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“‘Investment banks perform the most
critical functions as they cater to the
present and future, financial
consumption needs across various
corporations and firms. This then
contributes to the growth of
businesses and in turn boosts the
progress of the economy.”
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1.
INVESTMENT
BANKING DOMAIN




Investment Banking

Investment banking is a special segment
of banking operation that helps individuals
or organisations raise capital and provide
financial consultancy services to them.




Investment Banking Services

Corporate Finance Wealth Management Corporate Advisory
Debt Syndication Equity Research M&A Advisory

PE Syndication Asset Management Restructuring Advisory
Private Placement Trading & Brokerage
Listing Advisory




Investment Banker

An Investment Bank/ Investment Banker are a
financial intermediary handling large, complex
financial transactions for individuals, corporations,
Institutions and governments. Acts as
Intermediaries between security issuers and
iInvestors and help new firms to go public.

Investment Banks advise wide range of clients
around the world.
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Investment Banking Clients




2.
CORPORATE
FINANCE
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Debt for Businesses

Funding Types Sl ek

Project Finance Term Loan
'S an amount OYVed. 0 Working Capital Working Capital
a person/organization
for funds borrowed. Acquisition Non-Fund Based
Restructure Letter of Credit

Bank Guarantee
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Debt Offerings

Bond Loan

offerings Securitization Syndication

The company groups A pool of banks is the
. B:‘ﬁ';:z":a“:ﬂm'.‘;ze“ receivables and sells lender. A lead bank
enption vesiors them as a debt security to distributes the loan to
(0] other banks

= Large market = Source of financing Suitable for larger

Advanta + Lower cost of debt » Cleaner balance sheet L g

i Certification effect
+ Not many covenants * Less risk exposure No complex filings

In
. I Diversification of traditional bank debt
Lommon

Debt offerings
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Debt Syndication Process/
Scope

y

L
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Private Equity (PE)

Facilitating organizational

evolution Angel Funding
Strategic inputs/market Early Stage
intelligence Funding
Helping build process Growth Equity

/systems to ensure longevity

. Late Stage Funding

Improving Corporate FIFE DErs
governance Buyout Equity

Adding to the organizational
financial acumen.
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PE Transaction Process/ Scope

Deal Structuring and
Documentation

Due Diligence

Deal Negotiation & Term
sheet finalization

Sharing of Information

Identification of PE
Funds

Strategy Formulation &
Crystallizing Requirement

Business Mapping

15



PE Evaluation Framework
| e | nasya s

L
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Private Placement

® A private placement is an agreement for equity
investment in a business made directly between the
business and the investor.
PRIVATE PLACEMENTS are, in the simplest terms, a way for
businesses to raise capital by selling securities to private investors.
Rather than making shares in a company available to the general public
(as with an 1itial public offering).

A private placement makes shares available to only a limited
number of suitable individuals.

doesn’t require underwriters or registration with the Securities
Exchange Board of India.

While often used by small companies, private placement 1s equally
beneficial to companies of all sizes because they require less time and
expense than a public offering.
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Listing Advisory

Debt
Issue of Debentures
Issue of Corporate Bonds

Issue of Money Market
Bonds

Issue of Government Bonds

Equity
Initial Public Offering (IPO)

Follow on Public Offering
(FPO)

Private Placements
Preferential Allotments

Rights Issue

Hybrid

Convertible Preference
Shares

Convertible Debentures

Convertible Bonds
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Types of Capital Issues

Issues

Public Rights

Private Preferential
placement

Initial Public Offering r Public Offe

Private placement

Qualified
Institutions
FPlacement

(Fg 2

mnc
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Listing Objective

Company

Founders/
Promoters

Investors

» Growth Finance
» Market Standing
(Reputation &

Visibility)

* ESOPs

* M&A

* Tool for
Management
Compensation

* Exit opportunity
* Liquidity
Assurance

» Exit Opportunity
* Liquidity
Assurance
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Investor Segment through IPO

Nevertheless, investors are interested in
Institutional similar type of stories:
investors

é

The above categories of investors differ from
each other in their:

- Investment horizon
- Return expectations
*  Risk profile High demand for
. Sophistication the IPO

Strong leadership
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Pricing an IPO

The price range which is set for an IPO depends on multiple factors. Its key goal is to provide a slight discount to the
trading value of the company. This will keep investors happy and facilitate the post-launch trading of the shares

Company
Valuation

Trading of
comparables
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Process of IPO

& months 3 S 2 months 1 month

prior IPO prior IPO Prior IPO Listing

Hire advisors

Define key
i s

Valuation
methodologies

Drafting of
prospectus

Road-show

Marketing
and price
range

Allocations -
Pre-Launch Execution
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3.
WEALTH
MANAGEMENT
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Equity Researc

Research the
economic & industry
parameters

Perform Fundamental Project Revenues and
Analysis Profits of the Company

Performing Valuation
of Listed Companies

Compare the fair If Fair Value < Market If Fair Value > Market
value with Market Price, Price,
Price then SELL then BUY

Valuation using DCF,
Relative Valuation
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Asset Management

Clients
®

Asset Asset T [ ]

Managers Managers

I} i ”
N - r

Invest on clients’ Returns are delivered

behalf for clients in

exchange for a fee

Provide Capital

26



Asset Classes

THE ASSET CLASSES AND RESPECTIVE SUB CLASSES
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Trading & Brokerage

3. Confirms trade
Stock : Brokerage

Exchange Operations and
= 2. Submits Or du

\ Accounting

) ~ o £ & 1 = . =
2. Confirms trade 3. Confirms Trade

4. Confirms trade

1. Place Order. regardless of type. to the broker or
through the computer. fax or phone

| 5. Mails/emails conformation statement
R ————————————————————————————————————————————————————————————————————————
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4.
CORPORATE
ADVISORY
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Corporate Advisory

Corporate Advisory Services to assist management in decision
making

M&A Advisory Restructuring Advisory

Meaning
Seek to eliminate a competitor Change of ownership or
ownership structure
Increase efficiency
. Merger / Demerger
Rationale ger / g

Diversify its products, services

and geographical market Response to a crisis or major
change in the business Debt
restructuring.

Reduce tax effect

Market Dominance
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Rationale behind M&A

Product Extension

To eliminate Competition Synergies

Acquisition of Technology/
Optimise SCM R&D/ Patents/ Qualifications/
Manpower
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M&A Advisory — Process/
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Need for Restructuring

Vwhich are the typical reasons for
corporate distress ™7

Product

of le - Imndustry declime

Bad imnvestmeents im

Lack of immowvation
MOnNnocorme assels

Imeffciemocy Bad Mamnagermnment

Bad M&A deals Excessive leverage

INnsufficient casih Tor operatimg
activities
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Types of Restructuring

Asset side restructuring

Cash Flow generation
Low High

Optimization/

K
Cost cutting i

Consider

Low Divest divesting

f controlled
firms

Liability side restructuring

An agreement between creditors to alter the
conditions under which liabilities of the
company will be restructured, as it will be
unable to repay them in their entirety

The various options for debt restructuring are:
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4.
KEY CONCEPTS
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Business Valuation

Flows (DCF Multiples Multiples

Inputs: Inputs: Inputs:

+ Top line forecast for 5-10 + Comparable firms which are + Comparable firms, which
\ears, listed have been subjecttoa

+ Estimated cost of capital + A measure indicating transaction
+ (Growth rate after the operating profitability (e.g. A measure indicating
forecast period EBITDA) operating profitability (e.g.
EBITDA)

Use a combination in order fo triangulate results |
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Discounting Future Cashflows

Let's consider that an investor wants invest in a company

His primary goal? Return on Investment

Dividends

=
o
L
L
7]
1]
6]

~ash Flows of the investment

Every Investor buys the shares of a company based on his expectations for
future Cash Flows

Dividends are a function of Divestment price is a function
future Cash Flows of future Cash Flows
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Drivers of Company’s Valuation

Given that a company’s value is a function of its future cash flows, we need to
determine what drives future cash flows

Two functions drive a firm’s
value in the future:

Cash conversion m
ratio %
Operating cash Profitability

flow

Why profitability?

.
rsion ratio ‘ . wersion ratio

Higher future cash flows, higher valuation
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NOPAT Calculation

o MOPAT {(Net Operating Profit After Taxes) :

3 in million
Jet Sales
of _1::-0-:jEi sold
Gross M
erating exper
D&A

EBIT

erating taxes

NOPAT &P

NOPAT is a measure of operating profitability. It does not take into consideration financial
structure. Interest expense is not included in the calculation above.
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WC & Capex Calculation

Year 1 Year 2 Year 3 Delta¥1-Y¥2
4174 3,492

ustains in «

: will need

Operating

VS.

perating
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Free Cash Flow Calculation

Met Operating Profit After Tas iz a measure of operating profitability

D84 is added back as it is not a Cash expense
rking capital
Met other ts, liabiliti Growing a business requires investments in Receivables and Inventory
and generates more Payables

Similar to Working Capital. As a business grows it needs more other
Operating assets operating asssts

Expenditure for PP&E used to replace old PP&E or acquire new PP&E in

e order to support the growth of the business

UFCF “n™

T T

n
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WACC as Discount Factor

of financial

investors in a firm Equity investors

WACC (Weighted Average Cost of Capital) represents the opportunity cost that
investors sustain for investing their funds in the firm

]+hd+tl—t}|+(

r D
wace=(p5 £

) # ke
D+ E.

D = Amount of debt financing E = Amount of equity financing
|i‘|LI_-| = Cost of debt I = Cost of equity

t = Tax rate
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Cost of Equity & Debt

Practical
Methodology Needed data implementation

Market value Bond current Use the bond's Yield to Maturity
of debt pricing
Book value

of debt

» CAPM = Risk-free rate
pital Asset
Pricing Model)
k. =r; + B+ Market risk Premium = Market Risk Premium
Cost of
equity

= Compam
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DCF

Stage 1 Stage 2

Present Value of — Cash Flows in the L
Free Cash Flows [ Forecast period Continuing value

5-10 years After forecast

Needed data Math formula

Free Cash Flow
g enough to : v Forecast (5 or 10

Forecast
period to reach a o
{Stage 1) WACC

Continuing Forecast for 5°

Value

A
(Stage 2) WACC

Perpetuity
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DCF based Equity Value

n MNon-operating Assets: These are assets
that are not used in the operating business
of the company

Present Value of Free Cash Flows
Mon- c:;.-er:ttlng As

Enterprlse Value o
Financial debt: Interest-bearing financial

- Financial debt 2 debt

- D-—-bf like items
) banks, Bond is

a Debt-like items: Mon-interest bearing
labilities that are not considered within
Free Cash Flow

ilities,
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D.
SKILL _SET FOR
INVESTMENT
BANKERS
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Finance Professionals in IB

Others
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Skill-set of Investment Banker
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THANKS!

Any questions?
You can find me at:
raghu@akasamconsulting.com
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