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India remains an attractive destination for foreign investors as its economic fundamentals 
and optimism about its prospects remain strong. From a macroeconomic perspective, 
India is one of the fastest growing major emerging markets, with recent projections from 
the International Monetary Fund (IMF) pointing to a fiscal growth of 7.4% versus a 6.6% 
expansion in China for 2016. Politically, it is more stable than in previous cycles, with the 
BJP led government initiating a number of economic reforms that are instilling economic 
confidence and raising India’s attractiveness as a destination for FDI. The country’s 
demographics are equally promising: India is home to 18% of the world’s working-age 
population (ages 15-64), a growing middle class with increasing purchasing power and a 
corporate sector that is flexing its muscle domestically and globally.

These favorable conditions, plus an encouraging regulatory regime, are turning India 
into an ideal target market for inbound M&A. There has been an upward trajectory of 
transactions since 
2013 and in 2015 
India became a 
leading global FDI 
destination. Indeed, 
it has become clear 
that the India M&A 
story is well under 
way and that robust 
investment will 
continue into 2016 
and beyond.

India inbound M&A (2011-YTD 20161)
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Strong foreign sentiment
Against a backdrop of global volatility, widespread uncertainty and 
a fragile geopolitical situation in many regions, inbound deal flow in 
India increased steadily since 2011. In 2015, inbound M&A totaled 
227 deals worth US$19.6bn. In the first half of 2016, 82 deals worth 
close to US$9bn were announced, putting the country on track for 
another banner year of inbound investment.

Investment into India over the past two years has been led by the US, 
UK and Japan, which should instill further confidence in India, given 
that all three countries are known for strong regulatory oversight, a 
culture of in-depth due diligence and a business environment that 
seeks growth in international markets. The administration of Prime 
Minister Narendra Modi has liberalized the policy governing FDI into 
India, allowing larger foreign stakes in select sectors, which provides 
another level of confidence to this trend. 

Given the country’s advantages, corporations globally are 
ramping up their exposure to India. Some are taking the organic 
route and building on-the-ground businesses from the bottom 
up and through alliances. Others will remain more aggressive, 
inorganically expanding in the market but remaining cautious of a 
global slowdown, sluggish commodity prices and a deceleration in 
economic activity in key emerging markets.

US interest grows
As far as creating an attractive market for inbound investment, 
Indian policymakers and corporations should be pleased with US 
interest in India. In terms of inbound M&A, the US was the top 
investor country in India in the first half of 2016 with 23 deals worth 
US$2.5bn. In fact, in 2015, India attracted 6% of all US outbound 
M&A, ahead of China, which was 2% of all US outbound M&A, in 
terms of the volume of deals. By value terms, in 2015, US firms 
closed US$8.9bn in deals in India, only slightly short of China’s total 
deal value of US$11.3bn. 

The fact that India was one of the few emerging markets to 
see large volume and value of US investment should not be 
understated by any measure. Numerous analysts suggest that 

India has potential to overtake China as India’s growth appears to 
be accelerating while China’s growth continues to slow down. In 
addition, India is expected to rebalance its growth from services-
driven sectors to export-oriented manufacturing and this, 
combined with the ongoing removal of much of the bureaucratic 
red tape, will arguably drive further interest from foreign investors.

There is a general sentiment amongst foreign investors that 
India can attract far more FDI and consolidate its position as 
an important investment destination. For M&A activity in India 
to hit even greater heights, the government must continue the 
reform of its policies and institutions. At the same time, foreign 
investors must employ a due diligence process that is rigorous, 
comprehensive and truly independent, to assist them in making 
decisions with confidence and to be in a better position to protect 
such investments. India’s potential can then be truly realized.   

Building connectivity
As a result of the aforementioned factors, inbound acquirers will 
remain diligent about pursuing big-ticket acquisitions in India. 
Given this backdrop, certain sectors will be the likely beneficiaries 
of capital from outside of the country. 

Technology, media and telecommunications (TMT) companies will 
remain the top targets for foreign buyers and investors. Volumes 
and valuations paint a compelling picture of sustained activity: this 
sector accounted for 26% of deal value and 22% of deal volume 
from 2011 to YTD 2016. 

While consolidation in the telecom market, motivated in part by 
government policies, will drive interest, technology will arguable 
continue to draw the lion’s share of transactions. The e-commerce 
market in particular is expected to continue to attract investments 
due to sustained growth opportunities. A slew of supporting factors 
including better internet access, ballooning 3G internet users, the 
emergence of 4G technology and an explosion of smartphones and 
tablets is pushing commerce in a digital direction. Online payments 
infrastructure also continues to improve in India, which in turn has 
led to greater acceptability of e-commerce channels. 

India
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Due diligence in India: Scrutinizing the who, what and why

As India’s economic growth continues to 
attract attention from global investors, 
Kroll Managing Director Reshmi Khurana 
cautions those entering the market to 
be aware of the current challenges and 
changing nature of doing business in  
the country. 

What are some of the political, economic and cultural challenges 
of conducting business in India? 
Businesses in India often have to interact with political and 
bureaucratic stakeholders and this can impact their business 
practices and the reporting of financial results. Often the challenge 
for investors is to understand the potentially invisible aspects 
of the business, to gauge the true intentions of owners and to 
determine how such practices get recorded in the books. For 
example, the owners of a company may be engaging in related-
party transactions to generate cash. It is important for investors 
to understand whether the cash is being generated for legitimate 
purposes or for paying kickbacks. This, combined with the fact that 
financial regulations, accounting practices and auditing standards 
are still evolving, means that investors cannot be sure that the 
financial statements represent the true health of the business. 

While India’s legal and regulatory institutions are independent and 
foreign investors have recourse to the legal system in the event of 
a dispute, once in court, it can take years to resolve, by which time 
the value of the investment may have significantly eroded. 

Having said that, India’s corporate governance environment is 
evolving in a positive way. A new generation of entrepreneurs 
is beginning to see the benefits of following good corporate 
governance, and as investors grow savvier in their due diligence 
processes, there is increased transparency in business practices 
and financial reporting.  

What can foreign investors do to mitigate the risks, especially 
those related to corruption and bribery?
Entrepreneurs can manipulate their financial performance and 
hide corruption related risks, which may not be detected with the 
level of deal due diligence that is often conducted. Investors need 
to conduct deeper due diligence on corruption-related risks when 
evaluating investment opportunities in India. 

Firstly, a qualitative assessment of an entrepreneur’s background, 
reputation, political connections, ethical standards and business 
practices are as important as quantitative assessments of target 
businesses. Secondly, potential investors need to understand 
the full dynamics of the business environment in India to ensure 
that they make investments with a certain level of confidence. 
That is an art. Thirdly, investors should not be swayed by the 
competitive pressures of too many investors chasing too few 
deals – they should take their time so they are well-prepared 
to make a winning investment. Finally, they should select due 
diligence providers on a “no compromise basis” to ensure that 
the providers are truly independent and the integrity of the due 
diligence process is maintained. 

In what ways has the Modi government sought to improve the 
business climate in India?
To encourage foreign direct investment (FDI), investment rules and 
ceilings have been liberalized in several industries. India has also 
passed its first national bankruptcy law, which is expected to allow 
investors and creditors to accelerate the restructuring of distressed 
assets. Pertaining to taxation reforms, the country has passed a 
unified Goods and Services Tax (GST) on August 3, 2016 and is on 
the eve of implementing the monumental reform. The retroactive 
taxation law passed in 2011, however, a long-time source of pain 
and deterrence for foreign investors, has proven more difficult to 
tackle, and has yet to be improved. Similarly, little headway has been 
made by means of a land acquisitions reform, which is a challenging 
area for any administration but an important reform given India’s 
emphasis on the infrastructure and manufacturing sectors. 

What factors must be considered when conducting pre- 
transactional due diligence in India?
Key considerations when conducting due diligence in India include:

The quality of the entrepreneur
Understanding the background, ethics and intentions of business 
promoter(s) is critical, since these may not be captured in legal 
and financial due diligence. Investment targets should have 
quality entrepreneurs who not only possess sound credentials, 
but also have a history of abiding by good corporate governance, 
given the issues we’ve discussed above about the operating 
environment in India.

Viable business model
Investors should consider whether the business is following a 
viable business model that provides room for scalability while 
following good governance practices. Thorough due diligence looks 
beyond legal contracts and financial numbers, probing into how the 
business functions and how its product and supply chains operate.

Sound management
Investors often only speak to the owner when assessing a 
potential investment, but it is important to assess the first 
layer of management as well. Inheriting and retaining the right 
executive management is critical for successful post-transaction 
integration, as well as sustained business continuity and growth.

How does India compare with China in terms of opportunities and 
risks for investors?
Given that China’s economy is about five times the size of India’s, 
any direct comparison would be too simplistic. That being said, on 
one view, India may possess a greater degree of macro stability, 
including the currency. From a legal and regulatory perspective, 
India is rooted in longstanding institutions upholding both dispute 
resolution and the ordinary course of business. 

Meanwhile, China’s growth engines appear to be cooling, in 
recognition that unbridled growth cannot continue unabated. As 
this happens, a space of nascent opportunity has arisen for India 
to unleash its potential growth, hitherto mostly driven by the 
private sector, with the government’s support in the form of new-
improved fiscal and monetary policies.
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The shift from physical to digital consumption, however, will 
take time in a market as broad and diverse as India. Acquirers 
understand this reality and many are currently building their brick 
and mortar supply chains to support future growth. 

By way of background, Indian consumers bought US$16bn worth of 
goods online in 2015, up from US$6.3bn one year earlier. On cue, in 
June 2016 Amazon announced that it was doubling down on India.2 
The e-commerce giant announced plans to invest US$3bn on top 
of the US$2bn announced two years ago. While regulations restrict 
Amazon sales through third parties, Amazon CEO Jeff Bezos 
continues to publicly tout the potential of the Indian e-commerce 
space, without disclosing where the funds will be committed.

Consumer confidence 
Inbound M&A in the consumer sector accounted for 14% of 
deal value and 10% of deal volume since 2011. Despite the fact 
that e-commerce will inevitably take a larger share of wallet, 
demographic factors such as the emergence of an increasingly 
young and working population, urbanization and a population that 
is more inclined to upgrade products they purchase are ensuring 
that offshore interest in this sector remains solid. 

Policy is helping too. In June 2016, Indian policymakers announced 
the relaxation of FDI rules in areas of the consumer sector. The 
change allows for 100% FDI via government approval in the trading 
of food products made or produced in India, including through 
e-commerce platforms. Elsewhere, by allowing single-brand 
retailers to have a three-year grace period in which they can 
operate stores, before they have to comply with the local sourcing 
requirement of sourcing at least 30% of components locally, is also 
driving offshore activity into India. 

Industrious moves 
The manufacturing sector has been a mixed bag for offshore 
investors. The sector courted 9% of deal value and 22% of 
deal volume since 2011. Prime Minister Modi’s administration, 
seemingly not satisfied with foreigner under-representation in the 
sector, made a campaign policy out of the apparent mismatch. 

Backed by the “Make in India” campaign which is championed 
frequently by Prime Minister Modi personally, FDI worth US$28.7bn 
in greenfield manufacturing projects was announced in 2015, 
more than double the US$11bn in 2014.3 Apple and Foxconn have 
taken note. Other global names like Cisco is poised to up its Indian 

manufacturing base under the campaign.4 Next in line is potentially 
Tesla Motors, currently being courted by Road Transport and 
Highways Minister Nitin Gadkari to select India as its primary Asia 
manufacturing hub.5

Blue chips and tablets 
Business services remains a reliable choice for international 
firms wanting to expand in India. Approximately 9% of total deal 
value and 11% of total deal count, mostly into IT services, was 
recorded from 2011 to YTD 2016. Private equity firm Blackstone 
Group’s recent offer for a 76.3% stake in Mphasis, the Indian 
listed IT services provider, from Hewlett-Packard for around $1bn 
demonstrated faith in the business process outsourcing industry. 

India’s pharmaceutical space should not be ignored either, 
attracting 9% of deal value and 10% of deal volume from 2011 to 
YTD 2016. Evidently, this is a sector that is poised for an uptick 
in M&A in light of recent regulatory shifts. In late June, India 
announced a new policy allowing foreign pharma companies to 
acquire up to 74% ownership without government review and can 
acquire ownership shares up to 100% with only cursory review by 
India’s Foreign Investment Promotion Board (FIPB). 
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