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Private Equity (PE) is no stranger to India. In its quest for 
better returns, a fair bit of global PE capital has found its 
way into Indian firms. However, PE firms in India, whether 
local or global, have experienced that Indian market 
presents issues that are extremely unique. For example, 
in India, unlike many other markets, PE investments are 
in promoter driven companies that are used to a different 
standard and level of governance. This among other reasons 
is responsible for putting governance at the center stage of 
most PE related investment discussions in the last few years 
in India.  

One of the reasons why governance has occupied center 
stage is because PE firms have realised that absence of good 
governance has a direct impact on the bottom line of their 
investee companies (portfolio companies).

The Lilliput case, highlighted by several media reports sets 
a lesson for all those who are looking to be a part of Indian 
growth but may have ignored governance along the way.



What do we learn?
From a PE Investor Perspective

Every investor invests to seek returns. 
Exiting with ‘zero returns’ or writing off 
an investment can mean a lot to the PE 
investor and the general partners, who have 
invested in the PE entity. It may also cause 
reputational damage to the PE investor. The 
potential investors have to learn the lesson 
of having their eyes wide open before and 
after investing in portfolio companies rather 
than making blind investments with the sole 
objective to seek returns.

Unlike the developed countries, the 
ownership pattern in developing countries, 
especially in a country like India, is different 
and the nuances in the way of conducting 
business have to be understood before setting 
your foot. 

It may not be possible for a PE firm to 
deep dive to understand the challenges in 
operating business in a country (in case of an 
overseas PE investor) or to be well-informed 
of sector-specific issues and risks. While 
engaging an expert, who has the expertise  

in specific sectors, will be a boon to the PE 
firms to mitigate risks in their investments. 
Below are the bare minimum things, which 
the PE firm should have in mind before and 
after investing.

Pre-Closing

Enhanced Due Diligence
While the pre-closing measures such as due 
diligence of the target entity, always comes 
handy in deciding whether an investment 
has to be made or not, one has to be careful 
and cautious in conducting the procedures to 
ensure they are conducted in depth and are 
complete to uncover unknown irregularities. 
There should be no compromise to an 
appropriate due diligence and compliance 
assessment of your target company. For that 
matter, a thought of engaging an independent 
consultant or an expert may show a road 
ahead with reduced barriers of disputes as 
experts know where to look for irregularities, 
if any.



Agreements between the PE investor and 
the portfolio company
In addition, on a pro-active side, one should 
think ahead of the time to include clauses 
in agreements between the PE investor and 
the portfolio companies, which will provide 
clarity on the rights and liabilities of each 
party to the contract including any critical 
compliance that may help preventing  
disputes and enable smooth functioning  
of the company.

Further, the parties may also mention the 
name of an expert, ex-ante, in the agreement, 
to whom they would refer in case of any 
disputes between them. Different experts 
may be named for different aspects of the 
agreement, such as for valuations, legal 
matters, etc.

Valuations
 Valuations, another important aspect of any 
investment, require independent analysis and 
validation to ensure the investments are made 
at the right value and at the right time. 

Post-Closing
Even if the PE firm has successfully completed 
the pre-closing procedures, there are certain 
post-closing procedures, which are bare 
minimum to keep the investment wheel 
moving without or with minimal hurdles. 
Again, the PE investor may choose to involve 
an expert in the early phases of post-closing 
and at the time of exiting. 

Early Post-Closing: Drafting and 
implementing 100-Day Plans to bring in 
policies and compliance programmes for 
the gaps identified during the pre-closing 
stage. These 100-Day Plans comprise 
implementation of the policies and 
programmes in a phased manner and  
to bring the portolio companies’ compliance 
levels at par with PE firm’s standards or 
industry standards.

Periodical compliance monitoring during 
the 100-Day Plan and thereafter will provide 
a comfort to the PE investor to understand 
where and how its investments are being 
utilised and take necessary actions where 
there are control lapses.



Exits by PE firms: Valuations are critical not 
only during pre-closing stage but also at the 
time of exiting from the portfolio company. 
The growth seen by the business has to be 
appropriately evaluated to include in the price 
of the capital at which the PE investor would 
redeem. Sometimes, a PE firm may also agree 
with the portfolio companies’ promoters to 
appoint an independent valuation expert for 
the same.

Handling Disputes between the PE 
investor and the portfolio company
Disputes, generally thought to be an 
inevitable component of any contract, cannot 
be ignored by the parties. The buyer may 
start to re-negotiate the terms of the deal that 
has been concluded, in the guise of a dispute 
when the economy’s position has turned to his 
disadvantage post the conclusion of the deal 
and he fears losses on his investment.

On the other hand, the seller is generally 
interested only in the investment the buyer 
makes or the technology expertise, which he 
may be sharing and always tries to keep the 
buyer aloof from the day-to-day operations. 
However, when the journey collapses, the 
buyer also bears the brunt of poorly managed 
resources. Further, the seller, who is in full 
control of the day-to-day operations, has 
every opportunity to manipulate the financial 
figures and transactions to the disadvantage 
of the buyer. 

In these instances, it is a common practice to 
involve an expert, who can act independently 
and impartially, to address and resolve issues. 
In some cases, the parties also appoint an 
expert in the relevant field as an arbitrator to 
decide cases.



From a Portfolio Company Perspective
When a company seeks venture capitalists 
or companies to infuse capital in its business 
to benefit its growth, the promoters should 
understand the expectations of those 
investors, who are generally minority stake 
holders and who do not sit on the driver’s 
seat in the day-to-day operations of the 
business. Good corporate governance with 
increased transparency in doing business and 
maintaining books and records will facilitate 
growth and uninterrupted flow of business 
operations in addition to attracting more 
investments from private investors and also 
the public, when going to the market, in the 
long run.



Conclusion
Experience tells us, that where an investor (including a PE firm) invests good time in the 
pre-closing measures and performs a thorough due diligence of its potential portfolio 
company and keeps a close watch on the controls compliance by the portfolio company 
post-closing, it could mitigate, though not eliminate, the risks of control lapses or frauds 
that may hurt its returns and any eventual disputes between the parties.



Contact us

Vidya Rajarao
National Leader, Forensic Services
Tel: +91 80 4079 7002
E: vidya.rajarao@in.pwc.com

Darshan Patel
Executive Director, Forensic Services
Tel: +91 22 6689 1670
E: darshan.patel@in.pwc.com

Kunal R Gupta
Associate Director, Forensic Services
Tel: +91 124 330 6036
E: kunal.r.gupta@in.pwc.com

Sanganagouda Dhawalgi
Associate Director, Forensic Services
Tel: +91 80 4079 7023
E: sanganagouda.dhawalgi@in.pwc.com

 



About PwC 
PwC* helps organisations and individuals create the value they’re looking for.  We’re a 
network of firms in 158 countries with more than 180,000 people who are committed to 
delivering quality in assurance, tax and advisory services. 

PwC India refers to the network of PwC firms in India, having offices in: Ahmedabad, 
Bangalore, Chennai, Delhi NCR, Hyderabad, Kolkata, Mumbai and Pune.  For more 
information about PwC India’s service offerings, please visit www.pwc.in. 

*PwC refers to PwC India and may sometimes refer to the PwC network. Each member 
firm is a separate legal entity. Please see www.pwc.com/structure for further details. 

You can connect with us on: 

   facebook.com/PwCIndia 

   twitter.com/PwC_IN

  linkedin.com/company/pwc-india

  youtube.com/pwc



pwc.in
This publication does not constitute professional advice. The information in this publication has been obtained or derived from sources believed by PricewaterhouseCoopers Private Limited (PwCPL) to be reliable but PwCPL does not represent 
that this information is accurate or complete. Any opinions or estimates contained in this publication represent the judgment of PwCPL at this time and are subject to change without notice. Readers of this publication are advised to seek their own 
professional advice before taking any course of action or decision, for which they are entirely responsible, based on the contents of this publication. PwCPL neither accepts or assumes any responsibility or liability to any reader of this publication in 
respect of the information contained within it or for any decisions readers may take or decide not to or fail to take.

© 2013 PricewaterhouseCoopers Private Limited. All rights reserved. In this document, “PwC” refers to PricewaterhouseCoopers Private Limited (a limited liability company in India), which is a member firm of PricewaterhouseCoopers International 
Limited (PwCIL), each member firm of which is a separate legal entity.

PD 16 - Month 2013 Tightening the Rope .indd  
Designed by: PwC Brand and Communications, India


	Button 39: 
	Page 1: Off
	Page 2: 
	Page 3: 
	Page 4: 
	Page 5: 
	Page 6: 
	Page 7: 
	Page 8: 
	Page 9: 
	Page 10: 

	Button 40: 
	Page 1: Off
	Page 2: 
	Page 3: 
	Page 4: 
	Page 5: 
	Page 6: 
	Page 7: 
	Page 8: 
	Page 9: 
	Page 10: 

	Button 41: 
	Page 1: Off
	Page 2: 
	Page 3: 
	Page 4: 
	Page 5: 
	Page 6: 
	Page 7: 
	Page 8: 
	Page 9: 
	Page 10: 

	Button 1: 
	Page 2: Off
	Page 3: 
	Page 4: 
	Page 5: 
	Page 6: 

	Button 77: 
	Page 2: Off
	Page 3: 
	Page 4: 
	Page 5: 
	Page 6: 

	Button 2: 
	Page 2: Off
	Page 3: 
	Page 4: 
	Page 5: 
	Page 6: 

	Button 3: 
	Page 2: Off
	Page 3: 
	Page 4: 
	Page 5: 
	Page 6: 

	Button 4: 
	Page 2: Off
	Page 3: 
	Page 4: 
	Page 5: 
	Page 6: 

	Button 5: 
	Page 2: Off
	Page 3: 
	Page 4: 
	Page 5: 
	Page 6: 

	Button 6: 
	Page 2: Off
	Page 3: 
	Page 4: 
	Page 5: 
	Page 6: 



