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FOREWORD

Businesses take shape and flight in an economic environment which is energetic, 
supportive and conducive to business. India, one of the leading BRIC countries, 
possesses tremendous potential to be the major change agent in the world. The country 
currently has the right ingredients to move forward and create a major platform for global 
investments. A majority government, positive and dynamic regulatory environment, vast 
and favourable demography and watchful and encouraging regulators all come together 
to create a platform for the next arena of global growth. 

Over the past decade the Capital Markets have evolved significantly. As a part of the 
Capital Markets, the Corporate Bond Market has grown manifold as well, especially due 
to efforts of the Government, SEBI and Reserve Bank of India. While the Corporate Bond 
Market is still small as compared to the global economy, it is geared for exponential growth 
over the next few years. In this issue, we attempt to give a glimpse into the operational and 
regulatory world of Corporate Bonds in India. 

Simultaneously we also recognise the dynamics of the Mergers and Acquisition and the complexities that come about 
due to acquisitions of business. In this publication we provide a brief understanding on the concept of Indirect Acquisition 
and the regulatory framework which supports such acquisitions. Also, given that a lot of deals in the Capital Market are 
driven on valuation parameters, the Discounted Cash Flow method is a recognised method to assess such value of 
business, and has been discussed in this issue. 

In a challenging economic environment, recognising the need to restructure corporate finances becomes the most 
responsible thing to do. Fortunately, the regulatory support of the government, coupled with proactive measure of the 
Reserve Bank of India provide a framework and mechanism under which Banks can provide a suitable restructuring to 
Corporates, whilst protecting the Bank’s Capital. We also present a brief note on Debt Restructuring and its means and 
method for Corporates. 

We at Vivro believe that an investment in knowledge always pays the best dividends. With this I welcome you to November 
2015 issue of FINTELLIGENCE.

Nilesh Vaishnav
Chairman
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PUBLIC ISSUES OF CORPORATE BONDS 
AN OPPORTUNITY FOR INDIAN CORPORATES 

Introduction
With increasing investors’ appetite and supportive regulatory framework, the Indian corporate bond market has 
transformed itself into a much more pulsating trading field for debt instruments from the elementary market that it was 
about a decade ago. 

When India is endeavoring to sustain its high growth rate, this article attempts to highlight the importance of issuance of 
corporate bonds, present regulatory framework and suggest an improvement in the participation by investors to assist 
corporates explore how financing constraints in any form can be removed and alternative financing channels through 
corporate bonds be developed in a systematic manner for supplementing traditional bank credit. 

While the equity market in India has been quite active, the size of the corporate debt market is very small in comparison 
to not only developed markets, but also some of the emerging market economies in Asia. Hence it is essential that a 
participative and liquid corporate debt market can play a critical role by supplementing the banking system to meet 
the requirements of the corporate sector for long-term capital investment, asset creation and moderating the cost of 
borrowings. 

Present status of the Corporate Bond market in India
As per Securities and Exchange Board of India (SEBI) database, outstanding corporate bonds amounted to around Rs. 
18 trillion ($ 265 bn approx.) as on March 2015 which constitutes roughly 11% of Gross Domestic Product (GDP) (SEBI 
& World Bank database), whereas the proportion of bank loans by Scheduled Commercial Banks to GDP in India is 
approximately 40%. In comparison to India, outstanding corporate bonds are close to 115% of GDP in US, around 60% 
in Japan and close to 110% in United Kingdom (Bank for International Settlements – Quarterly Review 2015). 

Historically, bank finance coupled with equity markets and external borrowings has always been the preferred funding 
source for Indian corporates. The proportion of the corporate bonds, on other hand, stand at a very meager percentage 
of the aggregate outstanding funding to corporates. 

Sr. No. Funding sources As percentage of GDP (Approx.) 

1 Equity Market Capitalization 65%

2 Outstanding Bank / FI funding 40%

3 Corporate Bonds Outstanding 11%

Source: RBI, BIS and World Bank database
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In India, Infrastructure Companies, PSUs and NBFCs are dominating the corporate bond market and frequently issue 
debentures. PSU bonds are generally treated as proxies for sovereign paper, sometimes due to explicit guarantees and 
often due to the comfort of public ownership. Some of the PSU bonds are tax-free, unlike most other bonds, including 
government securities and are issued at attractive rates to the Investors.  Due to top notch credit rating, public ownership 
and Government support, investors are looking for an opportunity to invest in such bonds.

In order to expand business and meet working capital requirements, NBFCs have been opting for retail issues of Non-
Convertible Debentures (NCDs) rather than commercial papers, as this helps them broaden their investor base. 

Public Issue of Corporate Bonds has not been a very popular means of fund raising for corporates in India. Corporates 
are currently issuing debentures on private placement basis to mostly Banks and Financial Institutions and thereafter 
getting the same listed on stock exchange(s) for liquidity and certain tax benefits. 

Fortunately, the presence of a big private sector, deregulated interest rates, well developed government securities 
market, highly developed clearing and settlement system, credible rating agencies, and supporting regulatory structure 
augur well for the development of the corporate bond market in India.

Types of Debt Market in India
The Debt Market in India comprises of broadly two segments, viz. Government Securities Market and Corporate Debt 
Market. Corporate Debt issued by a company is either in the form of Commercial Paper (CP) or Corporate Debentures/
Bonds (CB). At present, any company incorporated in India, even if it is part of a multinational group, can issue corporate 
bonds. 

Corporate Debt can be raised through public issues or private placement routes. Private Placement is defined as ‘any 
offer of securities or invitation to subscribe securities to a select group of persons (less than 200) by a company (other 
than by way of public offer) through issue of private placement offer letter. While a Public Issue is an offer made to the 
public in general to subscribe to the debentures/bonds. 

There are two market segments for listing of Corporate Bonds on the bourses i.e. BSE Ltd., National Stock Exchange 
Limited and Metropolitan Stock Exchange of India Ltd. (erstwhile MCX-SX).

• Wholesale Debt Market segment for privately placed securities and 

• Capital Market Segment for securities issued under public issue. 

RBI and SEBI have made active efforts for the orderly development of the Corporate Bond Market in India to ensure 
larger participation from all segments of the investors including retail investors and repose confidence by safeguarding 
their investments.  

Public Issue of Corporate Bonds / Non-Convertible Debentures (NCDs)
Non-Convertible Debenture is an instrument of debt executed by the company acknowledging its obligation to repay the 
sum at a specified date, carrying an interest and is not convertible into equity. It includes debenture, bonds, and such 
other securities and is secured / unsecured in nature. A Public issue of Bonds/NCDs is a means of raising funds by 
‘borrowing’ money from public markets against an issue of marketable securities to meet certain business objectives. 

The issuer is the company or the organization who borrows the funds whereas the lender is the investor. Public issue of 
bond is a convenient and cost-effective way of fund raising. Bonds are less risky and volatile as compared to equities. 
Bonds also have a definite period term or maturity after which the bonds may be redeemed. The transaction of issuing 
bonds by the organization to the lender takes place in the primary market, while the bonds that are issued earlier are 
traded in the secondary market.

Compliance under the SEBI (Issue and listing of Debt Securities) Regulations, 2008
The Public Issue of Corporate Bonds/ NCDs is governed by the Companies Act, 2013 and SEBI (Issue and listing of 
Debt Securities) Regulations, 2008 (SEBI Debt Regulations). Issuers that are NBFCs are also subject to compliance of 
regulations framed by the RBI.  
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Option to retain  
over-subscription 

money up to a 
maximum of 100% 
of the Base Issue 

Size.

Obtain n-principle 
approval for listing 

of its debt securities 
on the recognized 
stock exchanges, 

where the 
application of listing 

has been made.

Create 100%  
security on Assets for 

the NCDs. NBFCs, 
are permitted to issue 

Unsecured NCDs having 
a maturity of more than 5 
years and these shall be 

eligible as Tier – II  
Capital.

The Minimum 
Base Issue size of 
the Public Issue 

should be Rs. 100 
crores.

Specific disclosures 
with regards 

to “Objects of the 
Issue” are required 
to be made in the 

Prospectus. 

‘Credit Rating’ from 
at least one Credit 
Rating Agency for 

the proposed Public 
Issue.

Appoint a Merchant 
Banker and a 

SEBI registered 
Debenture Trustee.

Minimum  
subscription of 75% 
of the Base Issue 

size, failing which the 
amount procured will 

have to be repaid 
along with interest.

Certain key aspects of the SEBI Debt Regulations are as under

Additional compliances by NBFCs 
In addition to the above, NBFCs are required to comply with the guidelines / regulations of the Reserve Bank of India 
which, inter alia, requires a Systemically Important NBFCs to maintain Capital to Risk-Weighted Assets Ratio (CRAR) of 
15% and adhere to strict corporate governance requirements. Further, for all NBFCs, Unsecured NCDs are considered 
as subordinate debt and qualify for Tier II Capital for the purpose of calculating CRAR. However, Tier II capital can only 
be 50% of the Tier I Capital. Accordingly, issues of Unsecured NCDs are restricted to that extent.

Brief process on the Public Issue of Bonds/ NCDs and Other Compliances 
Companies are permitted to raise capital as debt from the public at large as well as institutional investors by way of a 
Public Issue of Non-Convertible Debentures. Unlike a Public Issue of Equity Shares, the Offer Document for a Public 
Issue of Non-Convertible Debentures is not required to be approved by SEBI but an In-Principle approval is obtained 
from the Stock Exchange on which the Debentures are to be listed.

The Offer Document is to be prepared as per the disclosure requirements under the Companies Act, 2013 and SEBI 
Debt Regulations. 

The Public Issue process begins with the appointment of a Merchant Banker. The Company, along with the Merchant 
Banker, evaluates the Objects for which funds are to be raised and structures the instrument which shall be most suited 
for the Company based on balance sheet considerations, profitability analysis and cash flow analysis. In structuring a 
NCD Issue, several factors are to be taken into consideration including the type of redemption pattern of securities, 
options of interest payments based on redemption patterns and class of investors, the security to be offered and the 
timing of the issue among several other considerations.

Once the In-principle Approval is obtained from the Stock Exchange, marketing efforts for the NCD Issue may be 
initiated. NCDs are marketed to Financial Institutions, Institutional Investors, Mutual Funds, Insurance Companies, HNI(s) 
and Retail investors. 

Tax benefits to Investors 
•  Interest received on the NCD held in dematerialized form (Demat) by the investors would not be subject to deduction 

of tax at source at the time of credit/payment.

• Long-term capital gain on the transfer of listed debentures is exempt from the levy of tax. Though short-term capital 
gains on the transfer of listed debentures, where debentures are held for a period of not more than 12 months would 
be taxed at the normal rates.



• In case the debentures are held as stock in trade, the income on transfer of debentures would be taxed as business 
income or loss in accordance with and subject to the provisions of the I.T. Act.

Why Public Issue of Corporate Bonds/ NCDs  
1. Flexibility in Structuring the Instrument

Corporates are always on the look out for new avenues of fund raising. Listed Corporate Bonds provides several 
structuring benefits in this respect. 

The Rate of Interest for the NCDs are market driven and depend upon various criteria, including but not limited to 
credit rating of the Company. Companies have an opportunity to structure their corporate bond issuance with flexibility 
in the rate of interest, interest payment options – monthly, quarterly, annually and cumulative, tenure, security, put and 
call options, minimum investment amount and right to retain oversubscription up to 100% of the Base Issue Size, 
among others. The Issue period can be kept open for more number of days as compared to Equity Public Issues.

Mahindra & Mahindra was the first Indian company to issue 50-year plain-vanilla rupee-denominated instrument. This 
is indicative of the increasing confidence of investors in corporate India’s long-term prospects. Long-term investors 
such as pension funds and insurance companies can use such long-tenure instruments to better align the duration 
of their portfolios.

2. Potential for large retail participation

In comparison to interest rates available on Fixed Deposits of Commercial Banks, Corporate Bonds provide better 
returns with varying risk profiles of instruments. At present, close to INR 81,358.4 billion of retail investments are in 
FDs of Commercial Banks which may be channelized into Corporate Bonds by creating the right awareness on the 
structure and form of Corporate Bond Instruments. 

3. Strong appetite of FII to invest in Corporate Bonds in India

Foreign institutional investors (FIIs) have shown a greater interest in investing into India on account of the favourable 
investment scenario being created by the government. The Corporate Bond instruments are an attractive investment 
which earns slightly better yields in comparison to Government Securities. 

Future measures and growth of Corporate Bond market  
1. Market making mechanism - SEBI is actively considering a market making framework to provide liquidity in the 

Corporate Debt Market. This will foster interest in the secondary market.

2. Awareness with the retail investors - An incentivized distribution channel can create awareness among retail 
investors on investment into Corporate Bonds which shall deepen retail participation in the market.

3. Simplified stamp duty provisions - There is inconsistency in stamp duty provisions in primary issuances and 
secondary market transactions. Clarity on this front and alignment with international practices will contribute towards 
deepening the market participation.

4. Taxation - FII and QFIs are required to pay withholding tax on interest paid by Indian Corporate which proves to be 
a deterrent at times.

5. Wider role and power to the Debenture Trustees (DTs) - A strengthened role of DTs with powers to enforce 
contracts and security kept in trust shall enhance the confidence of retail and institutional investors. 

6. Other measures - There are several other measures viz. mechanism for credit enhancements by credit/liquid facilities, 
roll over or re-issue of debt securities with minimal legal requirements, extending policy and regulatory support, clarity 
on issue of partly paid NCDs; could facilitate in the improvement in the Corporate Bond Market in India. 

Conclusion 
The potential of the Corporate Debt Market in India is tremendous. However, low penetration and awareness 
amongst masses, especially retail investors, mainly due to the lack of awareness on the characteristics of these 
instruments is a hindrance to its growth. On a positive note, mutual funds have found favour in well rated corporate 
bonds and have contributed to the development of this market. As the economy picks up, traditional sources of 
fund raising will have to be complimented with new avenues and like financially developed nations India will also 
unravel the untapped potential of the corporate debt market with greater retail participation, akin to the developed 
equity markets in India.
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INDIRECT ACQUISITIONS AS PER THE  
TAKEOVER CODE 

Introduction
Shareholding, ownerships and rights attached thereto are essential and valuable assets worldwide. In today’s competitive 
world, growth in business is not only organic but also inorganic and hence this has brought about a significant rise in M & 
A activities among companies that are listed as well as unlisted. With this rising trend in M & A activities, regulators have 
enacted regulations which not only protect the rights of the majority shareholders, but also that of public shareholders and 
minority shareholders. Protection of interests of public and minority shareholders is an important corporate governance 
principle that gains further significance in case of listed companies.

In line with international practices, Securities Exchange Board of India (SEBI) enacted takeover regulations which have 
evolved significantly over the years and now are regulated under the SEBI (Substantial Acquisition of Shares and Takeover 
(‘SAST’)) Regulations, 2011. An evolution of the Takeover Regulations is summarised in the time line as under:

Applicability of SEBI (SAST) Regulations, 2011
The SEBI (Substantial Acquisition of Shares and Takeover) Regulations, 2011 apply to direct and indirect acquisition of 
shares or voting rights in, or control over Target Company.

“Acquisition”1 means, directly or indirectly, acquiring or agreeing to acquire shares or voting rights in, or control over, a 
target company;

“Control”2  includes the right to appoint majority of the directors or to control the management or policy decisions 
exercisable by a person or persons acting individually or in concert, directly or indirectly, including by virtue of their 
shareholding or management rights or shareholders agreements or voting agreements or in any other manner.

1. As defined under section 2 (1) (a) of the Securities Exchange Board of India (Substantial Acquisition of Shares and Takeovers) Regulations, 2011.

2. As defined under section 2 (1) (e) of the Securities Exchange Board of India (Substantial Acquisition of Shares and Takeovers) Regulations, 2011.
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NOVEMBER 4
SEBI enacted Takeover
Regulations 1994.

NOVEMBER
The Bhagwati Committee constituted
to review the 1994 takeover regulations

Periodic amendments of the 1997 code
on account of evolving market practices
and transaction.

The Bhagwati Committee was reconstituted
and submitted a report in 2002 to make
amendments to the 1997 regulations

FEBRUARY 20
SEBI notifies a new takeover code repealing

the erstwhile 1994 takeover regulations

SEPTEMBER 4
SEBI constituted the Takeover Regulations

Advisory Committee (‘TRAC’)

SEPTEMBER 23
Based on the recommendations of TRAC, SEBI

(Substantial Acquisition of Shares and Takeover)

Regulations, 2011 was notified
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Concept and Evolution of Indirect Acquisitions 
Under the SEBI (SAST) Regulations, 2011 acquisitions are divided into two types – Direct and Indirect Acquisitions. 

Direct Acquisition: Acquisition of such number of shares that the shareholding of Acquirer along with Persons Acting in 
Concert3 (PAC) exceeds the stipulated thresholds and crosses the limit of 25% of shares or voting control of the target 
company4. This will trigger an obligation to make an Open Offer.

Indirect Acquisition means acquisition of shares or voting rights in, or control over, any company or other entity that 
would enable the acquirer or PAC with him to exercise or direct the exercise of such percentage of voting rights in, or 
control over, a target company, the acquisition of which would attract the obligation to make an open offer.

The concept of Indirect Acquisition was introduced in the 1997 regulations as per the recommendations of the Bhagwati 
Committee through an explanation in the then prevailing regulations, which restricted the trigger for being covered as an 
indirect acquisition of a target company only through its listed or unlisted Holding Company. In 2002, SEBI deleted the 
word ‘holding’ to widen the scope of the explanation to cover indirect acquisitions through all companies whether holding 
companies or otherwise. 

The Takeover Regulations Advisory Committee (“TRAC”) constituted by the SEBI in its 2010 report recommended that all 
indirect acquisitions which resulted in the ability to exercise voting rights in  excess of the existing voting rights,  or control 
over a target company would trigger a mandatory open offer. 

The TRAC also recommended that where the target company was a “predominant part of the business” of the entity 
being acquired, such indirect acquisition would be treated at par with a direct acquisition for all purposes under the 
proposed new takeover regulations. An objective test in this regard was established with a view to determine what would 
constitute a “predominant part of the business”.

Categories of Indirect Acquisitions
• Deemed Direct Acquisition

Target
(Listed Company)

(Indirect Acquisition)
>80%  

on the basis of the most 
recent audited financial 

statements

Listed/Unlisted Entity or business  
being acquired

(Primary Acquisition)

Proportionate net asset value, sales turnover 
or the market capitalization

Consolidated net asset value, sales turnover 
or market capitalization

Such an indirect acquisition is treated as a direct acquisition under the 2011 Regulations for all intents and purposes 
and the provisions in relation to direct acquisitions will apply.

• True Indirect Acquisition

If the 80% threshold test as indicated above is not met, the acquisition is treated as an indirect acquisition under the 
2011 Regulations and certain distinct provisions relating to indirect acquisitions shall apply.

Case Studies – Indirect Acquisition
The new regulations accorded a principle-based treatment to “indirect” acquisition and its valuation. The determining 
factor for an indirect acquisition is the  actual control / voting rights an acquirer is able to exercise in the indirectly 
acquired company through either the intermediary holding company or other entity whether listed or unlisted - in India 
or abroad. There are numerous interesting case studies which will give an overview of the whole gamut of indirect 
acquisitions during the past years. 

3. As defined under section 2(q) of the Securities Exchange Board of India (Substantial Acquisition of Shares and Takeovers) Regulations, 2011.

4. “Target Company” means a company and includes a body corporate or corporation established under a Central legislation, State legislation or Provincial legislation for the time 
being in force, whose shares are listed on a stock exchange. The target company is the company being acquired – directly or indirectly;
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Indirect Acquisition of control over Zenotech Laboratories Limited (Target Company) by Sun 
Pharmaceuticals Limited (Acquirer)5  
As per a Scheme of Arrangement between Sun Pharmaceuticals Limited (‘SPIL’, ‘Acquirer’) and Ranbaxy Laboratories 
Limited (‘RBL’), Ranbaxy was merged into the Acquirer (Primary Acquisition) on April 6, 2014. Prior to implementation 
of the Scheme, Ranbaxy held 46.84% of the fully diluted equity and voting capital of the Zenotech Laboratories Limited 
(‘ZLL’, ‘Target Company’). The merger resulted in the Acquirer owning 46.84% of the voting rights in the Target which 
resulted in an indirect change in control over the Target Company and triggered Reg 3(1), 4 and 5(1) of SEBI (SAST) 
Regulation, 2011.

Indirect acquisition of control over ESAB India Limited (Target Company) by subsidiaries of 
the Acquirer6 
Primary Acquisition: On September 12, 2011 Cofax Corporation (‘Acquirer’), through its indirect wholly owned 
subsidiary Colfax UK Holdings Ltd, announced its intention to make an offer to acquire 100% of the issued and paid up 
share capital of Charter International PLC (‘Charter’) and the parties entered into an implementation agreement for the 
acquisition. The Primary Acquisition was implemented pursuant to a scheme of arrangement under Jersey law and was 
sanctioned by the Royal Court of Jersey on January 12, 2012. 

Indirect Acquisition: Charter indirectly held 55.65% of the Shares and voting rights and also indirectly controlled ESAB 
India Limited (‘Target Company’) through its indirect subsidiaries namely, Exelvia (holding 18.34% of the Shares of the 
Target Company) and ESAB Holdings (holding 37.31% of the Shares of the Target Company). This incidental acquisition 
of the Target Company through the Primary acquisition resulted into an Indirect Acquisition which triggered the Takeover 
Code in India.

5. As per Letter of offer dated June 18, 2015  

6. As per Letter of Offer dated March 02, 2012



• ALSTOM T&D India Limited (Target Company)7: 

ALSTOM Holdings (Acquirer) held 70% share capital of ALSTOM Grid Finance B.V. (Grid Finance). On September 17, 
2012, the Acquirer entered into a SPA with Schneider Electric Services International for the acquisition of remaining 
30% of the share capital of Grid Finance.  Grid Finance along with its nominees held 100% of paid-up share capital 
of Grid Equipments Limited, which in turn held 73.40% of the Voting Share Capital of the Target Company. In view of 
the said transaction, the Acquirer acquired 100% of the capital of the Grid Finance and indirectly acquired control over 
the Target Company. This indirect acquisition was regarded as Deemed Direct Acquisition. Therefore the transaction 
has resulted into triggering of Regulation 4, 5(1) and 5(2) of the SEBI (SAST) Regulations, 2011.

• Cimmco Limited (Target Company)8:   

On 15.04.2014, Titagarh Wagons Limited (The Acquirer) was allotted 6,40,00,000 equity shares of Rs. 10 each 
pursuant to conversion of 6,40,00,000 0% Optionally Fully Convertible Debentures (‘’the OFCD’’) of Cimco Equity 
Holding Private Limited (“CEHPL”, “PAC”), which increased  the shareholding of Acquirer in CEHPL from 50% to 
99.23%. This conversion resulted in indirect acquisition of shares and voting rights of the Cimmco Limited (Target 
Company), a group company of CEHPL. Subsequently on 16.04.2014, the Acquirer acquired the residual shares 
representing 0.77% of the voting rights of CEHPL thereby making CEHPL a wholly owned subsidiary of the Acquirer.  

Titagarh Wagons Limited (The Acquirer) and  Cimco Equity Holding Private Limited  (CEHPL ) (‘’PAC’’) made an open 
offer under regulation 4, 5(1) and 5(2) regarded as Deemed Direct Acquisition pursuant to an indirect acquisition of 
shares, voting rights and control of the Cimmco Limited by Titagarh Wagons Limited.

• Jet Etihad deal - Acquisition of Control:

Etihad Airways (“Etihad”) entered into an Investment Agreement (IA) with Jet Airways (Jet) and its existing promoters 
to subscribe to 24% equity shares in Jet. The Parties entered into various commercial agreements to execute 
the transaction. Competition Commission of India (CCI) observed that the cumulative effect of these agreements 
established Etihad’s joint control over Jet. SEBI served show cause notice on the promoters of Jet, alleging that Etihad 
acquired joint control over Jet under the Takeover Code requiring an open offer under regulation 4 of the Takeover 
Code by Etihad. 

In order to avoid the open offer,  the parties to the various agreements executed amendment agreements to remove 
contentious clauses which were questioned by the regulators from a ‘control’ perspective, and certain terms were 
amended such as: Removal of the Right to recommend candidates to senior management positions of Jet;  Abu 
Dhabi no longer the exclusive hub for flights flying towards Africa, North America, South America and UAE; Etihad’s 
lead role in negotiations for acquisition of aircrafts now replaced by reciprocal arrangements subject to approval of  
both Jet and Etihad’s Boards. Subsequently SEBI vide its order dated May 8, 20149, held that the said transaction 
would not tantamount to acquisition of control and does not attract the provisions of the SEBI (SAST) Regulations, 
2011
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7. As per Letter of offer dated December 12, 2012 

8. As per Letter of offer dated June 28, 2014 

9. Order WTM/RKA/CFD-DCR/17/2014

Conclusion 
In comparison to the 1997 Regulations, the 
2011 Regulations provide a more detailed 
and transparent framework for indirect 
acquisitions.  SEBI as well as the TRAC have 
made significant progress in providing clarity 
to companies and practitioners in determining 
indirect acquisitions and the legal framework 
and requirements surrounding the same.  The 
events giving rise to the creation of a legal 
tender offer obligation in the context of an 
indirect acquisition have been clearly spelt out 
and the regulations provide comprehensive 
timelines and pricing methods in the context of 
deemed direct and indirect acquisitions. 



DEBT RESTRUCTURING - 
ROAD TO RECOVERY

Businesses are not insulated from external environmental factors nor do all have strict financial controls to protect 
them from risks of internal financial failure. A tough and competitive environment can put the external and internal 
financial controls of a business to test. During testing times, a business may not be able to honour its commitments to 
creditors and lenders. At such a time, a business may be required to restructure its financial affairs. The purpose of debt 
restructuring is to restore the financial health of the company and stabilise it in a sustainable manner over a long term 
period. 

Debt Restructuring by Lenders 
In India, expansion and operating capital is provided, to a large extent, by Banks and Financial Institutions on a secured 
basis. For under-performing or stressed businesses, servicing these debts from banks and financial institutions proves 
to be a significant burden on cash flows hampering operational performance which may lead to an eventual default. 
The Indian legal framework provides avenues to companies to restructure their financial situation with these banks and 
financial institutions to readjust their cash flows to meet repayment obligations and continue with business operations. 
The Reserve Bank of India (RBI) is the governing regulator to the banks and financial institutions providing primary 
guidance and framework for such restructuring. Over the past several years, through proactive guidance of the RBI, 
based on changing business dynamics and macro-economic factors, financial restructuring, its methods and regulations 
have evolved significantly.

Key norms prescribed by the Reserve Bank of India (RBI) 
The RBI has given several guidelines to banks and financial institutions on the method of restructuring and the framework 
for the same in situations where a company would have one or multiple borrowers with varying credit arrangements. 
In case the borrowing is from a single lender, the restructuring can be as per the guidelines prescribed by the lender’s 
Board of Directors and by the RBI. In case of Consortium of Multiple Banking where there are multiple lenders to one 
company with similar or varying credit terms, the Reserve Bank of India has instituted the Corporate Debt Restructuring 
(CDR) Mechanism as well as the Joint Lenders Forum (JLF). 

As part of the restructuring assessment, in most cases, Banks and Financial Institutions may require a Techno-Economic 
Viability Study to evaluate the debt servicing capability and viability of initiating a restructuring package for the company. 

While each bank has its own criteria, The RBI has also laid down certain important minimum benchmarks to ascertain 
the viability of the restructuring proposal. Some of the benchmark viability parameters that have been prescribed are as 
under: 
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Table A: Viability Benchmark Parameters

Viability Parameter Benchmark

Return on Capital 
Employed (ROCE)

Return on Capital Employed should be at least equivalent to 5 year Government security 
yield plus 2 per cent.

Debt Service 
Coverage Ratio 
(DSCR)

The Debt Service Coverage Ratio should be greater than 1.25 within the 5 years period in 
which the unit should become viable and on year to year basis the ratio should be above 
1. The normal debt service coverage ratio for 10 years repayment period should be around 
1.33. 

IRR vs. Cost of 
Capital

The benchmark gap between Internal Rate of Return and Cost of Capital should be at least 
1 per cent.

Break Even Points Operating and Cash Break Even Points should be comparable with industry norms.

Industry comparison Trends of the company based on historical data and future projections should be 
comparable with the industry. Behaviour of past and future EBIDTA should be studied and 
compared with industry average. 

Loan Life Ratio Loan Life Ratio (LLR), as defined below should be 1.4, which would give a cushion of 40% 
to the amount of loan to be serviced. 

LLR =          Present Value of Total Available Cash Flow (ACF) during the loan life period  
                                                               (including interest and Principal)

                                                                     Maximum Amount of Loan

Promoters Equity, Bankers Sacrifice and the Right to Recompense
In providing a restructuring package banks and financial institutions may provide more time, reduction in rates, funded 
interest, etc. to borrowers, which will result in a sacrifice of lender(s) earnings. The term “Bank’s sacrifice” is the amount 
of “erosion in the fair value of the advance” in the financial statements of the banks. RBI has provided that the Promoter/
Borrower shall make good the sacrifice by bringing in required equity or give the Banks a Right to Recompense the loss 
in future. As suggested by RBI, the Sacrifice and additional funds to be brought in by Promoters/Borrowers should be a 
minimum of 20% of such Banks’ Sacrifice amount or minimum 2% of the restructured debt, whichever is higher. Banks 
may decide on a higher contribution by promoters depending on the risk profile of the project and promoters’ ability to 
bring in the higher sacrifice amount. 

Financial Restructuring – Regulatory Relief 
The laws relating to financial restructuring are not codified in one single regulation. Varying laws and regulations such as 
the RBI guidelines, Sick Industrial Companies Act (SICA), Companies Act etc. deal with aspects of financial restructuring. 
Some of the important laws and RBI regulations are mentioned below:

1. Corporate Debt Restructuring (CDR) Mechanism
The Reserve Bank of India has provided a formal framework of Debt restructuring by mandating the formation of 
CDR cell and instituting guidelines for the same to address a quick restructuring exercise of the borrower. The main 
provisions are detailed below: 

• The Corporate Debt Restructuring is a formal mechanism for restructuring of corporate debt by Banks and Financial 
Institutions. 

•  It is a voluntary non-statutory system based on Debtor-Creditor Agreement (DCA) and Inter-Creditor Agreement 
(ICA) 



• It covers only cases of multiple or consortium banking accounts with a minimum exposure of INR 100 Million, it 
covers all categories of assets in the books of Banks classified in terms of RBI’s prudential asset classification 
standards. To achieve a restructuring package for the company, there has to be a reference of the case to the CDR 
cell. A reference to CDR Mechanism may be made by:

 – Any or more of the creditors having minimum 20% share in either working capital or term finance, or

 –  By the concerned corporate, if supported by a Bank/FI having minimum 20% share as above.

 • 75% creditors (by value) should approve the scheme and it shall be binding on the remaining 25% to fall in line 
with the decision.

 • While assessing the viability of the proposal, the Cell will consider the minimum viability benchmark mentioned in 
Table A above.

2. Joint Lenders Forum
RBI has mandated that once a borrower account of a Bank/FI becomes SMA – 2 (Principal and Interest payment 
overdue between 61-90 days), they should mandatorily form a committee to be called Joint Lenders’ Forum (JLF) if 
the aggregate exposure (AE) [fund based and non-fund based taken together] of lenders in that account is INR 1,000 
Million and above. Lenders also have the option of forming a JLF even when the AE in an account is less than INR 
1,000 Million and/or when the account is reported as SMA-0 (0-30 days) or SMA-1 (30-60 days).

Financially stressed companies having an exposure of above INR 1,000 Million may also request their bankers to form 
a JLF and initiate the restructuring exercise. 

The idea behind forming a JLF is to achieve a Corrective Action Plan (CAP), which would; 

•  Rectify the problem by requiring the promoter to bring in the need based equity funds to regularise the account 
or to get a strategic/equity investor in order to turn around the company. The Lenders may also lend need based 
funds so as to support the turnaround. 

•  Restructure under guidelines similar to CDR and with parameters similar to those discussed under Table A above. 

The decisions, agreed upon by a minimum of 75% of Creditors in Value and 60% in Number, will be binding on all 
lenders.

3. BIFR Provisions and NCLT
The Board for Industrial and Financial Reconstruction (BIFR) was set up under the Sick Industrial Companies Act, 
1985. The act is applicable public and private sector, medium and large scale industries, which are in existence for 
more than 5 years, with a factory license and having more than 50 workers. A reference has to be made to BIFR when 
50% or more of its net worth is eroded. 

BIFR, on a reference made to it and on being convinced of the turnaround potential of the company, can sanction a 
restructuring package which may include, restructuring the capital base of the company, rescheduling loans, providing 
fiscal reliefs such as tax rebates, duty reliefs or even tax exemptions among others. 

As provided by the Companies Act, the work for revival, restructuring and rehabilitation of sick companies has been 
sought to be carried forward by the National Company Law Tribunal (NCLT) set up under the Act. The formal roll out 
of the NCLT is pending. However, once operative, BIFR shall no longer be active. 
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Conclusion 
Businesses will evolve and so will market 
forces. During ebbs in the business 
environment, businesses will face the stress 
of receding cash flows. Banks, Financial 
Institutions and regulators recognise this fact. 
The regulations stated above have provided 
relief to several borrowers who have faced 
stress in their cash flows on account of 
varying conditions. Sometimes, restructuring 
packages do not comprehensively address the 
long term prospects of companies. However, 
well-structured restructuring packages have 
facilitated a come-back of companies back 
into full swing. While the RBI has provided 
several measures under which debts can be 
restructured suitably, creating a well thought 
out comprehensive plan based on acceptable 
parameters of lenders and timely execution of 
the plan will pave the way for rehabilitation of 
the financial health of the company and put it 
on a sustainable operating path.



DEMYSTIFYING 
DCF

FCFE = EBIT – interest – taxes + depreciation (non-cash costs) – capital expenditures – increase in net working 
capital + net borrowing + terminal value

Introduction
Today’s modern world of finance considers a combination of calculated value and intuitive value in the investment 
decision making process - be it an investment option for a portfolio or making an acquisition or sale decision of a 
business unit or division. A rational assumption to valuation is that an investor usually does not pay more than what an 
asset or business is worth. There are two extreme views of the valuation process - those who believe that valuation is a 
hard science, with little room for analyst views or human error and those who feel that valuation is more of an art. 

Discounted Cash Flow Valuation
The Discounted Cash Flow Method of valuation considers the value of an asset as the present value of its future 
expected cash flows. The present value is arrived at on the basis of a determined discounting rate which considers the 
cost of equity as well as the cost of debt. Hence the method considers that the value of an asset is not what is perceived 
to be but on the basis of future expected cash flows. 

Where, CF1 to CFn is the cash flow stream

n is the life of the asset 

r is the discount rate based on the company’s cost of equity and cost of debt.

Hence, this method has the following elements which are discussed in the sections below: Free Cash Flows, Cost of 
Equity, Cost of Debt, Weighted Average Cost of Capital and Estimates of Growth Rates in Perpetuity. 

Free Cash Flows
Estimating free cash flows takes into consideration the expected future performance of the company considering several 
factors such as its present business, future business opportunities, capex requirements for specific years and periods, 
working capital requirements etc. Free Cash Flows may further be classified into Free Cash Flow to Equity Shareholders 
(FCFE) and Free Cash Flows to the Firm (FCFF). 

Free Cash Flows to Equity Shareholders would be the cash flows left over after the cash flow claims of non-equity 
investors in the company have been met (interest and principal payments to debt holders and preference dividends) and 
after making capital expenditure and reinvestment estimates to sustain the projected cash flows.



Free Cash Flows to the Firm would be payments to outsiders (interest and preference dividends) added back to FCFE. 

Cost of Capital
The Cost of Capital (Ke) is interpreted in different ways by different people. For some it is the rate at which a business 
should raise capital or the cost of financing, for others it is the opportunity cost of making one investment decision 
versus the other. For investors, the cost of capital could be the discounting rate to value a business. However, what are 
the elements of cost of capital? A company typically has equity securities as well as debt. Hence, in order to arrive at a 
company’s cost of capital it is essential to arrive at its cost of equity as well as cost of debt.

• Cost of Debt

Cost of debt is relatively straight forward to compute. It is essentially the rate that the current market rate company 
pays on its debt as interest. Companies get a benefit of tax deductions on the interest paid on their debt. Hence, this 
savings in tax should be factored in to arrive at the cost of debt. Therefore, the cost of debt for a company shall be 
the after tax current market cost of debt or Kd = Current Market Cost of Debt * (1- Corporate Tax Rate).

• Cost of Equity

Cost of Equity is not as straight forward as the cost of debt. There is no set rate of interest and there is no concrete 
price that has to be paid for equity. It is the rate of return that an investor expects from an investment into equity 
considering the risk involved in that business. Accordingly, from the point of view of a company, this expectation of 
investors is a cost in the sense that if the company does not generate the expected return, the investors will liquidate 
their investment in the company in all likelihood.  

The Capital Asset Pricing Model (CAPM), a Nobel Memorial Prize winning theory, has been the widely used and 
commonly accepted method for calculating the cost of equity. The model considers the portfolio risk and what an 
investor can expect as return for taking that risk. The theory behind the model talks of two types of risks – Diversifiable 
Risk (Unsystematic Risk) and Non Diversifiable Risk (Systematic Risk). The Unsystematic Risk or Diversifiable Risk is 
specific to a company’s fortunes and can be mitigated by making appropriate diversification in business and business 
investments. However, on the other hand, there is a risk of being in the market which is not specific to a company’s 
fortunes or plans. Accordingly, the CAPM arrives at the cost of equity (Ke) = Rf + Beta (Rm-Rf) where Rf is the Risk 
free Rate, Beta is the Systematic Risk (Non Diversifiable Risk) of being in the market and (Rm – Rf) is the difference 
between Market Rate and Risk Free Rate or alternatively referred to as the Equity Risk Premium.

• Risk Free Rate

The Risk Free Rate can be defined as the return on a security or portfolio of securities that carry no default risk or 
credit risk. In practice, this rate is determined by rates on Government Securities. The rate of a 10 year Government 
Security is usually considered appropriate in practice. 

• Beta

As indicated above Beta is the Systematic Risk specific to a company. It is the risk that cannot be diversified and is 
inherent in the company, its business and in its relation to movements in the market. Beta of an investment is hence 
a measure of how much a company’s share price moves against the market as a whole. If the Beta is in excess of 
one then the share is more volatile to market movements, and a Beta of less than one indicates that the company is 
less susceptible to market movements. 

Beta for listed companies is based on regression analysis and statistical modelling of stock return against market 
return as historical data for stock movement data against market movement is available. 

However, estimating Beta for Private Companies requires a different approach. A practical approach is to arrive at the 
weighted average Beta of comparable listed companies. This weighted average Beta is then unlevered by removing 
the effects of debt based on the weighted average Debt Equity Ratio of these comparable companies and levering 
the Beta back by applying the specific Debt Equity Ratio of the company in consideration. 

FCFF = EBIT – taxes + depreciation (non-cash costs) – capital expenditures – increase in net working capital + net 
borrowing + terminal value
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Unlevering Beta using comparable companies Debt Equity Ratio 

 

[Where Bu is Unlevered Beta of Comparable Companies, BL is the Weighted Averge Levered Beta of comparable 
companies, D/E is the weighted average Debt Equity Ratio of comparable companies and T is the Tax Rate.]

Levering the Beta back using the Private Companies specific Debt Equity Ratio 

 

[where, BL is the Weighted Average Levered Beta the Company, Bu is Unlevered Beta of Comparable Companies, D/E 
is the Debt Equity Ratio of the Company and T is the Tax Rate.]

• Equity Risk Premium

The Equity Risk Premium (ERP) is an integral component to the CAPM Model. The ERP is the premium that has been 
available historically by investment in the market in relation to investments in the Risk free securities. Hence ERP is 
difference between Market Rate and Risk Free Rate. There are fundamentally three methods to arrive at the Market 
Rate – Historical Return, Survey Method and Forward Looking Premium or Implied Premium approach. The historical 
premium takes into consideration the average returns generated by the market over a previous historical trend over a 
defined timeline. The survey method determines the ERP based on conducting surveys of CFOs, portfolio managers 
etc. on what they expect will be the premium generated by the market. The Forward Looking Premium or Implied 
Premium approach considered the current stock prices and estimated future cash flows. It determines the ERP in a 
manner similar to estimating yield on a bond. 

Weighted Average Cost of Capital (WACC)
The WACC is the weighted average of the cost of equity and the cost of debt based on the proportion of debt and equity 
in the company’s capital structure. 

 

[where D is the Total Debt, E is Total Shareholders’ Equity, Ke is the Cost of Equity and Kd is the Cost of Debt.]

The WACC represents the minimum return that a company must earn on an existing asset base to satisfy its creditors, 
owners, and other providers of capital. Hence, it is considered as the discounting factor used to discounting the FCFE/
FCFF to arrive at the Discounted Cash Flows.

Terminal Value and Growth Rate in Perpetuity
While arriving at the Value of an Enterprise based on the FCFF or Value to Equity Shareholders based on the FCFE, there 
are cash flows that will accrue to a company beyond the projected period. The value that captures the value beyond the 
projected period is known as the terminal value. One of the methods used to compute the terminal value is the Perpetuity 
Growth Model which assumes that a company will generate constant Cash Flows over the long term at a pre-defined 
growth rate.  

 

[where, FCFF5 is the free cash flow of the last projected period.]

The perpetuity growth rate is typically between the historical inflation rate of and the historical GDP growth rate as the 
assumption made here is that over a long term a company shall achieve a growth rate close to that of the country’s GDP. 
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Conclusion 
Valuation plays a key role in finance and 
the Discounted Cash Flow Method is a 
well-accepted comprehensive method of 
valuation world over. As described above, the 
method requires a valuer to understand the 
business being valued, its inherent risks, the 
industry it operates in and its sustainability of 
cash flows. In India, several key regulations 
including the Income Tax Act, FDI regulations, 
ODI regulations etc. require the DCF method 
to be used to arrive at the value of shares 
of an unlisted company for certain specific 
transactions such as issue of shares of an 
unlisted company, transfer of shares of an 
unlisted company, tax implications in issue 
of sweat equity shares or ESOPs, arriving 
at the value of shares of an unlisted foreign 
company in which an investment of USD 5 
million or more is being made by an Indian 
resident, etc. 
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Our Value Proposition
Vivro has emerged as a knowledgeable and reliable partner for businesses both in India and Abroad. Vivro has catered 
to several companies over the years and it enjoys tremendous confidence from clients, investors, lenders, brokers and 
financial institutions. Our advisory services and our ability to access the right capital for the right investment opportunity 
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Capital Market Services

Our Capital Markets team assists private companies and public companies in a host of services which include: 

• Initial Public Offers: Equity and Debt
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• Rights Issues
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• Qualified Institutional Placements (QIPs

• Delisting of Equity Shares

• Takeovers and Open Offers

• Buyback of Equity Shares

ABOUT
VIVRO



Corporate Finance

Vivro syndicates and structures debt finance through several instruments such as:

• Term Loans/ Project Loans

•  Working Capital Finance/ Corporate Loans/Letter of Credits/Bank Guarantees/External Commercial Borrowings

• Factoring/Commercial Paper

•  Inter Corporate Deposits, Structured Finance, Infrastructure Financing, etc.

Corporate Advisory

Our corporate advisory services:

•  Private Equity and Venture Capital placement and advisory

• Mergers and Acquisitions: Buy/ Sell advisory as well as schemes of arrangement for corporate reorganization

• Valuation Services and Fairness Opinions

• ESOP Structuring and Valuation

Business Consulting

Our Business Consulting Services:

•  Business and Expansion Plans and Strategies

• Corporate Governance and Reporting

• Corporate Organization

• Succession Planning

• Entry into India Services

Asset Resolution
Vivro is empaneled with over 30 banks and carries out effective strategies for recovery of NPA accounts, enforcement 
of assets under law, arranging for sale of assets or eventual settlement to affect Final Recovery of advances on behalf 
of these banks and financial institutions.
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