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Simon Electric Private Limited and V-Guard Industries Limited and their respective shareholders and
creditors as on December 17, 2021
Dear Sirs,
In accordance with the terms of our engagement letter dated September 28, 2021 we enclose our valuation report
providing our recommendation on the fair share exchange ratio ("Swap Ratio") as of the valuation date, December 17,
2021 (“Valuation Date”) for the proposed merger ("Proposed Merger") of Simon Electric Private Limited (“SEPL” or
“Target” or “Project Espania” or “Transferor Company”) into V-Guard Industries Limited (“V-Guard” or the “Client of the
Record” or “Transferee Company”).
Simon Electric Private Limited and V-Guard Industries Limited have approached D and P India Advisory Services LLP
(“DP” or “D and P Advisory” or “we” or the “Registered Valuer”) to prepare the appropriate analyses to express the
estimates of the relative values of Simon Electric Private Limited and V-Guard Industries Limited and to recommend a
Swap Ratio as on the Valuation Date and to provide a valuation report to this effect which will be submitted to the
National Company Law Tribunal (“NCLT”) in relation to the Proposed Merger. We have prepared this report to express
our independent estimate on the fair value (“FV”) of equity of Simon Electric Private Limited and V-Guard Industries
Limited and to determine the total number of V-Guard’s shares to be issued to SEPL’s shareholders in exchange of
their interest in Simon Electric Private Limited ("Swap Ratio"), pursuant to the provisions of Section 230 to 232 as well
as other applicable provisions of the Companies Act, 2013 (the “Act”) as of the Valuation Date.
In the process of formulating our estimate of value, we held discussions with the management of SEPL and V-Guard
(collectively the “Management”) regarding the history and nature of operations, economic and competitive conditions,
and prospects of Simon Electric Private Limited and V-Guard Industries Limited.
102, Kshamalaya, 1st Floor, Opposite Patkar Hall, New Marine Lines, Mumbai, Mumbai City, Maharashtra - 400 020 India.

For this valuation, financials, represented to be as of the Valuation Date, documents and other records, and prospective
financial information pertaining to the business operations and assets of SEPL and V-Guard Industries Limited were
furnished by the Management. Since V-Guard is a public listed company, the share price and market capitalization
details for determination of swap ratio are also taken from public databases. We have made no representation as to
the achievability of this prospective financial information, as actual results may differ, and these differences could be
material. However, we did perform certain procedures to determine that the prospective financial information was
reasonable and appropriate for use in the valuation process.
In addition, the Management provided financial statements and other records and documents for our analysis. This
data was utilized without verification as correctly representing the operations of SEPL and V-Guard.
Basis of preparation
Our work has been based on financial information provided by the Management. We have relied on the accuracy and
completeness of that information. Regarding the information provided, we have not carried out any form of audit,
independent confirmation or verification of the reliability, accuracy or completeness of the information. Accordingly, we
assume no responsibility and make no representations with respect to the accuracy or completeness of the information
provided to us.
The information contained herein, and our report is confidential. It is intended only for the sole use and information of
Simon Electric Private Limited and V-Guard Industries Limited and only in connection with the proposed Scheme of
Amalgamation (the “Scheme”) for the purpose of obtaining requisite approvals. It is to be noted that any reproduction,
copying or otherwise quoting of this report or any part thereof, other than in connection with the proposed Scheme as
aforesaid, can be done only with our prior permission in writing.
This document has been prepared for the purposes stated herein and should not be relied upon for any other purpose.
Unless required by law it shall not be provided to any third party or used for any other purpose. In no event, regardless
of whether consent has been provided, shall we assume any responsibility to any third party to which the Report is
disclosed or otherwise made available.
D and P India Advisory Services LLP expressly disclaims all liability for any loss or damage of whatever kind which
may arise from any person acting on any information and opinions contained in this Report which are contrary to the
stated purpose. Full terms and conditions of our work are included in our Engagement Letters.
If you would like to discuss any aspect of this report, please do not hesitate to contact me on +91 99453 66221.
Sincerely,

Santosh N
Managing Partner
D and P India Advisory Services LLP
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Executive
Summary

Summary
We understand that Simon Electric Private Limited (“SEPL” or “Target” or “Project
Espania” or “Transferor Company”) and V-Guard Industries Limited (“V-Guard” or
the “Client of the Record” or “You” or “Transferee Company”), have agreed to
propose a merger of SEPL into V-Guard (the “Proposed Merger”). The Proposed
Merger is planned to be executed through a Scheme of Amalgamation (the
“Scheme”) to be filed with the National Company Law Tribunal (“NCLT”) under the
provisions of section 230 to 232 and other applicable provisions of the Companies
Act, 2013 (the “Act”).
D and P India Advisory Services LLP (“DP” or “D and P Advisory” or “we” or the
“Registered Valuer”) has been engaged by the Client to provide an estimate of the
relative values of SEPL and V-Guard and to determine the total shares to be issued
to SEPL’s shareholders in exchange of their interest in SEPL ("Swap Ratio") as on
December 17, 2021(“Valuation Date”). The valuation report to this effect will be
submitted to the NCLT in relation to the Proposed Merger. We understand that the
results of our analysis will be used for the above-mentioned purpose.
The information contained herein, and our report is confidential. It is intended only
for the sole use and information of SEPL and V-Guard, and only in connection with
the proposed Scheme for the purpose of obtaining requisite approvals. It is to be
noted that any reproduction, copying or otherwise quoting of this report or any part
thereof, other than in connection with the proposed Scheme as aforesaid, can be
done only with our prior permission in writing.
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Valuation Conclusion
Based on the information and analysis summarized in this report, it is our estimate
that the estimated fair value of equity of SEPL and V-Guard is as follows:

Particulars

Weights

SEPL
(INR Mn)

Income Approach: Discounted Cash Flow
Method

100.0%

168.0

Concluded Enterprise Value

168.0

Less: Long-term provisions

9.8

Less: Other long-term liabilities
Add: Cash and bank balances

2.2
113.4

Add: Long-term loans and advances

2.5

Add: Other non-current assets

1.5

Concluded Fair Value of Equity (INR Mn)
Number of Equity shares outstanding

Concluded Fair Value per Share (INR)

V-Guard
(INR Mn)

273.0

108,619.0

141,299,757.0

430,896,339.0

1.93

252.08

We have estimated the per share price of SEPL using internationally accepted
valuation methodology specifically the Income Approach in accordance with the
relevant sections of the Act.
We were not provided with projections for V-Guard for us to carry out a valuation of
V-Guard using Income Approach and hence we had to rely completely on Market
Approach. Since V-Guard is a public listed company on a recognized stock exchange
in India with frequently traded shares, we have adopted the Market Price Method
under the Market Approach in accordance with Regulation 164 of Valuation of shares
as per Securities and Exchange Board of India (Issue of Capital and Disclosure
Requirements) Regulations, 2018, to arrive at its per share price.
Please refer to Exhibits 2.0 and 3.0 for more details.
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Determination of Swap Ratio
As per the Sub Section (2) of Section 232 of the Companies Act, 2013, where an

Swap
Summary

order has been made by the Tribunal under Sub Section (1), merging companies or
the companies in respect of which a division is proposed, shall be required to
circulate the following (this is an excerpt from a valuation point) for the meeting so
ordered by the Tribunal, namely;
A report adopted by the directors of the merging companies explaining
effect of compromise on each class of shareholders, key managerial
personnel, promoters and non-promoter shareholders laying out in
particular the share exchange ratio, specifying any special valuation
difficulties.
The valuation report by a Registered Valuer.
On the basis of the foregoing, in our estimate, V-Guard equity shares to be issued to
Shareholders of SEPL based on a fair exchange ratio in the event of merger of SEPL
into V-Guard is as below:
Shares to be issued based on Merger Swap Ratio

INR Mn

Total Fair Value of V-Guard (INR Mn)

108,619.0

Number of shares outstanding in V-Guard

430,896,339.0

Fair Value of Equity per share – V-Guard Industries (INR) (A)1

252.0761538

Total Fair Value of SEPL

273.0

Number of shares (C) outstanding in SEPL

141,299,757.0

Fair Value of Equity per share - SEPL (INR) (B)1

1.9320628

1

0.0076646

Swap Ratio (D = B/A)
Number of V-Guard shares to be issued to Shareholders of SEPL (C*D)

1,083,006.0

For every one equity share of Simon Electric Private Limited with a fair value
of INR 1.93 per share (face value of INR 10 per share), 0.0076646 equity share
of V-Guard Industries Limited with a fair value of INR 252.08 per share (face
value of INR 1 per share) will be issued and allotted.
The below table represents the concluded shareholding structure of V-Guard post
the Proposed Merger:
Pre-Merger

Post-Merger

Shareholders

No. of Shares

%

No. of Shares

%

V-Guard Promoter & Promoter group

241,134,952.0

56.0%

241,134,952.0

55.8%

V-Guard Public shareholders

189,761,387.0

44.0%

189,761,387.0

43.9%

Simon Holding SL

-

-

1,083,006.0

0.3%

Simon SA

-

-

-

NA

430,896,339.0

100.0%

431,979,345.0

100.0%

TOTAL

Please refer to Exhibit 1.0 for more details.

1
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Introduction

Purpose and Scope of Analysis
We understand that SEPL and V-Guard have agreed to propose a merger of SEPL
into V-Guard. The Proposed Merger is planned to be executed through a Scheme to
be filed with the NCLT under the provisions of section 230 to 232 and other
applicable provisions of the Act. The Proposed Merger is planned to be executed
through a Scheme filed with NCLT under the provisions of section 230 to 232 and
other applicable provisions of the Act. For this purpose, SEPL has reached out to DP
to prepare the appropriate analyses to express estimates of the relative values of
SEPL and V-Guard 's equity and to recommend the swap ratio as on the Valuation
Date.
SEPL and V-Guard are the sole intended users of this report, and the use of this
report will be restricted to the companies for the purpose(s) indicated in our
Engagement Letters. The information contained herein, and our report is
confidential. It is intended only for the sole use and information of SEPL and VGuard, and only in connection with the proposed Scheme for the purpose of
obtaining requisite approvals. It is to be noted that any reproduction, copying or
otherwise quoting of this report or any part thereof, other than in connection with the
proposed Scheme as aforesaid, can be done only with our prior permission in writing.
In the process of formulating our estimate of value, we held discussions with, and
were provided various documents by the Management. The historical financial data
and other records and documents pertaining to SEPL, and V-Guard have been
accepted without verification as proper representation of SEPL and V-Guard’s
operations and financial condition. We have relied on public databases to access VGuard’s financial information as the entity is listed in recognized stock exchanges in
India.
The valuation is also based on prospective financial information (“PFI”) of SEPL that
the Management has represented was prepared based on the visibility prevailing as
of the Valuation Date. The PFI was compared to the historical financials of SEPL and
was also discussed with the Management. Based on all the above, it was determined
that the PFI of SEPL was appropriate for use in this analysis. The principal
information provided to us and used in arriving at our valuation conclusion is outlined
in Appendix A.
Fair Value
Fair Value is defined as “the amount at which the subject asset might be expected
to exchange between a willing buyer and a willing seller, neither being under
compulsion, each having reasonable knowledge of all relevant facts”.
Fair Value has been established based on premises of value and underlying
analytical approaches appropriate to the facts and circumstances pertaining to the
business being valued.
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The scope of work performed, and the premise of value referenced in the estimation
of the equity value of SEPL, and V-Guard is described in the relevant sections of this
report.
Valuation Standards
We have used International Valuation Standards (IVS) in carrying out this analysis.
Approaches to Value
In developing our estimates, we considered various approaches to value SEPL and
V-Guard and chose the most appropriate approach or approaches. Our conclusions
rely on the approaches judged to be most appropriate for the purpose and scope of
our analysis, as well as the nature and reliability of the data available to us.
Approach to Value SEPL
For SEPL’s equity valuation we have evaluated the three approaches to value as
summarized below:
Income approach – The Income Approach is a valuation technique that provides an
estimation of the value of an asset, or a business based on the cash flows that an
asset or business can be expected to generate over its remaining useful life. The
Income Approach begins with an estimation of the annual cash flows a hypothetical
buyer would expect the subject asset or business to generate over a discrete
projection period. The estimated cash flows for each of the years in the discrete
projection period are then converted to their present value equivalent using a rate of
return appropriate for the risk of achieving the projected cash flows. The present
value of the estimated cash flows is then added to the present value equivalent of
the residual value of the asset (if any) or the business at the end of the discrete
projection period to arrive at an estimate of value.
Market approach – The market approach is a technique used to estimate value from
an analysis of actual transactions or offerings for economically comparable
assets/businesses available as of the valuation date. The process is essentially that
of comparison and correlation between the subject business and similar businesses
that has been recently sold or is offered for sale in the market. The transaction or
offering prices of the comparable assets/businesses are adjusted for dissimilarities
in characteristics including location, operating history, size, and utility, among others.
The adjusted prices of the comparable assets/ businesses provide an indication of
value for the subject asset/ business.
Cost approach – The cost approach is a technique that uses the reproduction or
replacement cost as an initial basis for value. The cost to reproduce or replace the
subject businesses with a new asset, either identical (reproduction) or having the
same utility (replacement), establishes the highest amount a prudent investor is likely
to pay. To the extent that the asset being valued provides less utility than a new one,
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due to physical deterioration, functional obsolescence, and/ or economic
obsolescence, the value of the subject businesses is adjusted for those reductions
in value. Obviously, this approach is more suited for valuation of individual assets
than to businesses, especially operating businesses.
The valuation exercise may be carried out using the above generally accepted
methodologies, the relative emphasis of each often varying with the factors such as:
Specific nature of the business
Industry to which the entity belongs
Economic life cycle in which the industry or the Company is operating
Extent to which industry and comparable company information is available,
and
Past track record of the business and estimates of future profits.
In estimating the enterprise value of SEPL, we have evaluated the suitability of the
three approaches to value, as described above and considering the Company
specific factors and the purpose of the valuation, we have relied on and concluded
the value based on the variant of income approach known as Discounted Cashflow
Method (DCF).
Since SEPL is engaged in the business of manufacturing and trading of electrical
wiring accessories, such as electrical switches, sockets, fan regulators and home
automation products and there are no direct comparable companies to SEPL with
similar size and product profile, we have not relied on Market Approach to value
SEPL.
The cost approach is not relevant in case of SEPL since it does not capture the going
concern value of the company.
Approach to Value V-Guard
We were not provided with projections for V-Guard for us to carry out a valuation of
V-Guard using Income Approach and hence we had to rely completely on Market
Approach. Since V-Guard is a public listed company on a recognized stock exchange
in India with frequently traded shares, we have adopted the Market Price Method
under the Market Approach in accordance with Regulation 164 of Valuation of shares
as per Securities and Exchange Board of India (Issue of Capital and Disclosure
Requirements) Regulations, 2018, to arrive at its per share price.
The Market Price Method as per the SEBI guidelines mention that if the equity shares
of the issuer have been listed on a recognized stock exchange for a period of twenty-
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six weeks or more as on the relevant date, the price of the equity shares to be allotted
pursuant to the preferential issue shall be not less than higher of the following:
a.

the average of the weekly high and low of the volume weighted average
price of the related equity shares quoted on the recognized stock exchange
(in which the highest trading volume has been recorded) during the twenty-

b.

six weeks preceding the relevant date; or
the average of the weekly high and low of the volume weighted average
prices of the related equity shares quoted on a recognized stock exchange
during the two weeks preceding the relevant date.

The selected approach and specific methodology applied in the valuation of SEPL
and V-Guard are described in the related sections of this report.

(This space has been left blank intentionally)
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Nature of the
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Background

Background
SEPL
SEPL is engaged in the business of manufacturing and trading of electrical wiring
accessories such as electrical switches, sockets, and home automation products.
SEPL is a subsidiary of Simon Holding SL, Spain.
V-Guard
V-Guard manufactures, sells, and trades in electric and electronic goods in India and
internationally. It operates through Electronics, Electrical, and Consumer Durables
segments. The company offers a range of products, including voltage stabilizers,
digital UPS, inverters and inverter batteries, electric water heaters, solar water
heaters, wiring cables, fans, mixer grinders, induction and gas cooktops, gas stoves,
rice cookers, grill king, toasters, kettles, chimneys, sandwich maker, kitchen hoods,
water purifier, domestic pumps, agricultural pumps, electric and industrial motors,
domestic switch gears, distribution boards, modular switches, and industrial cables,
as well as solar power systems and air coolers. It sells its products through
distributors, dealers, retailers, and service centers. The company was founded in
1977 and is based in Kochi, India. V-Guard is listed in National Stock Exchange
(NSE) and Bombay Stock Exchange (BSE).

(This space has been left blank intentionally)
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Economic
Overview

Economic Overview
A sound valuation of a business or business interest must consider current and
prospective economic conditions, both in the overall economy and in the industry or
industries with which the business is allied. The most important variables reviewed
in order to evaluate the overall state of an economy include the current level of and
changes in the real Gross Domestic Product (“GDP”), the unemployment rate, and
inflation rates.
An overview of the India economy in which the subject business operates and
supplies, and certain forecasted data is discussed herein.
India Economy
As per the World Economic Outlook issued by the International Monetary Fund
(IMF), the Indian economy is projected to recover in the next fiscal with 9.5 percent
growth in 2021-22 and 8.5 per cent in FY 2022-23, reflecting base effects and
strong global growth.
Earlier, Asian Development Bank (ADB) also projected a strong recovery for India's
economy in FY2021-22 in its Asian Development Outlook (ADO) 2021 Update, with
the growth projection for FY2021, downgraded from 11.0% in ADO 2021 to 10.0%,
reflects large base effects. The projection for FY2022, by which time much of
India’s population is expected to be vaccinated, is upgraded from 7.0% to 7.5% as
economic activity normalizes.
India’s economic performance can be understood by the following factors:
Gross Domestic Product2,3,4
The growth rate of real GDP is expected to grow on a YoY basis by 6.3
percent in the third quarter (Q3) October to December 2021-22, and then
gradually moderate to 5.9 per cent by the fourth quarter (Q4) January to
March 2021-22.
The real gross value added (GVA) growth is projected to be 5.9 percent in
the Q3 2021-22, however the overall growth projection has been revised
up to 8.9 per cent in 2021-22, supported by pick-up in industrial and
services activities; and is expected to be 6.9 per cent in 2022-23.
The Index of Industrial Production (IIP) has continued to recover in
October 2021 to reach 108 percent of pre-pandemic October 2019 levels,
with 107 percent recovery in manufacturing, 110 per cent in mining sector
and 115 per cent in electricity sector. All use-based categories witnessed
full recovery or more, with infrastructure and intermediate goods leading
with 117 per cent recovery of October 2019 levels.

2

RBI: Survey of Professional Forecasters on Macroeconomic Indicators, Results of the 73rd round.
World Economic Outlook Database -International Monetary Fund (IMF), October 2021
4
Department of Economic Affairs: Monthly Economic Review, November 2021
3
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IIP grew at 3.2 per cent on a YoY basis in October 2021 as compared to
3.3 per cent on a YoY basis in September 2021. Within the manufacturing
sector, industries like textiles, food, base metals, non-metallic minerals
and computer electronics exhibited strong recovery when compared to
corresponding pre-pandemic October 2019 levels.
Subject Descriptor

2020

2021

2022

2023

2024

2025

2026

GDP Growth (%)

-7.3

9.5

8.5

6.6

6.3

6.2

6.1

Source: IMF Forecast, October 2021

Inflation5,6
The WPI inflation of all commodities is expected to increase to 11.7 percent
in Q3 2021-22 and gradually decrease to 8.9 percent in Q4 2021-22.
Headline consumer price index (CPI) inflation is expected to be at 5.0
percent in Q3 2021-22 and then increase to 5.8 percent in Q4 2021-22,
before moderating to 5.2 per cent during H1:2022-23.
RBI in its latest Monetary Policy Statement, has forecast CPI inflation to
remain within monetary policy goal in the current year and Q1 of FY 202223.
Monetary Condition
RBI in its latest Monetary Policy Statement (December 2021) kept the
policy repo rate under the liquidity adjustment facility (LAF) unchanged at
4.0 percent to ensure realisation of complete pass-through of
accommodative monetary policy, in presence of adequate liquidity to
support the envisaged growth rate. Consequently, the reverse repo rate
under the LAF remains unchanged at 3.35 per cent and the marginal
standing facility (MSF) rate and the Bank Rate at 4.25 per cent.
Liquidity in the financial system continues to remain in large surplus
amidst easy financial conditions, as daily net absorption under the LAF

Growth Potential6
The economic outlook for India, per the IMF Economic Outlook, is illustrated below:
Subject Description
Real GDP
(Constant Prices %)
Inflation
(Avg. Consumer Prices %)

5
6
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2019

2020e

2021e

2022e

2023e

2024e

2025e

4.2

-10.3

8.8

8.0

7.6

7.4

7.2

4.8

4.9

3.7

3.8

3.9

3.9

4.0

RBI: Survey of Professional Forecasters on Macroeconomic Indicators, Results of the 73rd round.
World Economic Outlook Database -International Monetary Fund (IMF), October 2021
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Industry
Overview

Industry Overview
India Fast Moving Electrical Goods Sector
Covid Pandemic impacted the Fast-Moving Electrical Goods (“FMEG”) industry
significantly with the industry seeing a significant loss in business due to stoppage
of construction activity. The nationwide lockdown in the first half of 2020 disrupted
the retail sales significantly. The impact was significant on seasonal products such
as ACs, fans, etc. However, post lockdown, the revival of construction activity and
recovered consumer sentiments helped in strong growth in cables, modular switches
and switchgear businesses. The market was again disrupted for a brief period in
2021 due to second wave of covid but the impact on the market was lesser compared
to the first wave.
As per Morgan Stanley7, Most FMEG companies saw strong demand in F21 driven
by solid consumer demand for electrical goods and appliances. The sector has
witnessed strong commodity inflation in the last four quarters (starting Q3F21). While
FMEG companies have cut costs and have had to take sharp price hikes, underlying
volume growth has remained resilient even in H1F22. The "pent up demand"
argument is not as valid in the current fiscal year.
More interestingly, in the last 18 months, unorganized and smaller players who make
up for 10% to 50% of the market share across categories, have faced some supply
chain constraints, have not enjoyed the same dealer support and now have less
pricing power than larger players given the inflationary environment.
As per Morgan Stanley, India FMEG industry is forecasted to grow to US$ 28.5 billion
by the year 2026, representing a five-year CAGR of 8 percent (in USD terms).
As per Morgan Stanley, structural growth drivers for the industry include a growing
population, rising disposable income, improving electricity access, growing
opportunities to gain share from unorganized segments in electrical, and a low
penetration rate in consumer durables. FMEG companies are widening their portfolio
offerings, distribution networks and also their direct reach to consumers through ecommerce. Most companies are also working on a dedicated rural penetration
strategy with specific product offerings, which augurs well for sustained volume
growth in the medium term.
Domestic Switches and Swithgears Industry
As mentioned by Polycab India8 in their annual report dated June 30, 2021, the
domestic switches industry stood at about INR 50 billion, growing by about 10% YoY
in FY21, while the domestic switchgears industry, at INR 209 billion, was broadly
stable. Overall, the market environment continued to remain challenging, leading to

7
8
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subdued industry growth. A dampened real estate sector has directly impacted
consumption in both these categories of products.
Havells India9 expects the uptick in residential and commercial construction and
ongoing electrification programmes of government would support growth of
switchgear market. India has seen rapid growth in access to electricity in deeper
pockets and improvement in quality of supply in urban and semi-urban geographies.
Various government schemes are focused on the mission of ‘electricity for all’ and
reducing transmission loss of electricity. This has created opportunity for the industry
to expand into Rural and Semi-urban markets.

(This space has been left blank intentionally)
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Valuation Approach
In estimating the value of the SEPL, we have evaluated the suitability of the three

Valuation
Approach

approaches to value and considering the nature and stage of the company, we have
used the Income approach to value SEPL. Since there are no direct comparable
companies to SEPL with similar size, we have not relied on Market Approach to value
SEPL.
NAV/Cost approach does not capture the going concern value of any company /
business and the value embedded in the company’s workforce and its knowledge
base since these do not get reflected in the company’s balance sheet. Therefore, we
have not used the NAV/Cost approach to value SEPL.
Our conclusions rely on the approaches judged to be most appropriate for the
purpose and scope of our analysis, as well as the nature and reliability of the data
available to us. We have summarized the valuation of SEPL based on Income
Approach as mentioned in the later sections.

Income
Approach –
Discounted
Cash Flow
Method

Income Approach – Discounted Cash Flow Method
A Discounted Cash Flow (“DCF”) Method analysis provides an indication of the value
of a business by reference to the present value of the future cash flows which are
expected to arise from the business asset’s operations.
We have used a Free Cash Flow to Firm (“FCFF”) method to arrive at the fair value
of business owing to the nature of its operations. This method involves discounting
of the future forecasted free cash flows to the firm holders using cost of capital to
arrive at the firm value. The firm value is further adjusted, with non-operating assets
and other liabilities basis the carved-out balance sheet provided by the Management,
to arrive at the fair value of equity.
Since cash flow projections can only be prepared for a definite period, the valuation
will not capture the cash generating capacity of the business beyond the discrete
projected period and also the whole concept of going concern will not be considered.
Hence, a terminal value is considered to capture value beyond the projection period
through to perpetuity.
The terminal value is estimated taking into consideration the past growth rates of the
business, economic life cycle of the business, expected growth rates in future,
sustainable capital investments required for the business as well as the estimated
growth rate of the industry and economy.
Projected Financial Performance of SEPL
We have relied on the financial projections provided by the Management for our
analysis. Management has provided projections for the period from FY2022 to
FY2029. The Management has also provided the November 30, 2021, actual
balance sheet and income statement and has represented that there is no material
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difference in the financial position of SEPL between November 30, 2021, and the
Valuation Date. Hence, we have considered the November 30, 2021, financial
statements as a proxy for Valuation Date financial statements.
The following are the key assumptions used in considering the DCF analysis:
Revenue
We understand from the Management that SEPL operates in the business of
manufacturing and trading of electrical wiring accessories, such as electrical
switches, sockets, fan regulators and home automation products. We understand
from the Management that SEPL’s products especially in the electrical switches are
considered to be premium and in line with some of the other market participants such
as Legrand and GM Modular. Historically SEPL’s sales were impacted due to issues
with its supply and distribution network and by rationalizing the supply chain
management and by incorporation of newer premium products in their portfolio
through R&D, SEPL expects to achieve a significant growth in their revenues.
Moreover, Management has also considered a planned expansion to other parts of
India (as current operations of SIPL are predominantly in North India).
Given below is the projected revenue for SEPL from FY22 to FY29.
INR Mn

2022

2023

2024

2025

2026

2027

2028

2029

Revenue

139.4

243.9

365.8

475.5

594.3

742.9

891.4

1,025.1

Cost of materials consumed

61.2

102.2

145.9

185.0

225.3

274.2

320.2

368.2

Employee Benefit Expense

91.4

91.3

106.1

120.6

138.0

157.3

173.2

190.7

Other Expenses

68.6

88.9

117.7

132.4

155.2

192.6

230.0

263.7
10.2

Costs:

Royalty Payout

-

-

-

-

-

7.4

8.9

IT (SAP) expenses

-

5.0

5.4

5.7

6.1

6.6

7.0

7.5

Common Overheads / Indirect costs
Total cost

-

12.2

18.2

21.3

26.7

29.6

35.6

38.4

221.1

299.5

393.4

465.0

551.3

667.7

774.9

878.7

Costs
Given below is the projected cost for SEPL from FY22 to FY29:
Cost of materials consumed: Cost of material consumed as a % of
revenue has been projected to decrease from 43.9 percent in FY22
(INR 61.2 Mn) to 35.9 percent in FY29 (INR 368.2 Mn) at a CAGR of
29.2 percent. The company is undergoing capacity expansion couple
with combined higher utilization of manufacturing plant in the projected
period.
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Employee benefit expenses: Employee expenses as a % of revenue
has been projected to decrease from 65.6 percent in FY22 (INR 91.4
Mn) to 18.6 percent in FY29 (INR 190.7 Mn) at a CAGR of 11.1 percent.
Other expenses: Other expenses pertains to business promotion and
selling expenses, Rent, Rates and taxes, Travelling & Conveyance
expenses and Miscellaneous expenses. Other expenses as a % of
revenue have been projected to decrease from 49.2 percent in FY22
(INR 68.6 Mn) to 25.7 percent in FY29 (INR 263.7 Mn) at a CAGR of
21.2 percent mainly due to decrease in business promotion expenses
from 13.0 percent in 2022 to 8.0 percent in 2029, and in other
miscellaneous expenses from 24.0 percent in 2022 to 12.0 percent in
2029.
Royalty Payout, IT expenses and Common overheads: Royalty Payout
pertains to commercially agreed royalty rate for the usage of Simon
Brand in India at 1.0 percent of operating profit between Spanish
parent and SEPL. IT expenses and common overheads pertains to
SAP implementation expenses, R&D and management and support
functions expenses. Management does not project these cost in FY22
separately. These cost as a % of revenue has been projected to
decrease from 7.0 percent in FY23 to 5.5 percent in FY29 mainly due
to economies of scale.
Earnings before
(“EBITDA”)

Interest,

Taxes,

Depreciation

and

Amortization

The Management has projected EBITDA margin to increase from -58.7 percent in
FY22 to 14.3 percent in FY29. We understand that the company is loss making at
EBITDA level in the historical period and continue to make losses till FY24. The
company is projected to turn EBITDA positive post FY24 due to the following
reasons:
Scale-up of revenue due to expansion in distribution network, and
introduction of newer premium products in their portfolio through R&D.
As the revenues are expected to grow in the projected period, business
is expected to harness economies of scale to increase margins over a
period of time.
The following table reflects the expected earnings before interest and taxes
(“EBITDA”) for the Company based on the projections provided by the Management:
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INR Mn

2022

2023

2024

2025

2026

2027

2028

2029

EBITDA

(81.8)

(55.6)

(27.6)

10.5

43.0

75.2

116.5

146.4

Margin

-58.7%

-22.8%

-7.5%

2.2%

7.2%

10.1%

13.1%

14.3%

Depreciation and Capital Expenditure
Depreciation: Management has provided latest Form 3CD. As per AY2020 tax
filings, effective depreciation rate works out at 16.5 percent. Accordingly, tax
depreciation has been calculated using 16.5 percent depreciation rate. Beyond
FY29, the depreciation has been normalized to be at 2.3 percent as a
percentage of revenue in the terminal period.
INR Mn

2022

2023

2024

2025

2026

2027

2028

Depreciation

17.0

15.8

17.3

18.6

20.5

22.1

23.4

2029
23.3

% Revenue

12.2%

6.5%

4.7%

3.9%

3.4%

3.0%

2.6%

2.3%

Capital Expenditure: Capital expenditure pertains to improvements factory
including capacity augmentation, and maintenance capex. Management has
projected capital expenditure of INR 183.1 Mn (approximately in the range from
INR 10.2 to INR 30.0 Mn each year) over the discrete period. SEPL is expected
to incur normalized capital expenditure at INR 24.2 Mn (2.3 percent of operating
revenue) into perpetuity.

INR Mn

2022

Capital Expenditure

% Revenue

2023

2024

2025

2026

2027

2028

2029

10.2

10.0

25.0

25.0

30.0

30.0

30.0

22.9

7.3%

4.1%

6.8%

5.3%

5.0%

4.0%

3.4%

2.2%

Debt Free Non-Cash Working Capital
The working capital requirements that were incorporated into the cash flow
calculations reflect the debt-free, non-cash; operating working capital necessary
to run the business. The actual working capital levels of the Company was 15.0
percent of revenues in FY21.
Management expects the trade receivable and inventory days in the projected
period to decrease from 100 days in FY22 to 50 days in FY29 and from 32 days
in FY22 to 13 days in FY29. Management expects trade payables in the
projected period from 109 days in FY22 to 28 days in FY29.
The Management provided us with the working capital requirements from FY22
to FY29 which is declining each year as a percentage of revenue in discrete
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period. Further, we were given to understand by the Management, overall, the
normalized working capital requirement is expected to be ~51.7 days (in terms
of days of sales).

INR Mn
Working Capital
% Revenue

2021

2022

2023

2024

2025

Actuals

Proj.

Proj.

Proj.

Proj.

Proj.

Proj.

Proj.

Proj.

19.7

25.8

43.7

69.5

80.7

100.7

125.8

126.4

145.2

15.0%

15.1%

17.9%

19.0%

17.0%

16.9%

16.9%

14.2%

14.2%

2026

2027

2028

2029

Tax Rate
Corporate tax rate of 25.2 percent has been utilized based on the tax rates
applicable to the Company. Further, we have considered brought forward
business losses and unabsorbed depreciation of INR 699.8 Mn and INR 178.2
Mn available with the company till AY2021. We note that the company has
incurred a loss of INR 74.8 Mn (EBITDA loss) in FY21, and tax depreciation of
INR 17.3 Mn will not be absorbed. Moreover, we note that the company is
projected to incur a total loss of INR 165.0 during the period starting FY22
to FY25. Unabsorbed depreciation during this period amounts to INR 50.2 Mn.
We have accordingly incorporated the same in our analysis. We understand
from our discussions with the Management that the accumulated losses of
SEPL will be available to be carried forward and set off against the profits of
SEPL post this transaction and the taxes of SEPL has been projected by the
Management accordingly in the PFI shared with us and we have accordingly
used the same in our analysis. Any change in this assumption could have an
impact on the value of SEPL.
Invested Capital Cash Flow
Earnings Before Interest and Tax (“EBIT”) was tax affected to derive the
invested capital net income. From this, adjustments for depreciation, capital
expenditure and incremental non-cash working capital was made to arrive at the
invested capital cash flows for each projected year. The invested capital cash
flows were then discounted to present value using a discount rate developed by
analyzing the returns investors required on the guideline public companies as of
the Valuation Date. We developed the discount rate for the entity by computing
the Weighed Average Cost of Capital (“WACC”) using guideline public company
data. The Discount Rate Development section of this report provides further
discussions of the methodology employed to arrive at the discount rate.
Terminal Value
The terminal value, or value attributed to SEPL operations beyond the explicit
forecast period, was estimated using a perpetuity growth computation. First, we
estimated the invested capital cash flow in the terminal year by adjusting the
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FY29 revenues by the long-term growth rates applicable for SEPL of 4.0
percent, which were based on discussions with Management. The invested
capital cash flow in the stabilized period was capitalized by a capitalization rate
equal to the discount rate less the terminal growth rate.
Discount Rate
We have discounted the cash flows using a discount rate of 17.0 percent (see
Appendix C). The discount rate of 17.0 percent has been assessed by applying
a Weighted Average Cost of Capital (“WACC”) model considering the guideline
public companies in India. For detailed analysis please refer to Workpaper 2.0.
Summary – Discounted Cash Flow Method
The operating enterprise value of SEPL, as implied by Income Approach is INR
168.0 Mn. A detailed analysis is presented in Exhibit 3.1.

(This space has been left blank intentionally)
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Market
Approach –
Guideline
Public
Companies
Method

Market Approach – Guideline Public Companies Method
The Guideline Public Companies Method of the Market Approach provides an
indication of value by relating the equity or invested capital (total debt plus equity) of
guideline public companies to various measures of their earnings and cash flow, then
applying such multiples to the entity being valued.
The Guideline Public Companies Method makes use of market price data of stocks
of corporations engaged in the same or a similar line of business as that of the
Company. Stocks of these corporations are actively traded in a public, free, and open
market, either on an exchange or over the counter. Although no two companies are
exactly alike, the only restriction imposed by the method is that the corporations
selected as guideline public companies be engaged in the same or a similar line of
business, or are subjected to similar financial and business risks, including the
opportunity for growth. Other relevant factors may be considered in selecting and
adjusting guideline public companies to make comparisons with the subject.
We considered but did not assign any weightage to Market Approach while valuing
SEPL as there are no direct comparable companies to SEPL with similar size and
similar business model. Hence, we have not relied on Market Approach to value
SEPL.
(This space has been left blank intentionally)
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Approach –
Net Asset
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Cost Approach – Net Asset Value Approach
The Net Asset Value (“NAV”) Approach provides an indication of the fair value of a
business by adjusting the asset and liability balances on a company’s balance sheet
to their fair value equivalents. The fair value of the equity is then indicated by the fair
value of the assets less the fair value of the liabilities to arrive at the net asset value.
In applying this approach, the book value of the individual assets and liabilities is
often relied upon as an indicator of fair value. The NAV Approach is useful in
situations where indications of value from the Income or Market Approaches are
below the book value of an entity. In these situations, the NAV Approach can be
considered a minimum, or floor, value for an entity.
This approach is less relevant in case of SEPL, since the Fair Value derived using
the NAV approach does not capture the following:
»

The going concern value of the company; and

»

The value embedded in the company’s workforce and its knowledge base
since these do not get reflected in the company’s balance sheet.

(This space has been left blank intentionally)
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Valuation Approach
We were not provided with projections for V-Guard for us to carry out a valuation of

Valuation
Approach

V-Guard using Income Approach and hence we had to rely completely on Market
Approach. Since V-Guard is a public listed company on a recognized stock exchange
in India with frequently traded shares, we have adopted the Market Price Method
under the Market Approach in accordance with Regulation 164 of Valuation of shares
as per Securities and Exchange Board of India (Issue of Capital and Disclosure
Requirements) Regulations, 2018, to arrive at its per share price.
The Market Price Method as per the SEBI guidelines mention that if the equity shares
of the issuer have been listed on a recognized stock exchange for a period of twentysix weeks or more as on the relevant date, the price of the equity shares to be allotted
pursuant to the preferential issue shall be not less than higher of the following:
»

the average of the weekly high and low of the volume weighted average price of
the related equity shares quoted on the recognized stock exchange (in which
the highest trading volume has been recorded) during the twenty-six weeks
preceding the relevant date; or

»

Market
Approach –
Market Price
Method

the average of the weekly high and low of the volume weighted average prices
of the related equity shares quoted on a recognized stock exchange during the
two weeks preceding the relevant date.

Market Approach – Market Price Method
As we are relying on the Market Price Method as per the SEBI guidelines to value
the fair value of V-Guard’s equity, we have considered the higher of the following to
arrive at the concluded share price of V-Guard:
»

the average of the weekly high and low of the Volume Weighted Average Price
(“VWAP”) of V-Guard quoted on the National Stock Exchange (NSE) (since VGuard’s highest trading volume has been recorded in NSE as per the SEBI
guidelines) during the twenty-six weeks preceding the relevant date; or

»

the average of the weekly high and low of the VWAP of V-Guard on NSE during
the two weeks preceding the relevant date.

S. No.

From Date

To Date

1

Monday, June 21, 2021

Friday, June 25, 2021

2

Monday, June 28, 2021

Friday, July 2, 2021

3

Monday, July 5, 2021

Friday, July 9, 2021

4

Monday, July 12, 2021

5

Monday, July 19, 2021

6

Monday, July 26, 2021
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Weekly High

Weekly Low

Average

273.7

262.0

267.8

272.4

260.6

266.5

263.8

258.2

261.0

Friday, July 16, 2021

262.2

258.7

260.4

Friday, July 23, 2021

259.3

251.3

255.3

Friday, July 30, 2021

254.7

248.3

251.5
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S. No.

From Date

To Date

Weekly High

Weekly Low

Average

7

Monday, August 2, 2021

Friday, August 6, 2021

251.5

246.8

249.2

8

Monday, August 9, 2021

Friday, August 13, 2021

247.4

234.7

241.1

9

Monday, August 16, 2021

Friday, August 20, 2021

246.1

233.7

239.9

10

Monday, August 23, 2021

Friday, August 27, 2021

239.7

239.4

239.6

11

Monday, August 30, 2021

Friday, September 3, 2021

248.2

241.4

244.8

12

Monday, September 6, 2021

Thursday, September 9, 2021

262.9

255.4

259.2

13

Monday, September 13, 2021

Friday, September 17, 2021

261.9

252.8

257.3

14

Monday, September 20, 2021

Friday, September 24, 2021

259.1

252.2

255.7

15

Monday, September 27, 2021

Friday, October 1, 2021

259.8

256.0

257.9

16

Monday, October 4, 2021

Friday, October 8, 2021

268.6

256.5

262.5

17

Monday, October 11, 2021

Thursday, October 14, 2021

266.7

263.6

265.2

18

Monday, October 18, 2021

Friday, October 22, 2021

263.3

248.3

255.8

19

Monday, October 25, 2021

Friday, October 29, 2021

257.5

243.8

250.7

20

Monday, November 1, 2021

Thursday, November 4, 2021

262.4

257.5

260.0

21

Monday, November 8, 2021

Friday, November 12, 2021

260.5

252.2

256.3

22

Monday, November 15, 2021

Thursday, November 18, 2021

252.8

248.7

250.8

23

Monday, November 22, 2021

Friday, November 26, 2021

247.2

230.7

238.9

24

Monday, November 29, 2021

Friday, December 3, 2021

241.6

231.7

236.6

25

Monday, December 6, 2021

Friday, December 10, 2021

239.2

234.8

237.0

Monday, December 13, 2021

Friday, December 17, 2021

238.3

228.0

233.1

26

Average of Weekly High and Low - Preceding 26 weeks (A)

252.1

Average of Weekly High and Low - Preceding 2 weeks (B)

235.0

Higher of A and B

252.1

Number of shares as of November 30, 2021 - Mn shares

430.9

Indicated Equity value of V-Guard Industries as of Dec 17 2021 - INR Mn
(ROUNDED)

108,619.0

For detailed calculation of V-Guard’s VWAP, please refer to Exhibit 2.0 and 2.1.
Summary- Market Price Method
The equity value of V-Guard, as indicated by the Market Price Method using the
VWAP share price is INR 108,619.0 Mn. A detailed analysis is presented in Exhibit
2.1.

(This space has been left blank intentionally)
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Valuation
Conclusion

Fair Value of SEPL’s Equity
The Business Enterprise Value of SEPL is adjusted for Valuation Date non-operating
assets and liabilities as provided by the Management, to arrive at the concluded fair
value of equity. The Management had provided us with the November 30, 2021,
financial statements of SEPL and had represented to us that there is no material
change in the financial statements between November 30, 2021, and the Valuation
Date. Hence, we have considered the November 30, 2021, balance sheet to be proxy
for Valuation Date balance sheet.
The table below summarizes the computation of the fair value of equity per share for
SEPL as of December 17, 2021:

Particulars

Weights

SEPL (INR Mn)

Income Approach: Discounted Cash Flow Method

100.0%

168.0

Concluded Enterprise Value

168.0

Less: Long-term provisions

9.8

Less: Other long-term liabilities

2.2
113.4

Add: Cash and bank balances
Add: Long-term loans and advances

2.5

Add: Other non-current assets

1.5
273.0

Concluded Fair Value of Equity (INR Mn)
Number of Equity shares outstanding

141,299,757.0

Concluded Fair Value per Share (INR)

1.93

We have estimated the per share price of SEPL using internationally accepted
valuation methodology specifically the Income Approach in accordance with the
relevant sections of the Act. A detailed analysis is presented in Exhibit 3.0
Fair Value of V-Guard’s Equity
The total equity value of V-Guard, as indicated by the Market Price Method using
the VWAP share price is INR 108,619.0 Mn. A detailed analysis is presented in
Exhibit 2.0.
We were not provided with projections for V-Guard for us to carry out a valuation of
V-Guard using Income Approach and hence we had to rely completely on Market
Approach. Since V-Guard is a public listed company on a recognized stock exchange
in India with frequently traded shares, we have adopted the Market Price Method
under the Market Approach in accordance with Regulation 164 of Valuation of shares
as per Securities and Exchange Board of India (Issue of Capital and Disclosure
Requirements) Regulations, 2018, to arrive at its per share price.
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Determination
of Swap Ratio

Determination of Swap Ratio
As per the Sub Section (2) of Section 232 of the Companies Act, 2013, where an
order has been made by the Tribunal under Sub Section (1), merging companies or
the companies in respect of which a division is proposed, shall be required to
circulate the following (this is an excerpt from a valuation point) for the meeting so
ordered by the Tribunal, namely;
A report adopted by the directors of the merging companies explaining
effect of compromise on each class of shareholders, key managerial
personnel, promoters and non-promoter shareholders laying out in
particular the share exchange ratio, specifying any special valuation
difficulties.
The valuation report by a Registered Valuer.
On the basis of the foregoing, in our estimate, V-Guard equity shares to be issued to
Shareholders of SEPL based on a fair exchange ratio in the event of merger of SEPL
into V-Guard is as below:

Shares to be issued based on Merger Swap Ratio

INR Mn

Total Fair Value of V-Guard (INR Mn)

108,619.0

Number of shares outstanding in V-Guard

430,896,339.0

Fair Value of Equity per share – V-Guard Industries (INR) (A)10

252.0761538

Total Fair Value of SEPL

273.0

Number of shares (C) outstanding in SEPL

141,299,757.0

Fair Value of Equity per share - SEPL (INR) (B) 10

1.9320628

10

0.0076646

Swap Ratio (D = B/A)
Number of V-Guard shares to be issued to Shareholders of SEPL (C*D)

1,083,006.0

For every one equity share of Simon Electric Private Limited with a fair value
of INR 1.93 per share (face value of INR 10 per share), 0.0076646 equity share
of V-Guard Industries Limited with a fair value of INR 252.08 per share (face
value of INR 1 per share) will be issued and allotted.
The below table represents the concluded shareholding structure of V-Guard post
the Proposed Merger:
Pre-Merger

Post-Merger

Shareholders

No. of Shares

%

No. of Shares

%

V-Guard Promoter & Promoter group

241,134,952.0

56.0%

241,134,952.0

55.8%

V-Guard Public shareholders

189,761,387.0

44.0%

189,761,387.0

43.9%

Simon Holding SL

-

-

1,083,006.0

0.3%

Simon SA

-

-

-

NA

430,896,339.0

100.0%

431,979,345.0

100.0%

TOTAL

Please refer to Exhibit 1.0 for more details.

10
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A. Sources of
Information

A. Sources of Information
In the course of our valuation analysis, we relied upon financial and other information,
including prospective financial information, obtained from the Management and from
various public, financial, and industry sources. Our conclusion is dependent on such
information being complete and accurate in all material respects.
The principal sources of information used in performing our valuation include:
•

Discussions with, and other information provided by the Management,
including an overview of the background of SEPL and V-Guard.

•

Prospective financial information for SEPL prepared by Management as of
the Valuation Date until the year ended March 2029.

•

Audited financial statements of SEPL for the period ended March 31, 2017,
to March 31, 2021.

•

Provisional financial statements of SEPL for the period ended September
30, 2021.

•
•

Provisional Balance Sheet as of November 30, 2021, for SEPL.
Capital IQ database of recent guideline transactions and guideline public

•

companies.
Publicly available information (i.e., analyst reports, articles, studies,
websites, and court cases).

DP has relied upon the information provided to it and referred to above and has not
endeavoured to seek any independent confirmation of its reliability, accuracy or
completeness.
It does not imply, and it should not be construed, that DP has carried out any form of
audit or other verification of the information that it has relied upon.
Accordingly, whilst the statements made in this report are given in good faith, neither
DP nor its partners and employees, accept any responsibility neither for any errors
in the information on which they are based nor for the effect of any such errors on
the valuation.

(This space has been left blank intentionally)

| SEPL & V-Guard

December 20, 2021

38

B. Comparable
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B. Comparable Company Analysis
We have considered publicly listed companies in Electrical goods business in India.
We have identified the following guideline listed companies as the comparable set:
Companies comparable to SEPL

Company Name

Business Description

Havells India Limited

Havells India Limited, a fast-moving electrical goods company, manufactures, sells,
and exports industrial and consumer electrical products in India and internationally.
It operates through five segments: Switchgears, Cables, Lighting and Fixtures,
Electrical Consumer Durables, and Lloyd Consumer. The company offers switches;
switchgears, such as circuit breakers, energy savers, human safety equipment,
distribution boards, surge protection devices, and control and monitoring devices, as
well as electrical wiring accessories, industrial motors, and capacitors; appliances,
including cooking, food preparation, brewing, garment care, climate control
appliances, and air purifiers; and cables consisting of domestic cables and industrial
underground cables, as well flexible cables. It also provides fans comprising ceiling,
table, pedestal, wall, ceiling mounting, personal, and domestic exhaust fans; lighting
solutions; storage, instant, instantaneous gas, solar water heaters, and online
electric hot water taps; pumps, such as centrifugal, mono block, and submersible
pumps; water purifiers; air conditioners; televisions; refrigerator; washing machines;
air circulators; heavy duty exhaust fans; and air coolers. In addition, the company
offers motors, including crane duty, smoke, brake, inverter duty, and energy efficient
motors; reactive power solutions; and personal grooming products. Further, it
provides lighting products, such as LED, and industrial and commercial luminaries;
down lighters; landscape and area lighting products; lamps; home decor items; and
spotlights, as well as LED strips, battens, COB, panels, etc. The company offers its
products under the Havells, Lloyd, Crabtree, Standard, an REO brands. Havells
India Limited was founded in 1958 and is headquartered in Noida, India.

Salzer Electronics
Limited

Salzer Electronics Limited manufactures and supplies CAM operated rotary
switches, selector switches, wiring ducts, voltmeter switches, and allied products
primarily in India. The company offers industrial components, including cable ducts;
cam operated rotary switches; changeover switches and solar isolators; general
purpose relays; load break and photovoltaic isolators; and changeovers; relays;
sensors; limit and foot switches; terminal connectors; customized control panels;
and industrial plug and sockets. It also provides toroidal transformers, CT's and
rogowski coils, inductors, chokes, filters, and three phase dry type transformers;
business segment products, including automatic source changeover with current
limiter, distribution boards, miniature circuit breakers, modular switches and
specialty, movement sensors, remote switches, single phase motor starters, and
house wires; copper segments, such as industrial wires and cables, busbars and
wire harness, enameled copper wire, bunched copper conductors, tinned copper
wires, and Lan cables; motor control products, which include contractors and

| SEPL & V-Guard

December 20, 2021

39

Company Name

Business Description

overload relays, motor protection circuit breaker, and miniature circuit breakers; and
energy savers and panels, and street light controllers, as well as angle and batten
holders, and wire duct cutters. Salzer Electronics Limited also exports its products.
The company was founded in 1985 and is headquartered in Coimbatore, India.
Polycab India Limited

Polycab India Limited manufactures and sells wires and cables under the POLYCAB
brand in India and internationally. The company offers power, control, shielded,
flexible, instrumentation, solar, flexible/single multi core, communication, telecom,
and optical fiber cables, as well as building wires; and other cables, including elding
cables, submersible flat and round cables, rubber cables, overhead conductors,
railway signaling cables, specialty cables. It also provides ceiling, table, pedestal,
wall, exhaust, and farrata fans, as well as air circulators; lighting solutions and
luminaires for roads, bridges, gardens, walking and jogging tracks, and other
outdoor applications; smart automation solutions; switches and accessories;
switchgears; green wires, solar inverters, inverter cables, DC MCB, solar DC cables
and connectors, and solar panels; conduits and accessories; pumps; and water
heaters, irons, and coolers. In addition, the company engages in the design,
engineering, supply, execution, and commissioning of power distribution,
transmission, and rural electrification projects. The company serves chemicals,
consumer durables, defense, energy, infrastructure, manufacturing, metals, oil and
gas, real estate, technology, telecom, and transport industries. It operates a
distribution network of 4,100 authorized dealers and distributors; and 165,000 retail
outlets. Polycab India Limited was incorporated in 1996 and is based in Mumbai,
India.

Veto Switchgears

Veto Switchgears and Cables Limited, together with its subsidiaries, manufactures
and sells wires and cables, and electrical accessories in India and internationally.
The company operates through Wire and Cables, Lighting & Fittings, and
Accessories & Others segments. It provides electrical accessories, including vyoma,
carino, and power modular switches, as well as PUF and ZAC switches; and
MCBs/isolators/distribution boxes, and bells and extension cords. The company also
offers wires and cables, such as multi strand, L.T. industrial, and copper flexible
cables; ceiling, ventilation, and fresh air fans, as well as submersible pumps; and
LED panels, streetlights, flood lights, concealed lights, deep lights, bulbs, and tube
lights, as well as surface and spotlights, wall and track lights, and strip lights and
lighting chains. In addition, it provides telephone and co-axial wires, compact
fluorescent lamps, slim panel lights, immersion heaters, distribution boards, and
other electrical accessories, such as switch socket, MCB, bell, and all other
electrical accessories. The company markets its products under the VETO and
VIMAL POWER brand names through a network of dealers and distributors. Veto
Switchgears and Cables Limited was founded in 1967 and is based in Jaipur, India.

and Cables Limited
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Company Name

Business Description

V-Guard Industries

V-Guard Industries Limited manufactures, sells, and trades in electric and electronic
goods in India and internationally. It operates through Electronics, Electrical, and
Consumer Durables segments. The company offers a range of products, including
voltage stabilizers, digital UPS, inverters and inverter batteries, electric water
heaters, solar water heaters, wiring cables, fans, mixer grinders, induction and gas
cooktops, gas stoves, rice cookers, grill king, toasters, kettles, chimneys, sandwich
maker, kitchen hoods, water purifier, domestic pumps, agricultural pumps, electric
and industrial motors, domestic switch gears, distribution boards, modular switches,
and industrial cables, as well as solar power systems and air coolers. It sells its
products through distributors, dealers, retailers, and service centers. The company
was founded in 1977 and is based in Kochi, India.

Limited

(This space has been left blank intentionally)
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C. Derivation
of Discount
Rate

C. Derivation of Discount Rate
When applying the DCF methodology, the cash flows expected to be generated by
a business are discounted to their present value equivalent using a rate of return that
reflects the relative risk of the investment, as well as the time value of money.
Since we are discounting free cash flows available to all the stakeholders, we are
using Weighed Average Cost of Capital (“WACC”) as the discount rate. WACC is
calculated by multiplying cost of equity and cost of debt with their respective weights
in the overall capital structure of SEPL.
Weighted Average Cost of Capital (WACC) applicable to SEPL
WACC provides an expected rate of return based on the capital structure, the
required return on the equity, and the required yield on the interest-bearing debt.
Since value is premised on a current transaction between willing parties, industry
specific estimates relative to capital structure, required return on equity, and
required yield on interest-bearing debt have been applied. The formula for
calculating the weighted average cost of capital is:
WACC =
Ke
=

ke * We + kd *(1-t) * Wd
Cost of equity

We
Kd

=
=

Equity weight in total capital
Cost of debt,

t
Wd

=
=

Tax rate
Debt weight in total capital

The derivation of each of the inputs into the model is described below.
Cost of Equity (Ke)
The cost of equity has been estimated using Capital Asset Pricing Model (CAPM).
We looked at the financial return data for other similar firms in the industry to arrive
at the estimated required return on equity holder would expect for his investment.
The CAPM can be expressed as follows:
Ke

=

RFR + ß x (ERP) + CSRP

Where:
RFR
=

Risk-free rate

ß
ERP

=
=

Security’s beta statistic
Market Equity Risk Premium

CSRP

=

Company Specific Risk Premium

All factors relevant to the Ke calculation are based on publicly available sources
and considered reliable.
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Ke

=

Rf + ß x (ERP) + CSRP

Where
Ke

=

Cost of equity

Rf

=

Risk-free rate of

=

6.4%

return

=

The yield on the Indian 10-Year G-Sec Par Yield as of December 15, 2017
was used as a proxy for the risk-free rate.

Beta

=

1.05

Beta is a measure of the risk of a given security relative to that of the overall
market. The concluded beta is based on the median of the unlevered beta(s)
of the selected guideline companies, which was then re-levered based on
the concluded capital structure.

ERP

=

Market equity risk

=

7.0%

premium

The ERP is the expected return of the market (Rm) in excess of the risk-free
rate (Rf), or, mathematically, Rm - Rf. The market equity risk premium is
estimated based on consideration of historical realized returns on equity
investments over a risk-free rate as represented by long-term government
bonds and forward-looking equity risk premium estimates. Data sources
reviewed generated a range of equity risk premium indications. A 7.0
percent equity risk premium was considered to reasonably represent a
consensus viewpoint of the market equity risk premium.

CSRP

=

Company Specific

=

4.0%

Risk Premium

The CSRP accounts for company specific factors affecting a company’s
competitive position in the industry or unique characteristics that would
cause investors to view the company’s risk differently than the average risk
characteristics of comparable companies. The CSRP includes size premium
and risk based on the fundamentals of the subject company including
riskiness of the projections.

Based on these inputs, Ke for SEPL is as provided in the table below:
Cost of Equity
Ke

=

Rf

Ke

=

6.4% + (1.05*7.0%) + 4.0%

=

18.0%

Please refer to the Workpaper 2.0 for detailed analysis.
Tax Rate
The tax rate considered for WACC is 25.2 percent, same as marginal tax rate
considered in the normalized cash flow projections.
Cost of Debt (kd)
The cost of debt (Kd) is the current average borrowing cost that a market participant
would expect to pay to obtain its debt financing based on the assumed capital
structure. Because interest expense is tax deductible, the effective cost of debt is the
after-tax cost. The after-tax cost of debt is calculated as follows:
Kd
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Where,
Kd
t

=
=

After-tax cost of debt (effective cost)
Tax rate for the subject business

Cost of debt has been considered based on approximate incremental spread of
450 basis points over the risk-free rate. Based on this, pre-tax cost of debt was
considered to be 11.0 percent as of the Valuation Date.

Particulars

Pre-tax interest rate

T

Kd

11.0%

25.2%

8.2%

Cost of Debt

Capital Structure
We looked at the average capital structure of comparable companies as well as the
current capital structure of SEPL, and accordingly we have considered the
following as an appropriate capital structure for SEPL.
Particulars

SEPL

Debt

Equity

Capital Structure

10.0%

90.0%

10:90

Concluded Discount Rate
Based on these inputs, WACC for SEPL is as provided in the table below:
Particulars

SEPL

Ke

Kd

D/E ratio

WACC (rounded)

18.0%

8.2%

10:90

17%

Please refer to the Workpaper 2.0 for detailed analysis.

(This space has been left blank intentionally)

| SEPL & V-Guard

December 20, 2021

44

D. Assumptions
and Limiting
Conditions

D. Assumptions and Limiting Conditions
This service was performed with the following general assumptions and limiting
conditions.
DP valuation report for the fair valuation of the companies does not constitute an
audit in accordance with auditing standards. DP has relied on explanations and
information provided by the Management and accepted the information and
projections provided to us as accurate. Although, DP has reviewed such data for
consistency and reasonableness, DP has not independently investigated or
otherwise verified the data provided. Nothing has come to our attention to indicate
that the information provided had material miss-statements or would not afford
reasonable grounds upon which to base the Report.
DP’s valuation is primarily from a business perspective and has not taken into
account various legal and other corporate structures beyond the limited information
made available.
The responsibility for forecasts and the assumptions on which they are based is
solely that of Management. It must be emphasized that revenue and profit forecasts
necessarily depend upon subjective judgment. They are to a greater or lesser extent,
according to the nature of the business and the period covered by the forecasts,
subject to substantial inherent uncertainties. In consequence, they are not capable
of being audited or substantiated in the same way as financial statements, which
present the results of completed periods. DP has relied on Management judgment
and has not done in-depth market assessment.
Similarly, DP has relied on data from external sources. These sources are
considered to be reliable and therefore, DP assumes no liability for the accuracy of
the data. DP has assumed that the business continues normally without any
disruptions due to statutory or other external/internal occurrences.
Our scope of work is limited to expression of our view on the proposed Share
Exchange Ratio and its impact on the economic interest of the shareholders of SEPL
and V-Guard. The recommendation contained herein is not intended to represent
value at any date other than the date mention in the Report. Our recommendation
will not be used for advising anybody to take buy or sell decision, for which specific
opinion needs to be taken from expert advisors. Our Report is not, nor should it be
construed as, opining or certifying the compliance of the Proposed Merger with the
provisions of any law including Companies Act, FEMA, taxation related laws or as
regards any legal implications or issues arising from such Proposed Merger.
This Report is issued on the understanding that Management has drawn our
attention to all matters of which they are aware concerning the financial position and
capital structure of V-Guard and SEPL, which may have an impact on this Report up
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to the date of issue. DP has no responsibility to update this report for events and
circumstances occurring after the date of this Report.
The exercise of valuation is not a precise science and the conclusions arrived at in
many cases will of necessity be subjective and dependent on the exercise of
individual judgment. There is therefore no indisputable single share exchange ratio.
While we have concluded on the reasonableness of the share exchange ratio based
on the information available to us and withing the scope and constraints of our
engagement, others may have a different opinion on the same.
This Report does not look into the business/ commercial reasons behind the
Proposed Merger nor the likely benefits arising out of the same. Similarly, it does not
address the relative merits of the Proposed Merger as compared with any other
alterative business transaction or other alternatives or whether or not such
alternatives could be achieved or are available. The decision to proceed on the
Proposed Merger as well as acceptance of the Final Share Exchange Ratio depends
on the Management.
The Report assumes SEPL and V-Guard would comply fully with relevant laws and
regulations in all their areas of operations unless otherwise stated, and that all the
companies will be managed in competent and responsible manner. Further, except
as specifically stated to the contrary, the Report has given no consideration to
matters of legal nature, including issues of legal title and compliance with local laws
and litigation and other contingent liabilities that are not recorded on the audited/
unaudited balance sheet of SEPL and V-Guard. Our conclusion assumes that the
assets and liabilities of companies, reflected in their respective balance sheets
remain intact as of the date of Report.
These are the conditions and assumptions upon which our reports are normally
prepared and form an integral part of our appointment together with our related
Engagement Letter and Terms of Engagement. These conditions and assumptions
apply to the report that is the subject of this instruction. We have made certain
assumptions in relation to facts, conditions or situations affecting the subject of, or
approach to, this exercise that has not been verified as part of the engagement but
rather, treated as “a supposition taken to be true”. In the event that any of these
assumptions prove to be incorrect then our assessment will need to be reviewed.
The information contained herein, and our report is confidential. It is intended only
for the sole use and information of the Companies, and only in connection with the
proposed Scheme of Amalgamation for the purpose of obtaining requisite approvals.
It is to be noted that any reproduction, copying or otherwise quoting of this report or
any part thereof, other than in connection with the proposed Scheme as aforesaid,
can be done only with our prior permission in writing.
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D and P India Advisory Services LLP
#750, 37th F Cross, 16th Main
4th T Block, Jayanagar,
Bengaluru 560 041
T +91 9945366221
Registered valuer No: IBBI/RVE/05/2020/131

To,

December 30, 2021

Mr. Anish Mathews,
Senior General Manager – Strategy,
V-Guard Industries Limited,
42/962, Vennala High School
Vennala, Kochi – 682 028.

Re: Response to queries raised by Bombay Stock Exchange (“BSE”)

Dear Sir,
Basis your email dated December 29, 2021, we understand that the BSE have raised certain queries on the
valuation report titled “Determination of Swap Ratio for Proposed Merger of Simon Electric Private Limited into VGuard Industries Limited”, issued by us on December 20, 2021.
Please see below the queries raised by BSE and our responses:
BSE Query:
1.

It has been observed that financials considered for valuation report of SEPL are provisional as on Sep & Nov
2021. But the same must not be 6 months older. Kindly clarify.
Valuer Response: We have considered the Audited financials of SEPL as of September 2021 and any
reference in our report to September 2021 financials being unaudited / provisional is a typographical error
and we request you to kindly disregard the same and consider the same as audited financials. In addition,
we have also considered the Provisional Financials for November 2021.

2.

It has been observed that financials of SEPL are unaudited in the valuation report.
Valuer Response: As mentioned above, the March 2021 and September 2021 financials are audited and
the November 2021 financials are Provisional.

Sincerely,

Santosh N
Managing Partner
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