Business Valuation
Apr 2026 Examination


Q1. ABC Technologies Ltd., an Indian listed company, reported its financial performance for the year ended March 2025. The company’s current assets amounted to Rs.18,00,000, while its current liabilities stood at Rs.12,00,000. During the year, the company earned a net profit after tax of Rs.6,00,000 and had shareholders’ equity of Rs.30,00,000. Its total revenue was Rs.75,00,000, and total assets were valued at Rs.50,00,000. The market price per share of the company was Rs.120, with earnings per share of Rs.10 and a book value per share of Rs.60. Based on the above information, you are required to calculate the Current Ratio, Return on Equity (ROE), Asset Turnover Ratio, Price–Earnings (P/E) Ratio, and Price–to–Book (P/B) Ratio. Briefly interpret the results. (10 Marks)
Ans 1.
Introduction 
Financial ratio analysis plays a central role in business valuation because it converts raw financial data into meaningful performance indicators. Investors, lenders, and analysts rely on ratios to evaluate a company’s liquidity strength, profitability position, operational efficiency, and market valuation. For a listed company such as ABC Technologies Ltd., these measures help stakeholders understand whether the firm is financially stable, efficiently managed, and attractively priced in the stock market. Rather than viewing ratios in isolation, decision makers examine them together to obtain a balanced picture of corporate health. When interpreted carefully, ratio analysis supports better investment decisions, improves managerial planning, and strengthens transparency. It also helps identify early warning signals related to cash flow stress, declining profitability, or valuation mismatches between market expectations and intrinsic performance.
Concept and Analysis
Before examining individual ratios, it is important to recognize that financial indicators must be 
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Q2. Mr Armaan proposes to invest Rs.15,00,000 for a period of 10 years at an interest rate of 14.5% per annum. You are required to calculate the Effective Annual Rate (EAR) and the maturity value (future value) of the investment assuming interest is compounded annually, semi-annually, quarterly, and monthly. Comment on the results. (10 Marks)
Ans 2.
Introduction 
Compounding plays a decisive role in long-term investment outcomes because it determines how frequently earned interest is reinvested to generate additional returns. Even when the nominal interest rate remains unchanged, variations in compounding frequency can significantly alter the effective return and final maturity value of an investment. For an investor committing funds over a long horizon, such as ten years, understanding the difference between nominal rates and effective annual rates becomes essential for informed decision-making. Business valuation and financial planning rely on this concept to compare alternative investment options on a consistent basis. By evaluating effective annual performance and maturity outcomes under different compounding structures, investors can select strategies that maximize wealth accumulation while 



Q3(A). XYZ Manufacturing Ltd, a capital-intensive company, has been facing continuous operating losses due to declining demand and technological obsolescence. The management is considering either shutting down the business and selling its assets or revamping operations by replacing old machinery with modern equipment. As a financial analyst, explain how the Liquidation Value Method and the Replacement Cost Method under asset-based valuation can be applied in this situation. Also, indicate which method would be more appropriate under each scenario. (5 Marks)
Ans 3a.
Introduction 
When a capital-intensive company faces sustained operating losses, valuation decisions become critical for determining the most financially viable path forward. XYZ Manufacturing Ltd is confronted with two strategic choices: liquidation or operational revival through modernization. Asset-based valuation methods provide practical tools for such scenarios because they focus on the underlying value of physical and tangible resources. Among these, the Liquidation Value Method and the Replacement Cost Method offer distinct perspectives. Selecting the appropriate method depends on whether the company intends to exit the business or reinvest in upgrading 
informed decisions that balance financial prudence with strategic opportunity.


Q3(B). Nova Labs is a start-up developing AI-powered analytics tools for small and medium businesses. Investors are considering funding the company, but want to assess its valuation before committing capital. The founders need to convince investors about the factors that justify their projected valuation. Explain the key drivers of start-up  valuation and how they would apply to Nova Labs in attracting investors.  (5 Marks)
Ans 3b.
Introduction 
Start-up valuation is fundamentally different from valuing mature companies because early-stage firms usually operate with limited historical financial data and uncertain profit patterns. Instead of focusing only on present earnings, investors evaluate future growth potential, innovation capability, and scalability of the business model. For Nova Labs, which is developing AI-powered analytics solutions for small and medium businesses, valuation depends on how effectively the founders can demonstrate long-term market relevance and sustainable competitive 

