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1. Scope	and	Limitations	-	

This	Valuation	report	has	been	derived	based	on	the	information	provided	by	the	company	
and	 gathered	 by	 means	 of	 inquiry.	 The	 computation	 and	 analysis	 intends	 to	 provide	
reasonable	grounds	for	valuing	the	business	as	a	going	concern.	The	estimation	of	value	in	
this	 report	 is	 based	 on	 achievable	 assumptions.	 The	 reader	 is	 expected	 to	 exercise	
professional	 judgement	 when	 using	 the	 report	 to	 initiate	 any	 business	 transaction	 or	
relationship	with	the	company.		

	

2. Purpose	-	

The	 purpose	 of	 this	 valuation	 report	 is	 to	 provide	 a	 business	 valuation	 based	 on	 the	
information	 shared	 for	 a	proposed	 sale	 transaction.	No	matters	 affecting	 the	 conclusions	
have	been	knowingly	withheld	or	omitted.	

	

3. Industry	Economic	Outlook	*	-		

The	 Indian	Pharmaceutical	market	 accounts	 for	 nearly	 1.4%	of	 the	 global	 pharmaceutical	
industry	in	value	terms	and	10%	in	the	volume	terms	as	per	a	report	by	Equity	Master.	It	is	
valued	at	INR	860	bn	for	the	year	ending	March	2015.	The	growth	in	2015	stood	at	12.9%.		

According	 to	 India	 Ratings,	 a	 Fitch	 company,	 the	 Indian	 pharmaceutical	 industry	 is	
estimated	to	grow	at	20%	compound	annual	growth	rate	(CAGR)	over	the	next	five	years.	
The	Indian	pharma	industry,	which	is	expected	to	grow	over	15%	per	annum	between	2015	
and	2020,	will	outperform	 the	global	pharma	 industry,	which	 is	 set	 to	grow	at	an	annual	
rate	of	5	per	cent	between	the	same	period.	

McKinsey	 &	 Co	 in	 a	 report	 titled	 ‘Indian	 Pharma	 2020’	 estimates	 that	 Indian	 pharma	
industry	is	likely	to	grow	to	USD	55	billion	by	2020	driven	by	rising	income	level,	stepped	up	
expenditure	 on	 healthcare,	 and	 increasing	 affordability.	 This	 size	 of	 USD	 55	 billion	 is	
projected	 with	 CAGR	 of	 less	 than	 15%	 from	 the	 base	 of	 USD	 13	 billion	 in	 2009.	 At	 this	
projected	 scale,	 the	 Indian	 pharma	 market	 shall	 be	 comparable	 to	 all	 the	 developed	
markets	 other	 than	 US,	 Japan,	 and	 China.	 However,	 pricing	 control	 and	 economic	 slow-
down	may	drive	away	investment	and	significantly	depress	the	market,	allowing	it	to	reach	



only	 USD	 35	 billion	 with	 CAGR	 of	 only	 10%.	 Acceptability,	 accessibility,	 affordability	 and	
epidemiological	factors	are	the	principle	driving	factors	for	the	industry.		

*(This	information	has	been	collected	through	secondary	research)	

	

4. Company	Outlook	

This	 pharmaceutical	 manufacturing	 unit	 started	 in	 2006	 is	 based	 in	 xxxxx	 city,	 Madhya	
Pradesh.	The	unit	is	set	up	on	an	area	of	xxxxx	sq.	yards.	The	unit	has	Schedule	M	and	WHO	
GMP	certificate	and	manufactures	tablets,	capsules,	liquids.	The	company	has	more	than	50	
employees.	They	service	more	than	70	pharmaceutical	companies	across	India.	

The	Company	is	operating	in	a	high	growth	industry	with	large	number	of	competitors.	The	
company	is	well	equipped	to	survive	and	grow	overcoming	emerging	challenges.	

The	 company	 enjoys	 strong	 goodwill	 amongst	 customers,	 resulting	 into	 more	 than	 80%	
customer	retention	year	after	year.	References	and	repeat	orders	from	existing	customers	
provide	 the	 largest	 contribution	 to	 sales	 growth.	 The	 company	 does	 not	 have	 any	
outstanding	litigation	issues.		

The	 company	 has	 a	 well-trained	 loyal	 staff	 likely	 to	 remain	 unaffected	 by	 change	 in	
ownership.	The	products	of	the	company	are	perceived	to	be	of	good	quality	providing	it	an	
edge	competition.	As	the	company	is	providing	contract	manufacturing	services,	it	does	not	
have	 to	 make	 significant	 investment	 into	 new	 pharmaceutical	 component	 research	 and	
development	(R	&	D).		

Overall,	 the	 company	 is	 in	 a	 sweet-spot	 where	 it	 can	 benefit	 from	 being	 part	 of	
pharmaceutical	 industry,	 offering	 good	 quality	 third	 party	 manufacturing	 without	 large	
investment	in	R	&	D.		 	

	

5. Sources	of	Information		

For	the	purpose	of	this	valuation	exercise,	audited	financial	reports	and	relevant	documents	
provided	by	the	Company	has	been	reviewed,	supported	by	publicly	available	information.	
No	responsibility	is	undertaken	for	the	accuracy	of	the	documents	and	financial	information	
provided.	

This	 Valuation	 Report	 is	 prepared	 for	 the	 exclusive	 use	 of	 “Company	 Name”.	 No	
reproduction,	 distribution	or	other	use	of	 this	 report	 for	other	 than	 its	 stated	purpose	 is	
authorized	without	prior	consent	of	the	undersigned	appraiser.	

	

6. Company's	position	vis-a-vis	market	/	Competition	

Competitive	position	of	the	company	can	be	view	as	follows:	

Bargaining	Power	of	Suppliers	

Raw-material	suppliers	of	the	company	has	low	bargaining	power	as	they	are	also	operating	
in	a	highly	competitive	environment.		

Bargaining	Power	of	Customers	



The	company	provides	good	quality	product	and	has	high	customer	retention.	This	indicates	
that	the	company	is	at	a	superior	bargaining	position	vis-à-vis	its	customers.		

Intensity	of	Competition	

The	company	is	operating	in	a	fast	growing	but	intensely	competitive	industry.	This	intense	
competition	 and	 relative	 small	 size	 of	 the	 company	 does	 not	 allow	 pricing	 power	 for	 its	
products.	This	limits	the	potential	growth	in	profit	margin.		

Threat	of	Substitute	

The	company’s	product	or	services	can	be	easily	substituted.	This	also	limits	growth	of	sales	
and	profit	margin.		

Threat	of	New	Entrants	

The	company	faces	moderate	threat	of	new	competition	in	the	industry,	as	the	new	entrant	
shall	require	significant	investment	of	time	and	money.		

Overall,	the	company	has	moderate	to	high	sales	and	profit	margin	growth	potential.		

	

7. Key	factors		

The	company	has	more	 than	doubled	 its	 sales	 in	 last	6	years	 (CAGR	of	nearly	12%)	while	
maintaining	a	healthy	gross	profit	margin	of	 approximately	25%.	However,	 low	operating	
profit	and	debt	accumulation	 is	a	concern	for	the	company.	The	company	also	has	a	very	
low	net	profit	margin,	low	return	on	assets,	very	low	return	on	equity	and	highly	fluctuating	
profitability.	

	

8. Key	Performance	Indicators		

		
2010-11	 2011-12	 2012-13	 2013-14	 2014-15	 2015-16	

Return	on	Assets	(ROA)	 0.31%	 3.40%	 0.40%	 0.09%	 -0.15%	 0.00%	
Return	on	Equity	(ROE)	 2.89%	 36.02%	 2.77%	 0.56%	 -1.07%	 0.00%	
Net	Profit	Margin	 0.35%	 3.18%	 0.35%	 0.06%	 -0.08%	 0.00%	
Gross	Profit	Margin	 52.37%	 51.00%	 28.27%	 22.45%	 23.04%	 34.81%	
Operating	Profit	Margin	 9.47%	 7.27%	 5.35%	 4.68%	 3.49%	 13.89%	
Current	Ratio	 0.75	 1.00	 1.28	 1.14	 1.17	 2.11	
Days	of	Inventory	on	Hand	 188.00	 146.79	 105.03	 91.00	 81.79	 101.06	
Days	of	Sales	Outstanding	 89.92	 77.57	 85.84	 88.01	 68.25	 82.41	
Times	Interest	Earned	Ratio	 1.00	 1.08	 1.10	 1.15	 1.26	 6.74	
Debt	to	Capital	Ratio	 									0.87		 									0.84		 									0.78		 									0.76		 									0.76		 									0.39		
Debt	to	Equity	Ratio	 									6.66		 									5.34		 									3.49		 									3.19		 									3.16		 									0.64		

	

9. Financial	Performance	/	Growth	Projections	

Low	 return	 on	 asset	 and	 low	 return	 on	 equity	 is	 a	 concern	 for	 significant	 issue	with	 the	
company.	However,	 the	positive	 for	 the	company	are	growing	sales,	 consistent	gross	and	
operating	profit,	 and	 improving	operational	efficiency	as	evident	 from	 the	observation	of	
current	 ratio,	 days	 of	 inventory	 on	 hand,	 and	 times	 interest	 earned	 ratio	 (i.e.	 operating	
profit/interest	payment).	The	company	has	also	been	able	to	reduce	 its	debt	over	 last	six	



years	 as	 a	 proportion	 of	 total	 capital	 as	well	 as	 equity.	 It	would	 not	 be	 unreasonable	 to	
project	 that	 the	 sales	growth	 for	 the	company	 shall	be	better	 than	 industry	 sales	growth	
and	 in	 continuation	 with	 historical	 CAGR.	 The	 company’s	 improving	 operations	 shall	
increase	operating	and	net	profit	as	well	as	improve	its	valuation	in	future.	

	

10. Valuation	Methodology		

The	company’s	valuation	is	estimated	applying	discounted	cash	flow	method,	where	annual	
cash	flow	for	the	company	is	calculated	as	free	cash	flow	to	the	firm	(FCFF).	

The	valuation	also	uses	following	assumptions:	

1. The	required	return	on	equity	shall	be	25%	and	weighted	average	cost	of	capital	shall	be	
18%.	

2. Income	tax	rate	applicable	to	the	company	shall	be	33%.	
3. FCFF	for	the	company	shall	be	growing	at	a	rate	of	20%	for	the	next	5	years.	
4. At	the	end	of	five	years,	the	value	of	the	company	shall	be	5	times	its	FCFF.	

	

	Amounts	in	Rupees	 	2010-11		 	2011-12		 	2012-13		 	2013-14		 	2014-15		
EBIT		 	45,56,000		 	52,23,000		 	63,24,000		 	73,26,000		 	85,46,000		
Free	Cash	Flow	to	
Firm		

	11,12,520		 	16,24,410		 	19,56,080		 	23,96,420		 	28,09,820		

	

FCFF	Projections	and	Value	Estimation	

Amounts	in	Rupees		 2015-16	 2016-17	 2017-18	 2018-19	 2019-20	
Projected	FCFF		 	33,71,784		 	33,71,784		 	33,71,784		 	33,71,784		 	33,71,784		
Terminal	Value	at	5	times	FCFF	 	 	 	 	 	1,68,58,920		
Present	Value	of	FCFF	 	28,57,444		 	24,21,563		 	20,52,172		 	17,39,129		 	14,73,838		
Present	Value	of	Terminal	Value	 	 	 	 	 	73,69,189		

Estimated	Value	of	the	
Firm																																INR	 	1,79,13,335																																																																																																																						
	

	

	

	

	

	

	

	

	


