

Name of the Company_________

VALUATION 

& 

DUE DILIGENCE 

GUIDELINES
Name of the Company:________
INTRODUCTION
THIS IS THE NORMAL INTRODUCTION FORMAT AND MAY BE RETAINED WITH APPROPRIATE CHANGES IN NAME OF BANK & NAME OF THE NPA

XXXXX XXXX XXX intends to acquire financial exposure specified non performing assets of __________________ (Name of the Bank). 

We have been appointed to carry out the valuation and legal due diligence in respect of the said financial asset.

This report covers the Valuation and legal Due Diligence in respect of __________________ (Name of the Company – NPA).
CONSTRAINTS & DISCLAIMERS
SAMPLE CONSTRAINTS & DISCLAIMERS ARE GIVEN BELOW. YOU MAY AMEND, MODIFY OR DELETE AS PER FACTS OF EVERY CASE
· Site visits to the plant of the Company to inspect the fixed and current assets were not permitted.

· Consequently, business and assets valuation has been done solely on the basis of information solicited from / provided by the concerned officers of State Bank of India, SAMB, Chennai and information gleaned from records made available to us by the said branch of SBI.
· Financial inputs, contingent liabilities & off balance sheet items have been considered on the basis of last available audited financial statements after making such adjustments thereto as we considered appropriate.
· Aggregation of loans balances of other lenders has been done on the basis of information available with SBI – SAMB, Chennai.
· Legal due diligence has been done on the basis of review of original documents available with SBI – SAMB in respect of its first and / or pari passu charge and copies of such documents where first charge is held by other lenders and SBI holds the second charge.
· Assets and business valuation expressed in this report is only our opinion arrived at on the basis of assessment of the available information and does not in way amount to an underwriting of the said valuation or an assurance of the final realisability.
EXECUTIVE SUMMARY

	· As against the principal outstanding in respect of working capital facility of __________________ (Name of the Bank) of Rs. ____________ (Amount of principle outstanding in the books of the Bank) current assets cover available is Rs. ____________ (Amount as per Valuation of Current Assets forming part of this report) on Forced Sales Realizable Value basis.
· As against the principal outstanding in respect of term loan of __________________ (Name of the Bank) of Rs. ____________ (Amount of principle outstanding in the books of the Bank) fixed assets cover available is Rs. ____________ (Amount as per Valuation of Fixed Assets forming part of this report) on Forced Sales Realizable Value basis.

· Recoveries from personal guarantees can be estimated to the tune of Rs. ____________ (Amount as per Collateral Valuation forming part of this report).
· Recoveries from personal guarantees cannot be estimated as details about their personal net worth are not available.

· Any other item 
· Any other item



COMPANY PROFILE
	Name of Company:
	

	
	

	Location of scrutiny:
	· Name of the Bank and Branch of visit

	
	

	Registered Office Address:
	· From the Flash Report/Delinquency Card/Asset Information Brochure
· From the audited accounts

	
	

	Administrative Office:
	· From the Flash Report/Delinquency Card/Asset Information Brochure

· From the audited accounts

	
	

	Plant Address:
	· From the Flash Report/Delinquency Card/Asset Information Brochure

· From the audited accounts

	
	

	Nature of Business:
	· From the Flash Report/Delinquency Card/Asset Information Brochure

· From the audited accounts

	
	

	Installed Capacity:
	· From the audited accounts

	
	

	Nature of Advance:
Facility wise Principal Outstanding:

Term Loan:

Working Capital:
	· From the copy of Original Application (OA) in DRT

· From loan agreement

· Bank’s internal review papers

· As per the books of the bank 


(Please obtain a copy of the ledger account 
of the company)

· As per the books of the bank 


(Please obtain a copy of the ledger account 
of the company)

	
	

	Date of NPA:
	· From the Flash Report/Delinquency Card/Asset Information Brochure

	
	

	Whether unit is operative / inoperative:
	· From the Flash Report/Delinquency Card/Asset Information Brochure
· Bank’s internal review papers

	
	

	BIFR Status:
	· From the Flash Report/Delinquency Card/Asset Information Brochure

· Bank’s internal review papers

	
	

	Last available audited financials:
	· Mention the year 

(Please obtain a copy of the same)

	
	

	Listed / Unlisted:
	


COMPANY FACT FILE
	There is no standard format for this section. Information should be provided on the following:

· Date of incorporation of the company
· Major causes of sickness
· Reasons for defaulting on loan obligations
· BIFR status (if it is a BIFR case)
· Status of other legal proceedings
· Present status of company’s operations
· Information about other business interests of promoters / directors
· Other information you consider relevant from the point of view of ASREC.

The information should be provided in “bulleted” sentences.



VALUATION METHODOLOGY

The standard valuation methodology which we normally have to follow is indicated below. If you have adopted any other methodology please include that wherever required.
Fixed & Current Assets Valuation:

· Valuation of fixed and current assets has been done without the facility of physical inspection. Consequently cognizance has been taken of the valuation report submitted by the valuer appointed by SBI. Values indicated by this valuer have been adjusted for bias, age and restricting factors in a manner we considered most appropriate.

· Fixed and / or current assets in respect of which valuation reports are not available have been valued at their depreciated book value which in our opinion fairly represents their distress sale value. 

· In view of the unavailability of basic technical details of machineries like make, manufacturer rated capacity and connected load it is not possible to ascertain the present replacement value to arrive at the depreciated replacement value.

· All the above methods have factored in considerations like clarity of title, adequacy of legal documents and legal actions like liquidation proceedings; appointment of receiver, registration under BIFR; etc.

Business Valuation:

· Business valuation has been considered on the following basis:

1. Discounted cash flows from projected operations 

2. Cash flows attributable to sale of business on going concern basis (break up value)

DETAILS OF CHARGE
	Facility
	Nature of Charge

	Term Loan:

	Outstanding as on _______ Rs. _________

	Security:
	This can be obtained from any of the following:
· O.A. filed with DRT
· Form No. 8 & 13
· Flash Report / Delinquency Card / Asset Information Brochure provided by ASREC
· Bank’s internal review papers 

	
	

	Working Capital:


	Outstanding as on _______ Rs. _________

	Security:


	This can be obtained from any of the following:

· O.A. filed with DRT

· Form No. 8 & 13

· Flash Report / Delinquency Card / Asset Information Brochure provided by ASREC

· Bank’s internal review papers 

	
	


FIXED ASSETS VALUATION
Physical inspection of the land, building and plant & machinery has been carried out by M/s. ______________ (Name of the Valuer) at the behest of _____________ (Name of the Bank) the details of which are as under:

· Land & building at______________(Mention location):
	
	

	Date of inspection:
	

	Date of certificate:
	

	Assets covered:
	

	Market Value of the property (MV):
	

	Realizable Value:
	

	Disclaimers / ‘Without Prejudice’ clauses
	


· Plant & Machinery at____________(Mention Location):
	
	

	Date of inspection:
	

	Date of certificate:
	

	Assets covered:
	

	Market Value of the property (MV):
	

	Realizable Value:
	

	Disclaimers / ‘Without Prejudice’ clauses
	


OUR VALUATION:
Our Fixed Assets Valuation is based on either of the following:

A. Available Valuation Reports of independent Valuers;
B. Latest available balance sheet; or

C. Our own inspection (which is normally not possible)  

	

	A. Valuation based on available Valuation Reports:


· As the valuation is normally conducted at the bank’s behest, we should discount the reported value for the valuer’s bias at the following rates:
· Land – 10%
· Building – 20%
· Plant & Machinery – 25 to 30%
· Other assets – 100%
· After discounting as above, depreciation should be provided for the period from the date of valuation till date. This will give us the present market value.
· The present market value should be further discounted by about 25 – 30% to arrive at the Forced Sale Realizable Value.
Our valuation:
Based on Valuation Report:
	Asset
	Market Value

(Rs.)
	Adjusted

Market Value 

(Rs.)
	Forced Sale

Realizable Value

(Rs.)

	Land
	
	
	

	Building
	
	
	

	Other Amenities
	
	
	

	Plant & Machinery
	
	
	

	TOTAL
	
	
	


Adjusted market value:

Land:

Mention the assumptions adopted
Building:

Mention the assumptions adopted
Other Amenities:
Mention the assumptions adopted
Plant & Machinery:
Mention the assumptions adopted
Forced sale realizable value: 
Mention the assumptions adopted
	

	B. Valuation based on latest available audited financial statements:


· If the available audited financial statements are more than 3 years old look for evidence that the assets are still in existence.

· Having reasonably established the existence of the assets or having ascertained that there is no evidence to establish that the assets have been disposed of proceed to the next step.

· Adjust the book value as per the last balance sheet for any favorable or adverse factors that you may observe in the course of your discussions. Values may also be appropriately adjusted if you have reliable information about the present market value of same or similar assets more particularly land and buildings. 

· Provide for depreciation on the assets from the date of the last available balance sheet till date. Assets like furniture, vehicles, computers, etc which are not expected to have material realizable value may be ignored.

· From the book value so arrived at reduce 20-25% to arrive at the Forced Sale Realizable Value (FSRV).
Our Valuation:

Based on Audited Accounts for the year ended________
	Asset
	Book Value

As on______
(Rs.)
	Adjusted
Book Value

(Rs.)
	Depreciated 

Book Value 
as on ______
(Rs.)
	Forced Sale

Realizable
Value (FSRV)

(Rs.)

	Land
	
	
	
	

	Building
	
	
	
	

	Plant & Machinery
	
	
	
	

	Electrical Installations
	
	
	
	

	Vehicles
	
	
	
	

	TOTAL
	
	
	
	


Adjusted book value:

Building:

Mention the assumptions adopted
Plant & Machinery:
Mention the assumptions adopted
Depreciated market value:

Building:

Mention the assumptions adopted
Plant & machinery:
Mention the assumptions adopted
Forced sale realizable value: 
Land:


Mention the assumptions adopted
Building:

Mention the assumptions adopted
Lender wise distribution of the security:

· From the detailed note on the NPA provided by ASREC or from the bank’s records obtain lender wise shares.

· Ascertain, from appropriate sources, the lender wise charge on securities.

· Distribute the valued securities among the various lenders in proportion to the lender wise charge. 

	Name of the Lenders
	Outstanding as per______
(Rs.)
	% share
	Proportionate Share

(FSRV basis)

(Rs.)

	IDBI
	
	
	

	Bank of India
	
	
	

	State Bank of India
	
	
	

	TOTAL
	
	
	


	

	Provide the summary of the valuation of fixed assets and the amount of share attributable to the Bank.


CURRENT ASSETS VALUATION

Current assets should not normally be assigned any value unless there is sufficient reason to believe that some realization is possible.
Based on Audited Accounts for the year ended__________:
	Asset
	Book Value

(Rs.)
	Estimated
Realizable Value 

(Rs.)
	Basis of Estimation

	Inventories:
	
	
	

	Raw Materials
	
	
	

	Stores & spares
	
	
	

	Tools
	
	
	

	Work in Progress
	
	
	

	Finished Goods
	
	
	

	TOTAL
	
	
	

	Sundry Debtors:
	
	
	

	Due for over 6 months
	
	
	

	Other Debts
	
	
	

	TOTAL
	
	
	

	GRAND TOTAL
	
	
	


Lender wise distribution of the security:

· From the detailed note on the NPA provided by ASREC or from the bank’s records obtain lender wise shares.

· Ascertain, from appropriate sources, the lender wise charge on securities.

· Distribute the valued securities among the various lenders in proportion to the lender wise charge. 

	Name of the Lenders
	Outstanding as per______

(Rs.)
	% share
	Proportionate Share

(FSRV basis)

(Rs.)

	IDBI
	
	
	

	Bank of India
	
	
	

	State Bank of India
	
	
	

	TOTAL
	
	
	


	

	Provide the summary of the valuation of current assets and the amount of share attributable to the Bank.


COLLATERAL VALUATION

Valuation of Personal Guarantees:

Realization from personal guarantees is to be estimated only on the basis of valuation reports, if available, as discounted appropriately.

	Particulars of 

Collateral Securities
	Estimated 

Realizable 

Value
	Basis of Estimation

	Personal guarantee of Mr. _________
	0
	

	Personal guarantee of Mr. _________
	0
	

	Personal guarantee of Mr. _________
	0
	

	Personal guarantee of Mr. _________
	0
	

	Estimated Realizable Value
	0
	


BUSINESS VALUATION

· Business Valuation: (On NPV of projected cash flow basis)

(Refer sample format below)

· Valuation on the basis of projected cash flow from operations is to be done if financial projections (indicate source of financial projections) are available.

· Alternatively it may be done if you are yourself in a position to make reasonable financial projections on the basis of available information. However in this case basis, assumptions, constraints and disclaimers, etc. should be clearly given.
Source of Information: Company’s Rehabilitation Proposal

Base: Company’s restructured balance sheet 
(Rs. in Lacs)

	Particulars
	Year – 1
	Year – 2
	Year – 3
	Year – 4
	Year – 5
	Year – 6

	
	05 – 06
	06 – 07
	07 – 08
	08 – 09
	09 – 10
	10 – 11

	SOURCES:



	Profit before tax
	
	
	
	
	
	

	Less: Tax
	
	
	
	
	
	

	Profit after tax
	
	
	
	
	
	

	Add:
	
	
	
	
	
	

	Depreciation
	
	
	
	
	
	

	VRS amortized
	
	
	
	
	
	

	Cash Profit
	
	
	
	
	
	

	Term Loans
	
	
	
	
	
	

	Bank Borrowings
	
	
	
	
	
	

	No Lien Account
	
	
	
	
	
	

	Total Sources
	
	
	
	
	
	

	APPLICATIONS:



	Net current assets
	
	
	
	
	
	

	Capital expenditure
	
	
	
	
	
	

	Term loan repayments
	
	
	
	
	
	

	Repayment of CC
	
	
	
	
	
	

	Deferred sales tax
	
	
	
	
	
	

	Non current liabilities
	
	
	
	
	
	

	VRS
	
	
	
	
	
	

	Total Applications
	
	
	
	
	
	


	Net Inflow/(Outflow)
	
	
	
	
	
	

	Discount Factor – 8%
	
	
	
	
	
	

	Discounted Cash Flow
	
	
	
	
	
	

	Value of Operations
	SUM TOTAL OF DISCOUNTED CASH FLOWS
	


· Valuation of Total Business:









(Rs. in Lacs)
	
	

	Value of operations during explicit forecast period as above
	

	Market value of non – operating assets, if any
	

	TOTAL BUSINESS VALUATION
	


· Examples of Disclaimers:

1. The Company has a history of not adhering to its commitments. This fact has not been given any weightage in the above valuation working. 

2. Projections have been accepted without going into the achievability or otherwise of the projected targets.

3. Restructured balance sheet has been accepted as the base, without going into the acceptance of restructuring by existing lenders.

4. Projected additional financial support in the form of new term loans and working capital facilities has been accepted as indicated in the projections.

5. The working and the valuation above should be considered in conjunction with the financial analysis based on the audited financial statements for the year 2003 – 2004 given below.

· Financial Analysis:

(Financial Ratios on the basis of audited financial statements for the year __________)

Solvency Test:

	Indicative Ratio Analysis
	Ratio
	Analysis

	Debt – Equity Ratio
	
	

	Current Ratio
	
	

	Liquid Ratio
	
	

	Proprietary Ratio
	
	


Profitability Test:

	Indicative Ratio Analysis
	Ratio
	Analysis

	Gross Profit Ratio
	
	

	Net Profit Ratio
	
	

	Return on Investment
	
	

	Return on Capital Employed
	
	


· Business Valuation:

(Present Net Worth on Going Concern Basis):
This is required to be done on the basis of the last available financial statements as adjusted for the time elapsed between the date of the financial statements and today.

Refer Annexure – I for the detailed Valuation Sheet

	

	Break up Value Rs. ______ per share


· Business Valuation:

(Net Worth after Debt Aggregation on Going Concern Basis):
This is required to be done on the basis of the last available financial statements as adjusted for the time elapsed between the date of the financial statements and today.

Refer Annexure – II for the detailed Valuation Sheet
	

	Break up Value Rs. _______  per share


LEGAL DUE DILIGENCE

· The documents are to be reviewed for current validity i.e. the documents are not invalid and unenforceable on account of being barred by limitation of 3 years.

· However if legal proceedings have already been initiated by any lender against the borrower and the documents have already been admitted by Court limitation ceases to be applicable and in such case documents may be assumed to valid and legally enforceable.

(As per executed original documents made available at ___________)

	Particulars
	Date of Document
	Current Validity

	Deed of hypothecation
	
	

	Mortgage deed
	
	

	Title Deeds
	
	

	Creation of Charge (Form 8 & 13)
	
	

	Revival Letter
	
	

	Title Search Report
	
	

	Security Audit Reports
	
	

	Attachment Orders
	
	

	Counter Claims
	
	

	Lender Actions (BIFR, DRT, u/s. 138)
	
	

	Collateral Security:
Deed of Guarantee
	
	


OTHER INFORMATION
· In this section information is to be given about contingent liabilities as disclosed in the last available financial statements.

· Efforts should also be made to ascertain other possible contingent liabilities which may not be disclosed in the financial statements but which can be ascertained with reasonable reliability on the basis of discussions with bank officials or records / information available at the bank.   

· Statutory dues:

(Mention the source of information)
	

	As at ________:
Sales Tax:
Rs. ______
TDS:

Rs. ______



· Gratuity & other employee related retirement / termination dues:

(Mention the source of information)
	

	As at ________:

Gratuity:
Rs. _______
Staff Dues:
Rs. _______



· Contingent liabilities / off balance sheet items:

(Mention the source of information)
	

	As on ________:
Guarantees:


Rs. _______
Bills discounted with banks:
Rs. _______
Entry tax:


Rs. _______



RESOLUTION STRATEGY

· Under the SARFAESI Act the following courses of action are available to the Asset Reconstruction Company:

· Take possession of the secured assets of the borrower.
· Take over the management of the business of the borrower.
· Appoint any person to manage the secured assets the possession of which has been taken over.
· On the basis of our valuation of the NPA we have to recommend to ASREC a strategy that will, in our opinion, ensure a reasonable return on ASREC’s investment in this NPA.

· Our resolution strategy has to advise the price that ASREC may bid for this NPA and the course of action that in our opinion it should take.  

A sample resolution strategy is given below: 

· In our opinion, option for enforcement of security interest as envisaged under clause 13(4)(b) of the SARFAESI Act, i.e. takeover the management of business of the borrower including the right to transfer by way of lease, assignment or sale for realizing the secured asset, is not available to SBI, since substantial portion of the borrower’s business is not held as security by SBI.

· SBI’s working capital exposure of Rs. 3.03 crore is covered by current assets valued at Rs. 2.17 crores.

· ASREC may bid for the exposure of Rs. 3.03 crore for Rs. 1 crore, being approx. 50% of the valued current assets; subject to current enforceability of the charges as indicated in the Legal Due Diligence section of this report.

INDUSTRY PROFILE

A data base on various industries is being created by us at Mumbai that will give an insight into the industry to which the NPA belongs.

You are required to give inputs below only with regard to the borrower under review.
· Government Policies:

Domestic market  

Export market

· Present Industry profile:

Existing demand:
Domestic:

Export:

· Existing industry capacity:

Excess / shortfall in supply

· Anticipated Industry Profile: 

Anticipated demand

Domestic:

Export:

· Anticipated industry capacity:

Anticipated excess / shortfall in supply

· Total capital investment in industry (existing):
· Borrower’s capital investment:
· Borrower’s installed capacity as % of total industry capacity:
· Market share of borrower:
· Total capital investment in industry (anticipated):
· Borrower’s competitors in terms of capital investment, installed capacity & market share:
· Estimated cost of new project (with capacity):
· New projects (with names & capacities) already in pipeline and estimated time of completion:
Annexure – I:

BUSINESS VALUATION

(Present Net Worth on Going Concern Basis)

	Particulars
	Source
	Amount
	Adjustment
	Adjusted 

Amount

	
	
	
	In respect of
	Amount
	

	ASSETS
	
	
	
	
	

	Fixed Assets:
	
	
	
	
	

	Land
	
	
	
	
	

	Building
	
	
	
	
	

	Plant & Machinery
	
	
	
	
	

	Electrical Installations
	
	
	
	
	

	Furniture Fixtures
	
	
	
	
	

	Vehicles
	
	
	
	
	

	Capital WIP
	
	
	
	
	

	Current Assets
	
	
	
	
	

	Sundry Debtors
	
	
	
	
	

	Inventories
	
	
	
	
	

	Advances
	
	
	
	
	

	Cash & Bank Balance
	
	
	
	
	

	Accumulated Losses

(In absence of c/fd losses as per I/T)
	
	
	
	
	

	TOTAL ASSETS
	
	
	
	
	

	LIABILITIES
	
	
	
	
	

	Secured Loans
	
	
	
	
	

	Unsecured Loans
	
	
	
	
	

	Current Liabilities
	
	
	
	
	

	Contingent Liabilities
	
	
	
	
	

	TOTAL
	
	
	
	
	

	BUSINESS VALUATION
	
	
	
	
	

	TOTAL No. OF EQUITY SHARES
	
	
	
	
	


	Break up value of shares:  Rs. _______ per share


Annexure – II:
BUSINESS VALUATION

(Net Worth after Debt Aggregation on Going Concern Basis)

	Particulars
	Source
	Amount
	Adjustment
	Adjusted 

Amount

	
	
	
	In respect of
	Amount
	

	ASSETS
	
	
	
	
	

	Fixed Assets:
	
	
	
	
	

	Land
	
	
	
	
	

	Building
	
	
	
	
	

	Plant & Machinery
	
	
	
	
	

	Electrical Installations
	
	
	
	
	

	Furniture Fixtures
	
	
	
	
	

	Vehicles
	
	
	
	
	

	Capital WIP
	
	
	
	
	

	Current Assets
	
	
	
	
	

	Sundry Debtors
	
	
	
	
	

	Inventories
	
	
	
	
	

	Advances
	
	
	
	
	

	Cash & Bank Balance
	
	
	
	
	

	Accumulated Losses

(In absence of c/fd losses as per I/T)
	
	
	
	
	

	TOTAL ASSETS
	
	
	
	
	

	LIABILITIES
	
	
	
	
	

	Secured Loans
	
	
	
	
	

	Unsecured Loans
	
	
	
	
	

	Current Liabilities
	
	
	
	
	

	Contingent Liabilities
	
	
	
	
	

	TOTAL
	
	
	
	
	

	BUSINESS VALUATION
	
	
	
	
	

	TOTAL No. OF EQUITY SHARES
	
	
	
	
	


	Break up value of shares:  Rs. _____ per share


THANK YOU
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