the appropriate 

cost of equity used to discount the estimated cash flows. The CSRP for nascent companies 

would be higher than mature digital platforms with adequately large operations having a 

large customer base. 

(B ) Market Approach 

The Market Approach values a company by drawing a comparison from similar valued 

companies based on multiples like profit to earnings (‘P/E’) ratio, Enterprise Value to 

Earnings before Interest, Tax, Depreciation and Amortization (‘EV/EBITDA’) ratio, Price 

to Book Value ratio, Price to Revenue/Sales Ratio. The selection of comparable to draw 

such comparison is vital and parameters like the market capitalization, revenue, Profit 

margins, capital structure etc. are used while making the selection. 

However, in case of digital platform, such comparison becomes difficult due to the 

following reasons: 

• The listed comparable are scarce and even absent for many platforms. 

• The underlying value specifically Profit and EBITDA may be negative for certain 

digital platforms. 

• Such digital platforms are capital-lite making their Book Value very low. 

Due to the above complexity, the application of Market Approach for digital platform, lays 

emphasis on revenue of a digital platform. Comparison is sought on the manner the 

platform envisages its primary driver of revenue.  

  

Category of Digital 

Platform 

Drivers of Revenue 

Marketplace 

(Matching Supply and 

Demand) 

No of Booking made, No. of registered 

users, volume of Transactions 
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Payment 

(Matching Billing and 

Payments) 

No of active subscriber, No. of merchants 

registered on the platform, Compatibility 

and speed of the operating system, 

Security, Ease of Use 

Community 

(Network of Contacts) 

Number of users, subscription fees, 

platform for professionals 

Communication 

(Network for Messaging) 

Number of users, sponsored links, 

advertising revenue 

Repository 

(Supply Library) 

Number of readers and contributors, 

authenticity of data, duration of use, quality 

and variety of data 

Search 

(Machine Queries and 

Information) 

Number of users, relevant search results, 

time taken per search 

  

Two Search engines can be compared based on their total number of active users and the 

average time taken to show relevant search results. The one with more relevant search 

results in shorter time, shall be valued at a premium and can be used as a base for 

comparison. 

For a repository platform that seeks to draw subscription or advertising revenue based on 

the number of times the content is viewed on its platform and the duration of such visit, 

comparison can be drawn based upon the number of users, the average number of views 

per user and the average revenue per user. 

Example: A Search engine platform Company valued at 100.00 Cr with a subscriber base of 

50 million users and content of 10000 hours can be used to draw a comparison while valuing 

a similar platform with fewer users however having same or similar revenue parameters. 

( C) Cost Approach 

The Cost Approach estimates the value based on the total cost incurred to build the same 

platform or similar platform with the same utility. Since, the asset behind the digital 

platform is the code written, the numbers of hours spent to write the code by the 

developers is the primary cost of the platform. However, this approach may not be most 

appropriate as it fails to consider the revenue generating capacity of the digital platform 

which may create significantly higher value for the shareholders of the company versus 

the cost spent on developing the platform. 

The valuation of digital platform can be tricky based on the peculiarities as mentioned 

above. However, the fundamentals of valuation remain the same. The understanding of the 

business, the revenue model, the quality of management, and the risk-reward parameters 

determine the value of the digital platform. 
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Q28. How does one Value Professional/ Consultancy Firms? (Important) 

The professional services firms can be defined as firms that provide customized, 

knowledge-based services to clients such as Chartered Accountants, Advocates, 

Management Consultancy firms etc. Even within industry firms vary significantly due to 

the different nature of services each firm provides. 

Like any other business valuation understanding the present and projected industry trends 

plays a significant role in determining an accurate valuation amount but experts generally 

look at the firm’s historical data to compare them with industry Key Performance 

Indicators (KPIs) and benchmarks. Further, generally valuation experts compare the 

company against its competitors. The main source of information are Audited Annual 

Statements and Income Tax Returns etc. 

When using the income approach while historical data is important, projected growth 

(Terminal Value) also impacts the overall value. Although Valuation experts plan for future 

growth and compare it to the projected trends after conversations with management but 

there is an inherent risk associated with using future earnings potential, as results may or 

may not materialize. Hence, this risk should be factored into the overall calculation. 

In addition to analysis of financial statements and their comparison to industry standards, 

normalisation of net income and cash flows is another important aspect. This step allows 

comparison of firms on equal footing. This step involves adding back of non-cash items and 

specific items, which might not apply to a new firm. Then these normalized cash flows are 

applied to the chosen valuation method and used in calculating overall value. 

One commonly used method to analyse the extent that a firm meets expectations in 

comparison to current industry benchmarks and KPIs. Since professional services includes 

several different types of firms, KPIs can vary greatly and hence it is equally important to 

look at specific indicators which align with acquirer firm’s goals. 

To accurately value a professional services firm each piece of information contributes 

importantly. 

Q29. What is ESG? 

Environmental, Social, Governance (ESG) is a framework designed to be embedded into an 

organization's strategy that considers the needs and ways in which to generate value for 

all organizational stakeholders (such as employees, customers and suppliers and 

financiers). 

Illustrative list of contents included in these three factors are as follows:  

Environmental Social Governance  

Climate change Employee development Board Independence 

Water Diversity & inclusion Board diversity 

Waste generation Community development Anti-Corruption & 

Bribery 

Emissions Health & Safety Tax transparency 
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ESG is on the radar of several investors today. Focusing on ESG issues can bring out risk 

and opportunities for the company’s ability for sustainable value creation. The key 

environmental aspects under consideration are climate change and natural resource 

scarcity. It covers social issues like diversity and inclusivity, labor practices, health & 

safety, and cyber security. There is greater emphasis on governance aspect covering 

topics like board diversity and independence, executive pay, and tax transparency. 

Q 30. Summarize key developments in the ESG Space 

• Investment pace in ESG funds: ESG funds tapped more than $ 50 billion in 2020 

and total assets with ESG focus crossed more than $35 trillion. 

• Green bonds have been of significant focus: The green bonds market in 2020 

crossed a major milestone of $ 1 trillion dollars. 

• Sustainability taxonomy on the rise: Key regions have already defined sustainability 

taxonomy for e.g. European Union (EU). Several other countries / region are in 

process of introducing taxonomy related to sustainability / ESG. 

• Up next - Convergence of ESG framework: IFRS launched an important work to 

develop single global reporting standard on ESG. 

• SEBI - SEBI (Securities Exchange Board of India) in February 2023 proposed a 

regulatory framework on ESG disclosures by listed entities. 

The ESG performance and linked ratings have begun to play an influencing role for 

companies going to market to raise funds for future growth. The high ESG focus from 

investors, lenders and financial institution in the recent times has reached the tipping 

point and have started to impact the financing options for companies. Companies with high 

ESG focus stand to get benefits in the form of preferential / lower cost of debt or 

access to specialized financial products like the Green, Social and Sustainability linked 

Bonds. 

Traditional belief was that ESG was ‘good to have’ in business ethics, sustainability, 

diversity, and community. However, with the heightened interests from different 

stakeholders groups, directors realise that it is now moving into the ‘must-to-have’ 

territory. The business case for ESG generally begins with operational efficiency and risk 

reduction as primary goals and then extends to longer-term operational and organizational 

resiliency and sustainability. Boards recognize the strong and direct link to build a 

profitable business with a strong focus on environmental and social considerations. They 

also know that focus on ESG issues requires robust governance practices which will fortify 

their company’s portfolio as a strong contender with investors and shareholders. 

Now question arises how the risks of ESG factors can be incorporated in the Valuation of 

any business. As mentioned earlier the most popular technique of valuing any business is 

discounting of Future Cash Flows. Accordingly, the impact of these risks can be 

incorporated either in discount rate or expected cash flows. 

Generally, management and investors are more interested in adjusting discount rate by 

inclusion of risk premium in the same. Even though this approach is more practical but the 

impact of ESG factors may not be that much explicit. Hence adjustment of ESG factors in 

cash flows would be more explicit. 

Biodiversity Customer Ethical conduct 
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Q31. How can impact of each factor can be incorporated in computation of expected cash 

flows? (Important) 

(i) E of ESG: The risk of this factor (Environment) can be incorporated by carrying 

out 2-degree scenario analysis i.e. if temperature of the planet is increased by 2 degrees. 

Similarly, adjustment in cash flows can be made by considering carbon points. 

(ii) S of ESG: The risk of this factor (Social) can be considered by adjusting the 

impact of social measures cost on the revenue such as better labour working conditions, 

CSR, and other welfare measures for the various stakeholders. 

(iii) G of ESG: The risk of this factor (Governance) can be considered by adjusting the 

impact of poor governance on revenue in the form of penalty, fines, taxes etc. 

  



      

205 

 

MERGERS AND ACQUISITIONS AND CORPORATE 

RESTRUCTURING 26Q|0PE 
Q1. What is an acquisition?  

A. Acquisitions are situations where one player buys out the other to combine the bought 

entity with itself. It may be in form of  

• a purchase, where one business buys another (or) 

• a management buyout, where the management buys the business from its owners. 

Q2. What is amalgamation?  

A. The term amalgamation contemplates two kinds of activities. 

• Absorption and blending of one by the other (or) 

• Two or more companies join to form a new company. 

Q3. What is Demerger?  

A. A demerger is a form of corporate restructuring in which the entity's business operations 

are segregated into one or more components. 

Q4. What is a cross border merger?  

A. A cross border merger is a merger of two companies that are in different countries. A 

cross border merger could involve an Indian company merging with a foreign company and 

vice versa. 

Q5. What is Rationale for Mergers and Acquisitions? 

A. Synergistic Operating Economies 

 

Synergy is the increase in performance of the combined firm over what the two firms are 

already expected or required to accomplish as independent firms. 

  Reasons for synergy benefits: 

Increase in efficiency of the merged company 

For Example: One company can have good networking of branches and another company 

may have an efficient production system. Thus, the merged company will be more efficient 

than individual companies. 

Economies of Scale 

Large-scale production results in lower average cost of production 

Diversification 

In the case of a merger between two negatively correlated companies, there will be a 

higher reduction in business risk in comparison to companies having income streams that 

are positively correlated to each other. 

 

V(AB) > V(A) + V(B)  
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Taxation  

The provisions of set-off and carry forward of losses as per Income Tax Act may be 

another strong reason for the merger and acquisition. Thus, there will be Tax savings or 

reduction in the tax liability of the merged firm. Similarly, in the case of acquisition, the 

losses of the target company will be allowed to be set off against the profits of the 

acquiring company.  

(Section 72A & Section 72AA) 

Growth 

The merger and acquisition mode enables the firm to grow at a rate faster than the other 

mode viz., organic growth.  

Consolidation of Production Capacities and increasing market power 

Market power increases due to a reduction in competition. Further, production capacity is 

increased by the combination of two or more plants.  

Managerial Talent 

Managerial talent is the single most important instrument in creating value by cutting down 

costs, improving revenues and operating profit margin, cash flow position, etc.  

Many a time, executive compensation is tied to the performance in the post-merger period   

Q6. What are objectives of Amalgamation? 

A. Objectives of Amalgamation: 

Some of the objectives for which amalgamation may be resorted to are 

o Horizontal growth to achieve optimum size, enlarge the market share, curb 

competition, or use unutilised capacity. 

o Vertical combination with a view to economising costs and eliminating avoidable 

sales-tax and/or excise duty. 

o Diversification of business 

o Mobilising financial resources by utilising the idle funds lying with another company 

for the expansion of business. 

o Merger of export, investment, or trading company with an industrial company or 

vice versa with a view to increasing cash flow. 

o Merging subsidiary company with the holding company with a view to improving cash 

flow. 

o Taking over a shell company which may have the necessary industrial licences etc., 

but whose promoters do not wish to proceed with the project.  

o An amalgamation may also be resorted to for the purpose of nourishing a sick unit 

in the group and this is normally a merger for keeping up the image of the group. 

Q7. What are various forms of Mergers? 

A. Forms of Mergers 

The following are major types of mergers 
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Horizontal Merger 

The market share of the merged entity would be larger as both the companies which have 

merged are in the same industry. These types of mergers will also reduce competition in 

the market. 

Vertical Merger 

This merger happens when two companies that have a ‘buyer-seller’ relationship (or 

potential buyer-seller relationship) come together. 

Conglomerate Merger 

These mergers involve firms engaged in an unrelated types of business operations. These 

mergers typically occur between firms within different industries or firms located in 

different geographical locations. 

These mergers lead to unification of different kinds of businesses under one flagship 

company. The purpose of the merger remains the utilization of financial resources, 

enlarged debt capacity and synergy of managerial functions. 

Congeneric Merger 

A congeneric merger is a type of merger where two companies are in the same or related 

industries or markets but do not offer the same products. The acquired company 

represents an extension of the product line, market participants or technologies of the 

acquirer. 

Reverse Merger 

Such mergers involve the acquisition of a public (Shell Company) by a private company, as 

it helps a private company to bypass lengthy and complex processes required to be 

followed in case it is interested in going public. 

Acquisition 

This refers to the purchase of controlling interest by one company in the share capital of 

an existing company. This may be by:  

o An agreement with the majority holder of Interest.  

o Purchase of new shares by private agreement.  

o Purchase of shares in an open market (open offer)  

o Acquisition of share capital of a company by means of cash, issuance of shares.  

o Making a buyout offer to general body of shareholders. 

When a company is acquired by another company, the acquiring company has two choices –  

o To merge both the companies into one and function as a single entity 

o To operate the taken-over company as an independent entity with changed management 

and policies. 
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Q8. How do you evaluate gains from Mergers? 

A. Gains from Mergers or Synergy 

The difference between the combined value and the sum of the values of individual 

companies is usually attributed to synergy. 

There is also a cost attached to an acquisition. The cost of acquisition is the price premium 

paid over the market value plus other costs of integration. Therefore, the net gain is the 

value of synergy minus premium paid. 

 

 

Q9. What is A scheme of Amalgamation? 

A. Scheme of Amalgamation or Merger 

The scheme of any arrangement or proposal for a merger is the heart of the process. It is 

designed to suit the terms and conditions relevant to the proposal and should take care of 

any special feature peculiar to the arrangement. 

An essential component of a scheme is the provision for vesting all the assets and 

liabilities of the transferor company in its transferee company. 

Appointed Date 

The appointed date refers to the date on which the merger/transfer takes place wherein 

the property, assets, or liabilities of the transferor shall vest the transferee-company. 

Effective Date 

The effective date denotes whether the merger is completed, and the companies merged 

are dissolved by way of the Registrar of Companies (“RoC”).  

Effective date is statutory recognition of amalgamation regarding the successful 

completion of business transfer as agreed upon.  

Q10. How is Financial Evaluation done in case of an Amalgamation? 

A. Financial Evaluation 

It addresses the following issues. 

o What is the maximum price of the target company?  

o What are the principal areas of risk?  
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o What are the cash flow and balance sheet implications of the acquisition?   

o What is the best way of structuring the acquisition? 

There are bound to be differences of opinion as to what the correct value of the shares 

of the company is. Simply because it is possible to value the share in a manner different 

from the one adopted in each case; it cannot be said that the valuation agreed upon has 

been unfair. 

Arranging Finance for Acquisition 

One of the most important decisions is how to pay for the acquisition.  

The consideration could be in the form of cash or stock or part of each and this would be 

part of the Definitive Agreement.  

For Example: 

The reason to pay by shares would be when the acquirer considers that their company’s 

shares are overpriced in the market. If cash pay-out is significant, the acquirer must plan 

for financing the deal. 

Sometimes acquirers do not pay all the purchase consideration as, even though they could 

have sufficient funds. This is part of the acquisition strategy to keep the war chest ready 

for further acquisitions. 

Q11. What are some of the Takeover Tactics? (Important) 

A. Acquisitions can be friendly or hostile. Hostile takeover arises when the Board of 

Directors of the acquiring company decide to approach the shareholders of the target 

company directly through a Public Announcement (Tender Offer) to buy their shares, 

consequent to the rejection of the offer made to the Board of Directors of the target 

company. 

Take over Strategies 

Street Sweep 

This refers to the technique where the acquiring company accumulates a larger number of 

shares in a target before making an open offer. The advantage is that the target company 

is left with no choice but to agree to the proposal of the acquirer for takeover. 

Bear Hug 

Like a bear – takes the target company into its grasp - the acquiring company threatens 

the target to make an open offer. 

The board of the target company agrees to a settlement with the acquirer for change of 

control.  

Strategic Alliance  

This involves disarming the acquirer by offering a partnership rather than a buyout. The 

acquirer will assert control from within over a period of time and then take over the 

target company.  
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Brand Power  

This refers to entering an alliance with powerful brands to displace the target’s brands 

and as a result, buyout the weakened company.  

Q12. What are some of the Takeover Defensive Tactics? (Important) 

Defensive Tactics 

A target company can adopt several tactics to defend itself from a hostile takeover 

through a tender offer. 

Divestiture 

The target company divests or spins off some of its businesses in the form of an 

independent, subsidiary company. Thus, reducing the attractiveness of the existing 

business to the acquirer. 

Crown Jewels 

It involves selling the most valuable assets of a target company to a third party or 

spinning off the assets into a separate entity. The main goal of the crown jewel defence 

strategy is to make the target company less attractive to the corporate raider. 

Poison pill 

The poison pill defence includes the dilution of shares of the target company in order to 

make it more difficult and expensive for a potential acquirer to obtain a controlling 

interest in the target. 

For Example: The target company may issue a substantial number of convertible 

debentures to its existing shareholders to be converted at a future date when it faces a 

takeover threat. 

Poison put 

In this case the target company issue bonds that encourage the holder to redeem at a 

substantial premium. The resultant cash outflow would make the target unattractive. 

Greenmail 

Target company buying back shares of its own stock from a takeover bidder who has 

already acquired a substantial number of shares in pursuit of a hostile takeover. 

The management of the target company may offer the acquirer for its shares a price 

higher than the market price. 

White Knight 

It is a strategy that involves the acquisition of a target company by its strategic partner, 

called a white knight, as it is friendly to the target company.  

The target company accepts the fact of being taken over but can at least opt to be taken 

over or merged with a friendly company, as opposed to being the victim of a hostile 

takeover. 
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White Squire 

This strategy is essentially the same as a white knight and involves selling out shares to a 

company that is not interested in the takeover. Consequently, the management of the 

target company retains its control over the company. 

Golden Parachutes 

When a company offers hefty compensations to its managers if they get ousted due to a 

takeover, the company is said to offer golden parachutes. This reduces the acquirer’s 

interest in the takeover. 

Pac-man defence 

The Pac-Man defence occurs when a target company attempts to acquire its potential 

acquirer when a takeover bid has already been received. 

Such a strategy is only workable if the target company has enough financial resources to 

purchase the required number of shares in the acquirer. 

Q13. What is a Reverse Merger? (Important) 

A. Reverse Merger 

In a reverse takeover, a smaller company gains control of a larger one. This concept has 

been successfully followed for the revival of sick units. This type of merger is also known 

as back door listing. 

The three tests that should be fulfilled before an arrangement can be termed as a 

reverse takeover are specified as follows:  

o The assets of the transferor company are greater than the transferee company. 

o Equity capital to be issued by the transferee company pursuant to the acquisition 

exceeds its original issued capital. 

o The change of control in the transferee company through the introduction of a 

minority holder or group of holders. 

Benefits for acquiring company 

Reverse merger leads to the following benefits for acquiring company 

Easy access to the capital market.  

Increase in visibility of the company in the corporate world.  

Tax benefits on carry forward losses acquired (public) company.  

Cheaper and easier route to become a public company.  

Q14. What is a Demerger? (Important) 

A. Demerger: It involves a company selling one of its divisions or undertakings to another 

company or creating an altogether separate company.  Demerger is used as a suitable 

scheme in the following cases: 

o Restructuring of an existing business 

o Division of family managed business 
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o Management buy-out 

There are various reasons for divestment or demerger viz, 

o To pay attention on core areas of business 

o The business may not be sufficiently contributing to the revenues 

o Business being too big to handle 

o The firm may be requiring cash urgently in view of other investment opportunities. 

Sell Side Imperatives 

o Increasing competitor pressure.  

o No access to new technologies and developments  

o Strong barriers to market entry  

o Poor positioning on supply and demand side  

o Inability to achieve Critical mass  

o Inefficient utilisation of distribution capabilities  

o Inability to develop New strategic business units for future growth  

o Inadequate capital to complete the project  

o Window of opportunity: Possibility to sell the business at an attractive price  

o Focus on core competencies  

o In the best interest of the shareholders – where a large well-known firm brings up the 

proposal, the target firm may be more than willing to give up.  

Q15. What are Different Forms of divestment/ demerger/ divestitures? (Important) 

A. Sell off 

A sell-off is the sale of an asset, factory, division, product line or subsidiary by one entity 

to another for a purchase consideration payable either in cash or in the form of securities.  

Reasons for selloffs may be 

o The subsidiary doesn't fit into the parent company's core strategy. 

o The market may be undervaluing the combined businesses due to a lack of synergy 

between the parent and the subsidiary. 

o Sell-offs also raise cash, which can be used to pay off debts. 

Spin-off 

A part of the business is separated and created as a separate firm. The existing 

shareholders of the firm get proportionate ownership.  

There is no change in ownership and the same shareholders continue to own the newly 

created entity in the same proportion as previously in the original firm. 

The reasons for spin-off maybe 

o Separate identity to a division.  

o To avoid the takeover attempt by a predator by making the firm unattractive since 

a valuable division is spun-off.  

o To separate regulated and unregulated lines of business 
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Split-up 

This involves breaking up the entire firm into a series of spin-off. The parent firm no 

longer legally exists and only the newly created entities survive. Divisions become separate 

legal entities and the original corporate firm is to be wound up.  

Spin-off and split-up are likely to enhance shareholders value and bring efficiency and 

effectiveness. 

Equity Carve-outs 

Equity carve-out can be defined as partial spin-off in which company creates its own new 

subsidiary and subsequently bring out its IPO. It should be however noted that parent 

company retains its control and only a part of new shares are issued to public. 

A carve-out generates cash because shares in the subsidiary are sold to the public, but 

the issue also unlocks the value of the subsidiary unit and enhances the parent's 

shareholder value. 

Demerger or Division of Family-Managed Business 

Reasons -  

o Pressure to yield control to professional managements. 

o Hive off unprofitable businesses or divisions with a view to meeting a variety of 

succession problems. 

o Consolidating core businesses. 

Q16. What is Financial Restructuring? 

A. There are several reasons (financial and non-financial) that may trigger the need for 

financial restructuring.  

For Example:  

A company is in financial difficulty when it cannot pay its debt. In such distressed 

situations, stakeholders wish to protect their position and provide a stable platform to the 

company. 

Financial restructuring refers to a kind of internal changes made by the management in 

Assets and Liabilities of a company with the consent of its various stakeholders. This is a 

suitable mode of restructuring for corporate entities that have suffered from sizeable 

losses over a period. Consequent upon losses, the share capital or net worth of such 

companies is substantially eroded. 

Financial restructuring is aimed at reducing the debt/payment burden of the corporate 

firm. This results in 

o Reduction/Waiver in the claims from various stakeholders  

o Real worth of various properties/assets by revaluing them timely  

o Utilizing profit accruing on account of appreciation of assets to write off 

accumulated losses and fictitious assets 
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Q17. What are various types of Ownership Restructuring? 

Going Private 

This refers to the situation wherein a listed company is converted into a private company 

by buying back all the outstanding shares from the markets. A company typically goes 

private when its stakeholders decide that there are no longer significant benefits to be 

garnered as a public company. 

Management Buy-Out 

Buyouts initiated by the management team of a company are known as management 

buyouts. In this type of acquisition, the company is bought by its own management team.  

MBOs are considered as a useful strategy for exiting those divisions that do not form 

part of the core business of the entity. 

Leveraged Buy-Out 

A leveraged buyout (LBO) is the acquisition of a target using a significant amount of 

borrowed money to meet the cost of acquisition. 

The assets of the target company are often used as collateral for the loans. The target 

company no longer remains public after the leveraged buyout. 

The intention behind an LBO transaction is to improve the operational efficiency of the 

firm and increase the volume of sales and thereby increase the cash flow of the firm.  

After an LBO, the target company is managed by private investors. Once the LBO is 

successful in increasing the target company’s profit margin and improving its operating 

efficiency and debt is paid back, the target company may go public again. 

Equity Buy-Out 

This refers to the situation wherein a company buys back its own shares back from the 

market. This results in a reduction in the equity capital of the company.  

This strengthens the promoter’s position by increasing their stake in the equity of the 

company. Company uses its surplus cash to buy shares from the public. Once the shares 

are bought back, they get absorbed and cease to exist. 

The purpose of leveraged buyouts is to allow companies to make large acquisitions without 

having to commit a lot of capital. 

Q18. What are the effects of an Equity Buy Back by an entity? 

A. Effects of Buyback 

o It increases the proportion of shares owned by controlling shareholders as the 

number of outstanding shares decreases after the buyback.  

o Earnings Per Share (EPS) increases as the number of shares reduces, leading to an 

increase in the market price of shares.  

o In the balance sheet – Reduction in cash balance and reduction in shareholder’s 

Equity. 

o In Cash Flow Statement – Cash outflow in financing activities 
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o Return on Assets (ROA) and Return on Equity (ROE) typically improve after a share 

buyback.  

Q19. How Can a Business Unlock Value Through Mergers & Acquisitions and Business 

Restructuring? 

A. Value is unlocked through mergers, acquisitions, and business restructuring because of 

following reasons: 

- Horizontal growth helps to achieve optimum size, enlarge the market share, curb 

competition and use of unutilised capacity. 

- Vertical combination helps to economise costs and eliminate avoidable taxes /duties. 

- Diversification of business. 

- Mobilising financial resources by utilising the idle funds lying with another company for 

the expansion of business. (For example, nationalisation of banks provided this 

opportunity and the erstwhile banking companies merged with industrial companies); 

- Merger of an export, investment, or trading company with an industrial company or vice 

versa with a view to increase cash flow. 

- Merging subsidiary company with the holding company with a view to improving cash flow. 

- Taking over a ‘shell’ company which may have the necessary industrial licences etc., but 

whose promoters do not wish to proceed with the project. 

- An amalgamation may also be resorted to for the purpose of nourishing a sick unit in the 

group and this is normally a merger for keeping up the image of the group. 

- The business restructuring helps the company in: 

• Positioning the company to be more competitive, 

• Surviving an adverse economic climate, 

• positioning the company into in an entirely new direction. 

Q20. How are Premium and Discount arrived at in case of an M&A deal? 

A. Timing is very critical while divesting a business since valuation depends on the timing.  

Economic cycles, stock market situations, global situations etc impact the valuation 

For Example: 

During bull phase, there could be a situation where there are more buyers but not sellers 

due to the low valuation. 

The basis for M&A is the expectation of several future benefits arising out of synergies 

between businesses. There is a risk involved in realizing this synergy value. This could be 

due to corporate, market, economic reasons, or wrong estimation of the 

benefits/synergies. 

It is advisable to have range of values for the transaction in different situations in case 

one is called upon to assist in advising the transaction valuation. 

Range of values are based on transaction multiple, comparable company, discounting cash 

flows, PE Ratio, Net asset value, past earnings approach etc.  

Q21. What is the key steps involved in a successful M&A? 

A. There are five principal steps in a successful M&A programme.  
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o Manage the pre-acquisition phase.  

o Screening candidates.  

o Eliminate those who do not meet the criteria and value the rest.  

o Negotiate & execute.  

o Post-merger integration 

 

During the pre-acquisition phase, the acquirer should maintain secrecy about its intentions. 

Otherwise, the resulting price increase due to rumours may kill the deal. 

The benefit of synergy will be there only if the merged entity is managed better after 

the acquisition than it was managed before. It is the quality of the top management that 

determines the success of the merger. There must be proper integration of business 

processes and cultures after M&A. 

The target company executives get bogged down preparing vision and mission statements, 

budgets, forecasts, and profit plans which were hitherto unheard of. 

To make a merger successful, the team must decide on the tasks need to be accomplished 

in the post-merger period, choose managers, set targets and motivate them 

Q22. What is the key reasons for failure of M&A? 

A. Some of the key reasons for failures of M&A are as follows  

o Acquirers generally overpay 

o The value of synergy is over-estimated 

o Poor post-merger integration 

o Psychological barriers 

Q23. Why do Companies acquire targets by making payments through shares? 

A. Acquisition through Shares 

The acquirer can pay the target company through the exchange of shares in consideration. 

The steps involved in the analysis are:  

o Estimate the value of acquirer’s equity 

o Estimate the value of target company’s equity  

o Calculate the maximum number of shares that can be exchanged with the target 

company’s shares; and  

o Conduct the analysis for pessimistic and optimistic scenarios. 

Shareholders of the target company find the merger desirable only if the value of their 

shares is higher with the merger than without the merger. 

The value of combined business is a function of combined earnings and combined PE ratio.  

A lower combined PE ratio can offset the gains of synergy, or a higher P/E ratio can lead 

to higher value of business, even if there is no synergy.   

Q24. What is cross border M&A? 

A. Cross Border M&A 

Cross border merger is a merger of two companies which are in different countries.  
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Factors that motivate multinational companies to engage in cross-border M&A in Asia 

include the following 

o Globalization of production and distribution of products and services.  

o Integration of global economies.  

o Expansion of trade and investment relationships on international level.  

o Many countries are reforming their economic and legal systems and providing generous 

investment and tax incentives to attract foreign investment.  

o Privatisation of state-owned enterprises and consolidation of the banking industry. 

Q25. What are SPACs? (Important) 

A. Special Purpose Acquisition Companies 

A special purpose acquisition company (SPAC) is a corporation formed for the sole purpose 

of raising investment capital through an initial public offering (IPO).  

Such a business structure allows investors to contribute money towards a fund, which is 

then used to acquire one or more unspecified businesses to be identified after the IPO.  

This sort of shell firm structure is often called a “blank-cheque company”  

When the SPAC raises the required funds through an IPO, the money is held in a trust 

until a predetermined period elapses or the desired acquisition is made. In the event that 

the planned acquisition is not made, or legal formalities are still pending, the SPAC is 

required to return the funds to the investors, after deducting bank and broker fees.  

However, investors’ money invested in a SPAC trust to earn a suitable return for up to two 

years, could be put to better use elsewhere 

Shareholders have the option to redeem their shares if they are not interested in 

participating in the proposed merger. Finally, if the merger is approved by shareholders, it 

is executed, and the target private company or companies become public entities. Once a 

formal merger agreement has been executed the SPAC target is usually publicly 

announced. 

The merger of a SPAC with a target company presents several challenges, such as complex 

accounting and financial reporting/registration requirements, to meet a public company 

readiness timeline and being ready to operate as a public company within a period of three 

to five months of signing a letter of intent. 

The current regulatory framework in India does not support the SPAC transactions. 

Further as per the Companies Act, 2013, the Registrar of Companies is authorized to 

strike-off the name of companies that do not commence operation within one year of 

incorporation.   

The International Financial Services Centres Authority (IFSCA), being the regulatory 

authority for development and regulation of financial services, financial products, and 

financial institutions in the Gujarat International Finance Tec-City, has recently released 

a consultation paper defining critical parameters such as offer size to public, compulsory 

sponsor holding, minimum application size, minimum subscription of the offer size, etc. 
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Q26. Elaborate on the need and rationale for M&A? 

A. Rationale for M&A 

Instantaneous growth, 

Snuffing out 

competition, Increased 

market share.  

 

1. Airtel – Loop Mobile (2014)  

(Airtel bags top spot in Mumbai Telecom Circle)  

 

2. Facebook – WhatsApp (2014)  

(Facebook acquired its biggest threat in chat space) 

Acquisition of a 

competence or a 

capability  

Google – Motorola (2011)  

(Google got access to Motorola’s 17,000 issued patents and 

7500 applications)  

 

Flipkart – Myntra (2014)  

(Flipkart poised to strengthen its competency in apparel e-

commerce market) 

 

Entry into new 

markets/product 

segments  

 

1. Airtel – Zain Telecom (2010)  

(Airtel enters 15 nations of African Continent in one shot) 

  

2. TATA – Jaguar Land Rover 

 

3. TATA – Corus Group 

4. TATA – Tetley 

 

5. Cargill – Wipro (2013)  

(Cargill acquired Sunflower Vanaspati oil business to enter 

Western India Market) 

Access to funds  

 

1. Ranbaxy – Sun Pharma (2014)  

(Daiichi Sankyo sold Ranbaxy to generate funds)  

 

2. Jaypee – Ultratech (2014)  

(Jaypee sold its cement unit to raise funds for cutting off 

its debt) 

 

3. Café Coffee Day turnaround strategy 

Tax benefits  

 

Burger King (US) – Tim Hortons (Canada) (2014)  

(Burger King could save taxes in future)  

 

Durga Projects Limited (DPL) – WBPDCL (2014)  

(DPL’s loss could be carry forward and setoff) 
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STARTUP FINANCE 18Q|16PE 
 

Q1. What is a startup and what are its key characteristics? (Important) (Past Exam) 

A. Startup financing means some initial infusion of money needed to turn an idea (by starting 

a business) into realty 

Characteristics: 

o New innovative Business 

o Started by Entrepreneurs 

o Reach a large market 

o Scale the Business / Sale out/ Die 

Q2. What are the sources / innovative sources of financing a startup? (Important) (Past 

Exam) 

A. Sources of Financing a Startup 

Every startup needs access to capital, whether for funding product development, acquiring 

machinery and inventory or paying salaries to its employee. 

 

 

Personal Financing – Most of the investors will not invest into a deal if they  see that 

entrepreneurs have not contributed any money from their personal sources. 

Personal Credit lines – One qualifies for personal credit line based on one’s personal credit 

efforts. Banks are very cautious and grant it based on the business cash flow to repay the 

line of credit. Ex: Credit Card 

Family and Friends – The loan obligations to friends and relatives should always be in 

writing as a promissory note or otherwise. 

Peer to Peer lending – In this process, group of people come together and lend money to 

each other. 

Features

Personaal 
Financing 

Personal credit 
line

Family and 
friends

Peer to peer 
leading

Crowdfunding Micro loans

Vendor 
Financing

Purchase order 
financing

Factoring 
Accounts 

Receivables 
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Crowdfunding – It is the use of small amounts of capital from a large number of individuals 

to finance a new business initiative. 

Microloans – Small loans that are given by a single individual or aggregated across a 

number of individuals who each contribute a portion at a lower interest to a new business 

ventures. 

Vendor financing – This is a form of financing in which a company lends money to one of its 

customers so that he can buy products from the company  itself.   

Vendor financing also takes place when many manufacturers and distributors are convinced 

to defer payment until the goods are sold by extending the payment terms to a longer 

period.  

However, this depends on one’s credit worthiness and payment of more money. 

Purchase order financing – The most common scaling problem faced by startups is they 

don’t have the  necessary cash to produce and deliver the product for new large orders.  

Purchase order financing companies often advance the required funds directly to the 

supplier, allowing the completion of transaction and profit flows up to the new business 

Factoring accounts receivables – A facility given to the seller who has sold the good on 

credit to fund his receivables till the amount is fully received.  

When the goods are sold on credit, factor will pay most of the sold amount up front and 

rest of the amount later.  

Q3. What are the components of a Pitch Presentation that a start up usually makes? 

(Important) (Past Exam) 

A. Pitch deck presentation is a brief presentation basically using PowerPoint to provide a 

quick overview of business plan and convincing the investors to put some money into the 

business. 

 

Item Details 

Team As the investors is also investing in the team, it can also be 

highlighted that the team has worked and achieved significant 

results in past. 

Problem The promoter should be able to explain the problem he is going to 

solve and solutions emerging from it. 

The investors should be convinced that the newly introduced 

product or service will solve the problem convincingly. 

Example: Facebook in comparison to Orkut. 

Solution It is very important to describe in the pitch presentation as to 

how the company is planning to solve the problem. 

Example: Flipkart brought the concept of e-commerce in India 

but then payment through credit card was rare. So, they 

introduced the system of payment based on cash on delivery. 

Sales / 

Marketing 

The market size of the product must be communicated to the 

investors which include profiles of target customers, but one 
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should be prepared to answer questions about how the promoter 

is planning to attract the customers.  

The promoter can also brief the investors about the growth and 

forecast future revenue. 

Milestones / 

Projections 

Projected financial statements can be prepared which gives a 

potential investor a brief idea  about where the business is 

heading? It tells whether the business will be making profit or 

loss? 

These include three basic documents that make up a business’s 

financial statements. 

o Income statement 

o Cashflow statement 

o Balance sheet 

Competition It is necessary to highlight in the pitch presentation as to how 

the products or services are different from their competitors.  

If any of the competitors have been acquired, their complete 

details like name of the organization, acquisition prices etc. 

should also be highlighted. 

Business Model o It denotes core aspects of a business. 

o As per Investopedia, a business model is the way in which a 

company generates revenue and makes a profit from company 

operations. 

o The investor should be informed in a pitch presentation as to 

how they should plan on generating revenue. 

o The lifetime value of the customer and what should be the 

strategy to keep him glued to their product is also to be 

discussed. 

Financing It is preferable to talk about how much money has already been 

raised, who invested money into the business and what they did 

about it. 

It ensures that deal meets all legal, regulatory, accounting and 

tax laws requirements. 

If the promoter is to raise capital, he should list how much he is 

looking to raise and how he intend to use the funds. 

 

Q4. What is a Unicorn? 

A Unicorn is a privately held start-up company which has achieved a valuation US$ 1 billion. 

This term was coined by venture capitalist Aileen Lee, first time in 2013. Unicorn, a 

mythical animal represents the statistical rarity of successful ventures. 

A start-up is referred as a Unicorn if it has following features: 

(i) A privately held start-up. 

(ii) Valuation of start-up reaches US$ 1 Billion. 

(iii) Emphasis is on the rarity of success of such start-up. 

(iv) Other common features are new ideas, disruptive innovation, consumer focus, high 

on technology etc. 
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However, it is important to note that in case the valuation of any start-up slips below US$ 

1 billion it can lose its status of ‘Unicorn’. Hence a start-up may be Unicorn at one point of 

time and may not be at another point of time. 

In September 2011, InMobi, an ad-tech startup, became the first Unicorn of India. 

SoftBank invested US$ 200 million in InMobi valuing the mobile advertising company at 

over US$ 1 billion, making it India’s first unicorn. InMobi was founded in 2007 and took 

four years to achieve the Unicorn status in 2011 In 2018, Udaan, a B2B e-commerce 

marketplace, became the fastest growing startup by becoming a Unicorn in just over two 

years’ time. 

India has now emerged as the 3rd largest ecosystem for startups globally, after US and 

China, with over 59,000 DPIIT-recognized startups. As per data available on 

InvestIndia.gov.in, as of 7th September 2022, India had 107 unicorns with a combined 

valuation of US$ 340.79 billion. The next milestone for a Unicorn to achieve is to become 

a Decacorn, i.e., a company which has attained a valuation of more than US$ 10 billion. 

There should be no doubt that within a few years the Unicorns would be a thing of the 

past and we would be talking about the Decacorns of India. 

Q5. What are Various Modes of Financing for Startups? / Explain What is Bootstrapping 

(Important) (Past Exams) 

A.  

 

 

Bootstrapping 

An individual is said to be bootstrapping when he or she attempts to found and build a 

company from personal finances or from the operating revenues of the new company. 

 

Modes

Bootstrapping
Angel 

Investors
Venture Capital 

funds

Acquiring 
Working capital

Generate 
revenue

Repay 
creditors

Bootstrapping 
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Some methods in which Startup can bootstrap: 

Trade Credit: One could borrow money to pay for the inventory, but you must pay 

interest on that money. Trade credit is one of the most important way to reduce the 

amount of working capital one needs. This is especially true in retail operations. 

Factoring: This is a financing method where accounts receivable of a business organization 

is sold to a commercial finance company to raise capital. The factor then gets hold of the 

accounts receivable of a business organization and assumes the task of collecting the 

receivables as well as doing what would’ve been  the paperwork. Factoring can be 

performed on a non-notification basis as the customers may not be told that their 

accounts have been sold. 

Advantages of Factoring:  

(i) Reduce costs for a business organization. 

(ii) Actually reduce costs  associated  with  maintaining  accounts  receivable. 

(iii) Even proved fruitful to utilize this financing method. 

(iv) Also frees up money that would otherwise be tied to receivables. 

(v) Very  useful tool for raising money and keeping cash flowing. 

Leasing: It will reduce the capital cost  and also help lessee to claim tax exemption. The 

lessor enjoys tax benefits in the form of depreciation on the fixed asset leased and may 

gain  from  capital  appreciation on the property, as well as making a profit from the lease. 

Angel Investors 

Angel investors are focused on helping startups take their first steps, rather than the 

possible profit they may get from the business.  

Essentially, angel investors are the opposite of venture capitalists. 

Angel investors typically use their own money, unlike venture capitalists who take care of 

pooled money from many other investors and place them in a strategically managed fund. 

Angel investors are also called informal investors, angel funders, private investors, seed 

investors or business angels. Some angel investors invest through crowdfunding platforms 

online or build angel investor networks to pool in capital. 

Venture Capital Financing 

 Money provided by professionals who alongside management invest in young, rapidly 

growing companies that have the potential to develop into significant economic 

contributors. Venture Capitalists generally 

o Finance new and rapidly growing companies 

o Purchase equity securities 

o Assist in the development of new products or services 

o Add value to the company through active participation. 
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Q6. What are Characteristics of VC financing? (Important) (Past Exams) 

A. 

Character Explanation 

Long term 

horizon 

The fund would invest with a long-time horizon in mind.  

Period of investment would be minimum of 3 years and 

maximum of 10 years. 

Lack of liquidity VC considers the liquidity factor while investing.  

They adjust this liquidity premium against the price and 

required return 

High risk VC works on principle of high risk and high return. 

Equity 

participation 

VC would mostly be investing in the form of equity of a 

company. 

 

Q7. What are advantages of VC financing? (Important) (Past Exams) 

A.  

o It injects long- term equity finance which provides a solid capital base for future growth. 

o The venture capitalist is a business partner, sharing both the risks and rewards i.e., 

business success and capital gain. 

o The venture capitalist is able to provide practical advice and assistance to the company 

based on past experience with other companies which were in similar situations. 

o The venture capitalist also has a network of contacts in many areas that can add value to   

the company. 

o The venture capitalist may be capable of providing additional rounds of funding should it 

be required to finance growth. 

o Venture capitalists are experienced in the process of preparing a company  for an  Initial 

Public Offering (IPO) of its shares onto the stock exchanges or overseas stock  exchange  

such as NASDAQ. 

o They can also facilitate a trade sale. 

 

Q8: What are various Stages of Funding by VCs? (Important) (Past Exams) 

A.  
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Seed Money: Low level financing needed to prove a new idea 

Start-up: Early-stage firms that need funding for expenses associated with marketing and 

product development 

First Round: Early sales and manufacturing funds 

Second Round: Working capital for early-stage companies that are selling product, but not 

yet turning in a profit 

Third Round: Also called Mezzanine financing, this is expansion money for a newly 

profitable company 

Fourth Round: Also called bridge financing, it is intended to finance the "going public" 

process 

 

Q9: What are Risks at various stages of VC Investments? (Important) (Past Exams) 

A. 

Financial 

Stage 

Period 

(Funds 

locked in 

years) 

Risk Perception Activity to be financed 

Seed 

Money 

7-10 Extreme For supporting a concept or idea or R&D for 

product development and involves low level of 

financing. 

Start Up 5-9 Very High Initializing prototypes operations or developing 

products and its marketing. 

First 

Stage 

3-7 High Started commercials production and marketing. 

Second 

Stage 

3-5 Sufficiently 

high 

Expanding market and growing working capital 

need though not earning profit. 

Third 

Stage 

1-3 Medium Market expansion, acquisition & product 

development for profit making company. Also 

called  Mezzanine Financing. 

Fourth 

Stage 

1-3 Low Facilitating public issue i.e., going public. Also 

called Bridge Financing. 

 

Q10: Explain the VC Investment Process? (Important) (Past Exams) 

A. VC investment process 

Stage Details 

Deal Origination (i) VC operates directly or through intermediaries. 

(ii) VC would inform the intermediary or its employees about 

the following so that the sourcing entity does not waste time: 

o Sector focus 

o Stages of business focus 

o Promoter focus 
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o Turn over focus 

(iii) Company would give a detailed business plan which 

consists of business model, financial plan and exit plan in a 

document which is called Investment Memorandum (IM). 

Screening (i) After sourcing the deal, it is sent for screening. 

(ii) This is generally carried out by a committee consisting 

of senior  level people of the VC. 

Term Sheet This contains the terms of investment such as funding, 

governance, operations, liquidation, Etc, 

Due Diligence (i) VC would now carry out due diligence after screening 

decision. 

(ii) This is the process handled by external bodies where, VC 

would try to verify the veracity of the documents taken. 

(iii) Fees of due diligence are generally paid by the VC but 

may also be shared between VC and Investee. 

Deal Structuring (i) After due diligence it would go through the deal 

structuring. 

(ii) The convertible structure is brought in to ensure that 

the promoter retains the right to buy back the share. 

(iii) The VC may put a condition that promoter has also to 

sell part of its stake along with the VC also called tag- 

along clause. 

Post Investment i. VC nominates its nominee in the board of the company. 

ii. The company has to adhere to certain guidelines like 

strong MIS, strong budgeting system, strong corporate 

governance and other covenants of the VC and 

periodically keep the VC updated about certain mile-

stones. 

iii.  If milestone has not been met the company has to give 

explanation to the VC. Besides, VC would also ensure 

that professional management is set up in the company. 

Exit Plan VC in confirmation with promoter or company form the exit plan 

which may happen upon; 

o Failure or death of Startup 

o Selling to third party/ Merger 

o IPO 

o Secondary Exit 

 

Q11: Elaborate on the VC funds in India? (Important) (Past Exams) 

A. VC Funds in India – Brief History 

 

o Venture Capital in India stated in the decade of 1970, when the Government of 

India appointed a committee to tackle the issue of inadequate funding to 

entrepreneurs and start-ups. However, it is only after ten years that the first all 

India venture capital funding was started by IDBI, ICICI and IFCI. 

o With the institutionalization of the industry in November 1988, the government 

announced its guidelines in the “CCI” (Controller of Capital Issues). These focused 

on a very narrow description of Venture Capital and proved to be extremely 
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restrictive and encumbering, requiring investment in innovative technologies 

started by first generation entrepreneur. This made investment in VC highly risky 

and unattractive. 

o At about the same time, the World Bank organized a VC awareness seminar, giving 

birth to players like: TDICICI, GVFL, Canbank and Pathfinder. Along with the other 

reforms the government decided to liberalize the VC Industry and abolish the 

“CCI”, while in 1995 Foreign Finance companies were allowed to invest in the 

country. 

o Nevertheless, the liberalization was short-spanned, with new calls for regulation 

being made in 1996. The new guidelines’ loopholes created an unequal playing ground 

that favoured the foreign players and gave no incentives to domestic high net 

worth individuals to invest in this industry. 

o VC investing got considerably boosted by the IT revolution in 1997, as the venture 

capitalists became prominent founders of the growing IT and telecom industry. 

o Many of these investors later floundered during the dotcom bust and most of the 

surviving ones shifted their attention to later stage financing, leaving the risky 

seed and start-up financing to a few daring funds. 

Q12: Elaborate on the structure of VC funds in India? (Important) (Past Exams) 

A. Venture Capital Funds Structure in India 

 

 

Structure of funds 

Domestic 

Funds 

(i) Funds which are raised domestically and structured as a: 

o domestic vehicle for the pooling of funds from the investor, and 

o separate investment adviser that carries duties of asset 

manager. 

(ii) Choice of entity for the pooling vehicle falls between a trust and a 

company, with the trust form (due to its operational flexibility). 

Offshore 

Funds 

(i) Alternatives available to offshore investors are the “offshore 

structure” and the “unified structure”. 

(ii) Off-shore structure 

o Investment vehicle makes investments directly into Indian portfolio 

companies 

o The assets are managed by an offshore manager, while the 

investment advisor in India carries out the due diligence and 

identifies deals. 

Trust

Company

Limited Liability Partnership

Investors in 
VCs

Financial 
Institutions

Banks Pension funds Corporations
High 

Networth 
Individuals
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(iii) Unified Structure 

o This is used when domestic investors are expected to participate in 

the fund. 

o Overseas investors pool their assets in an offshore vehicle that 

invests in a locally managed trust, whereas domestic investors 

directly contribute to the trust.  

o This is later device used to make the local portfolio investments. 

 

 

Q13: Explain the Startup India Initiative? (Important) (Past Exams) 

A. Startup India Initiative 

Startup India scheme was initiated by the Government of India on 16th of January 2016. 

As per GSR Notification 127 (E) dated 19th February 2019, an entity from the date of 

incorporation/ registration shall be considered as a Startup: 

Particulars Explanation 

Incorporated in 

India Up to 10 

years 

Private limited company (as defined in the Companies 

Act, 2013) or 

Partnership firm (registered under section 59 of the 

Partnership Act, 1932) or  

Limited liability partnership (under the Limited Liability 

Partnership Act, 2008)  

Turnover any F.Y Does not exceeded one hundred crore rupees 
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Working towards Innovation, development or improvement of products or 

processes or services, or 

A scalable business model with a high potential of 

employment generation or wealth creation. 

Entity formed by splitting up or reconstruction of an existing business shall not be 

considered a ‘Startup’. 

Q14. How does Start up India Initiative help the growth of Startups? (Past Exam) 

The start-ups story of India got a major boost with the launch of Startup India and 

StandUp India programs in year 2016. It helped in creating widespread awareness in 

general public about start- ups and gave a boost to the entrepreneurial mindset. By setting 

up a SIDBI-run Electronic Development Fund (EDF), the Indian Government became a 

Limited Partner (LP) in a fund for the first time ever. Easy finance options such as Mudra 

Scheme, tax benefits such as 100% tax holiday under section 80-IAC and exemption from 

angel taxation also provided the much-needed push to the young Indian start-ups. 

In January 2021, the Department for Promotion of Industry and Internal Trade (DPIIT) 

created the Startup India Seed Fund Scheme (SISFS) with an outlay of INR 945 Crore to 

provide financial assistance to start-ups for Proof of Concept, prototype development, 

product trials, market entry, and commercialization. It will support an estimated 3,600 

entrepreneurs through 300 incubators in the next 4 years. A start-up, recognized by 

DPIIT, incorporated not more than 2 years ago at the time of application and having a 

business idea to develop a product or a service with a market fit, viable commercialization, 

and scope of scaling, can apply for SISFS. A start-up can get seed fund of as much as INR 

50 Lakh under SISFS. The priority sectors for SISFS are social impact, waste 

management, water management, financial inclusion, education, agriculture, food 

processing, biotechnology, healthcare, energy, mobility, defence, space, railways, oil and 

gas, and textiles. 

Apart from the support from government, there are quite a few other reasons why India 

became such a sustainable environment for start-ups to thrive in. Some of the major 

reasons are: 

(i) The Pool of Talent - Our country has a big pool of talent. There are millions of 

students graduating from colleges and B-schools every year. Many of these 

students use their knowledge and skills to begin their own ventures, and that has 

contributed to the startup growth in India. In the past, much of this talent was 

attracted to only the big companies, but now that is slowly changing. 

(ii) Cost Effective Workforce - India is a young country with over 10 million people 

joining the workforce every year. The workforce is also cost effective. So, 

compared to some other countries, the cost of setting up and running a business is 

comparatively lower. 

(iii) Increasing use of the Internet - India has the world’s second-highest population, 

and after the introduction of affordable telecom services, the usage of internet 

has increased significantly. It has even reached the rural areas. India has the 
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second-largest internet user base after China, and companies as well as start-ups 

are leveraging this easy access to the internet. 

(iv) Technology - Technology has made the various processes of business very quick, 

simple and efficient. There have been major developments in software and 

hardware systems due to which data storage and recording has become an easy 

task. Indian startups are now increasingly working in areas of artificial intelligence 

and blockchain technologies which is adding to the growth of businesses. 

(iv) Variety of Funding Options Available - Earlier there were only some very traditional 

methods available for acquiring funds for a new business model, which included 

borrowing from the bank or borrowing from family and friends. However, this 

concept has now changed. There are numerous options and opportunities available. 

Start-up owners can approach angel investors, venture capitalists, seed funding 

stage investors, etc. The easing of Foreign Direct Investment norms and opening up 

of majority of sectors to 100% automatic route has also opened the floodgates for 

foreign funding in the Indian start-up ecosystem. 

 

Q15. What is the meaning of Succession Planning in Business? (Important & Past Exam) 

Succession planning is the process of identifying the critical positions within an 

organization and developing action plans for individuals to assume those positions. A 

succession plan identifies future need of people with the skills and potential to 

perform leadership roles. Succession planning is an important priority for family-

owned businesses as most of them are managed by a non-family leader even though 

the ownership lies with the family. Taking a holistic view of current and future 

goals, this type of preparation ensures that the right people are available for the 

right jobs today and in the years to come. It can also provide a liquidity event, 

which enables the transfer of ownership in a going concern to rising employees. 

Succession planning is a good way for companies to ensure that businesses are fully 

prepared to promote and advance all employees—not just those who are at the 

management or executive levels. 

Q16. Why is there a need for succession planning? (Important & Past Exam) 

• Risk mitigation – If existing leader quits, then searches can take six-nine months for 

suitable candidate to close. Keeping an organization without leader can invite disruption, 

uncertainty, conflict and endangers future competitiveness. 

• Cause removal – If the existing leader is culpable of gross negligence, fraud, wilful 

misconduct, or material breach while discharging duties and has been barred from 

undertaking further activities by court, arbitral tribunal, management, stakeholders or any 

other agency. 

• Talent pipeline – Succession planning keep employees motivated and determined as it can 

help them obtaining more visibility around career paths expected, which would help in 

retaining the knowledge bank created by company over a period of time and leverage upon 

the same. 

• Conflict Resolution Mechanism – This planning is very helpful in promoting open and 

transparent communication and settlement of conflicts. 
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• Aligning – In family-owned business succession planning helps to align with the culture, 

vision, direction, and values of the business. 

 Q17. Elaborate on Business succession strategy (Past Exam) 

Step 1 – Evaluate key leadership positions: - To evaluate which roles are critical, risk or 

impact assessment can be performed. Generally, these are such positions which would 

bring transformation to the entire business or create strategic direction for the 

organization. 

Step 2 – Map competencies required for above positions: - In this step, one needs to 

identify qualifications, behavioural and technical competencies required to perform the 

role successfully. 

Step 3 – Identify competencies of current workforce: - Identifying what are possible 

internal options that can deliver results as expected in Step-2, and also if there is a need 

for training and development of certain skills required. The organization should also place 

weight on whether a need is there to search outside the organization. 

Step 4 – Bridge Leader: - In family-owned business appointment of an outsider as ‘bridge 

leaders’ will help to develop the business and prepare young family members for leadership 

role. 

Q18. What are Challenges faced in succession planning specifically w.r.t startups? 

In context of Start-up following challenges are faced in implementing Succession Planning. 

(1) Founder mindset might be different than the corporate mindset – The way founder’s 

brains are wired is different from the way that a traditional corporate manager thinks, 

and this puts off seasoned corporate leaders from joining even matured start-ups. 

(2) Premature for startups to implement business succession - Certain startups are at early 

growth stage and too much of processes would lead to growth slow-down and hence they 

are not in a current stage for implementing business succession planning. 

(3) Founders are the face of startups – One cannot imagine a startup without a founder who 

initiated the idea and executed it and in his/ her absence succession planning can become 

difficult. 




