
Unlocking Value and Transparency: 
The Imperative of Valuation in Related Party Transactions (RPTs)

In the intricate realm of corporate governance, 

ensuring fairness, transparency, and compliance 

is paramount when it comes to related party 

transactions. In an Indian corporate landscape 

marked by ever-evolving regulations and growing 

complexities, directors and management play a 

critical role in related party transactions.

Introduction

India with its dynamic business environment 

offers a multitude of opportunities for companies 

to thrive, but globalization, the rise of 

conglomerates, and complex business structures 

have led to a wide array of financial dealings 

between related parties. These encompass 

everything from the exchange of goods and 

services to loans, investments, and asset transfers.

However, it's crucial to recognize that RPTs 

can act as double-edged swords. While 

they offer benefits like increased 

operational efficiency and synergies, they 

can also pose substantial risks, including 

conflicts of interest, self-dealing, and 

potential abuse. Therefore, the pivotal role 

of valuation becomes indispensable in 

fostering fairness, transparency, and 

robust corporate governance in related 

party transactions.



The Companies Act, 2013, and the SEBI (Listing Obligations and Disclosure 

Requirements) Regulations, 2015, mandate the approval of related party 

transactions by the audit committee, board of directors, and shareholders. 

These regulations require rigorous scrutiny and proper documentation to 

establish compliance. India's regulatory landscape for related party 

transactions is intricate and continually evolving, making it imperative for 

companies to remain up-to-date to ensure adherence.

Directors are entrusted with the responsibility of 

making informed decisions that align with the 

company's best interests. Valuing the RPTs accurately 

is critical to ensure transparency, accountability, and a 

true and fair view on financial statements. To 

strengthen Corporate Governance and reinforce the 

overall integrity and reliability of financial reporting, a 

thorough documentation of the valuation process for 

RPTs should be maintained.

Compliance Fairness and Transparency

It provides transparency and accountability and 

withstands regulatory scrutiny.  Independent 

directors are entrusted with the responsibility of 

making informed decisions that align with the 

company's best interests. Valuation reports provide 

crucial insights into the financial implications of related

 party transactions, enabling independent directors to 

assess the potential impact on the company's strategic 

goals and financial stability. Robust valuation practices 

play an integral role in the functioning of audit and 

governance committees. They provide these 

committees with the tools needed to diligently review 

and approve related party transactions, ensuring 

compliance and transparency.



RPTs encompass a wide range of activities, including sales of goods or 

services, loan transactions, leases, guarantee commissions, transfers of 

intellectual property/PPE, and investments in various instruments like 

Equity Investments, Preference Shares, or compound financial instruments. 

These transactions often involve unique terms and conditions that can 

significantly influence the value.

One primary concern in RPTs is the potential for conflicts of interest. 

Valuation serves as a shield against undue advantages and ensures that 

related party transactions are conducted at arm's length. It acts as an 

objective, third-party assessment of the value of assets, services, or securities 

involved, enhancing fairness and integrity. Different regulations require 

independent third-party valuation to determine the arm's length price or 

provide a fairness opinion on transactions.

Comprehensive valuation practices help identify potential risks associated 

with related party transactions. A well-documented valuation process can 

uncover discrepancies, overvaluations, or hidden risks, safeguarding the 

company's financial health and reputation. Independent professionals must 

uphold the highest standards of independence and expertise. The 

perception of impartiality is crucial to gain trust among stakeholders.

Need for Valuation of Related Party 

Transactions



Considering the unique nature and importance of arm's length 

price in RPTs, determining the appropriate valuation approach 

is crucial. The selection of the approach depends on various factors, 

including the transaction's nature, the availability of market data, 

and the level of information available.

Way Ahead

Commonly used valuation methods are market-based 

approaches, income approaches, and asset-based 

approaches. These methods require in-depth research 

and analysis to identify relevant industry data, recent 

transactions, and market multiples for benchmarking. 

Valuation professionals play a crucial role in addressing 

these issues, offering a robust framework to protect the 

interests of shareholders and stakeholders.

As independent directors serve as the custodians of 

corporate integrity and transparency, embracing rigorous 

valuation practices in related party transactions goes 

beyond mere compliance with regulatory requirements; 

it fosters trust, enhances decision-making, and 

safeguards the long-term sustainability of the organization.

In conclusion, the critical role of valuation in related party 

transactions cannot be overstated. It is not a mere regulatory 

obligation but a strategic necessity in today's corporate 

landscape. By prioritizing transparent and fair valuation 

practices, companies navigate the complexities of related 

party transactions with confidence and integrity, paving the 

way for sustained growth and transparency.


