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Date : 28" January, 2011
Modern Insulators Limited
69/68 Godavari,
Poachkhanwala Road,
Worli Mumbai 400 030
Kind Attn : Mr. Sachin Ranka — Director
. Dear Sir,
3
Valuation of the Yarn Division of Modern Insulators Limited
We reier to your Letter of Appointment dated 20" January 2011 for carrying cut
valuation & recommendation of ratio of Equity Shares for the purpose of De-merger cf
the Yarn Division of Modern Insulators Limited on Going- Concern basis; we enclose
herewith our Report on the Valuation of the Yarn Division of the Company.
Thanking You,
= Yours faithfully,
'3 y

For Amfin Finser (India) LLP

..:'2'?:\1’“.--—-

Sandeep Gadkari

Partner oy

Telvan
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REPORT ON

SHARE VALUATION FOR DEMERGER OF

YARN DIVISION OF

M/S MODERN INSULATORS LIMITED

Prepared By

AMFIN FINSER (INDIA) LLP
61/C, MITTAL COURT, ¢™ FLOOR,
NARIMAN POINT,
MUMBATI 400 021

------
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Private & Conf dential Awlin Finser (fodia) LLP

The Board of Dircctors,
Modermn Insulators Limited
68/69, Godavari,
Poachkhanwala Road,

Worli, Mumbai - 400 030.

¥

This is with reference to assignment given to us for recommendation of ratio of
cquity  shares for the purpose of de-merper of Yarn Division of Modern

Insulators Limited (MIL).

As per request and the information, particulars and explanations given to us by the
representatives of both the companies, we have carried out a comparative
valuation and share exchange ratio for de-merger of Yarn Division of MIL to
Modern Polytex  Limited (MPL) on going conceen basis with effect from

Appointed Date of de-merger of 1* Apr, 2011.

The valuation of shares for the purpose of determining the de-merger ratio of
shares that can be made on consideration of, some or all of, a number of relevant
factors ic. profitability trends, net assets value, relative growth *and future
prospects thercon, carnings per share, brand valuaton, Government licenses,
market position, strength and weaknesses and opportunities and threats to a
company ctc. The answer to the question whether some or all of these factors can

be applied will depend upon the circumstances of each case,

The following methods have been adopted for arriving at the exchange rato of the
equity shares:
7 Valuaton on ‘Enterprise Value for Equity sharcholders’ method.

# Ner Asser Value Method

7 Weighted average Metho,

(1=
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Amfin Fiaser (frddia) LLP

Private & Confidential

We have been informed that, on the basis of the discussion the Boards of
Directors of ML, itis felt desirable to de-merge Yarn Division of MIL (GPT) and

the stated mnonales for the de merger are as follows

(a) Secgregate Insulator and Polvester Yarn businesses of MIL into 2 separate
focused endtes, which would benefit the shareholders and other
stakcholders of MIL, as each endry would be able to independently
pursue the growth opportunities in their respective areas.

(L (b) The present business scenario in the domestic and inrernational markets
C} has necessitated both Insulators as well as Polyester varn divisions to plan

capital expenditure, devise new marketing strategies which are distinct and

independent for each of the businesses.

Profile of the Company :
Modern Insulators Limited (MIL)

A)  About the Company and its Background:

MIL was orginally incorporated as a Public Limited Company on 1 May
1982 in accordance with the provisions of the Companies Act 1956, in

) collaboration with Siemens AG, Germany and in-Joint Venture with RIICO.

MIL is a leading manufacturer and supplier of High Voltage /-Extra High
Voluage Insulators that are essential components of the global electrical

infrastructure.  MIL’s facilities for Insulator Division are situated at Abu

Road, Dist Sirohi, Rajasthan. In vear 2007 MNII. set up a separate “yarn

division” under the name of Gujarat Polyfils ( “GPF”) at Surat, Gujarat for

the manufacture of polyester yarn with a capacity of 25000 tons per annum.

I'he first phase of the project wich capacity of 12500 tons per annum was

c;i,.l—. A

;) 3

¥
= F

canned by CamScanner



g7 Private

—__'_-__‘—'——-_._____

completed in September, 2008
capacity of 12500 tons per

In 2009, M/s Mode

MTTI, was originally Mcorporate

Private Limited, which |

1992,

technical collaboration with Courtg

.

Spun off to Modern Threads (India) Limited fr

& Cunﬁdcminl

scheme of arrangement

year 1998.

beyond control of the m

losses.

There

annum w

the Company setup 100%

The accumulated losses

register itself as a Sick Company,

with BIFR.

The summarized Balance Sheet & Profit & Loss of

The scheme of amalgamation of MTT'L with

Awisfies Firsser (india) L4y

——

and the seeond phase of the project with
as completed in March 2010,
tn “Terry towel Limited (MTTT

.) filed a rehabilitating
scheme in BIFR eavisaging its

amalgamation with M,

din1

wef 01.01.20n0%.

976 in the name of Modern Woollens

ater on changed to Modern Wo

started commercial production in October, 1993,

as thereafter changed to

ollens Limited. [n
Export Oriented Terry Towel plane in
ulds of ULK.. at

Ahmedabad in Gujarat. It

The woollen division was

after the performance was affected due to v

om April, 1994 under the
approved by Rajasthan High Court. The name of

Madern Waoollens Limited w

Limited (MTTL).

Modern Terry Towels

The performance of the company was satisfactory dll
arious reasons
anagement, and the company suffered financial
fully wiped out net-worth of the cumpaﬁ_\'

as on March 31, 2001 and thercupon MTTL made a reference to BIFR 1o

MIL is pending for sanction

MIL is as under

SUMMARISED BALANCE SHEET (Mo

—

lern Insulators Limirted)

lupees in lakhs
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Yvar Ended 31.03.05 3L03.06 31.03.07 (18 months)
SOURCES QF FUNDS
Sharthalders’ Fund: [
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Private & Confidential

Aty Finser (hindia) 1L1P

[Reserves and Suph 2061 2860 317 (021 10556 |
Lo P terds-
Sccured 1Loans 1521 1317 1430 3191 7517 |
Unsecured Loaps 200 700 S50 300 )
Deferred Tax | aal 658 708 797 B47 1189
TOTAL 317 7759 0218 12534 21436
APPLICATION OF FUNDS

Fised Asgers:

Gross Black 0217 9928 10706 11646 16935

Less : Accumulated 2 2 . T
e 5007 5276 5619 5991 6813
Add:

. 5=
Capital Work In I'ropress 3 1% 138 2398 (08
NET BLOCK 4235 758 5245 8252 10699 |
Investments 0.01 0.01 (.01 0 117
'&:I CUITent assels 3052 3001 1973 4281 10620
TOTAL 7 7759 218 12534 21436
SUMMARISED PROFIT AND LOSS ACCOUNT (Modem Insulxtors Limited)
Rupees Lakhs
Year Ended 310305 | 310306 | 30307 | 310308 0309
(18 monthg)

INCOME
Sales 12002 13919 19993 21905 42106
Other lncome 57 125 112 114 142
Increase / (Decrease) in
T (98) 135 (189) 518 380
Total Income 12051 14179 19916 " 22537 42629
ENPENDITURE :
;’ttln‘umstmtn'c and Other 10537 12754 17304 19433 17704
'_'..\']N.'ﬂ.‘l.'s-
[epreciation 434 200 348 304 B70
Preliminary W/off
Total Bxp, 10971 13053 176352 19827 38574
. : o
Peofit/ (Los =) fetibs 1079 1126 2265 2709 1054
ivear before taxauon
Provision for taxation 328 322 790 08¢ 359
Profit / (Loss) after . =
[ Fanasion 75 B4 14686 1723 17
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L VALUATIONAND DEMERGERRATIO: ¢ © 0 70 0 o o

I'he Scheme of De-merger envisages de-merger of Yam Division of MIL to
M/s Modern Polytex Limited (Resulting Company or MPL) under the
Vertical de-merger, where under the equury sharcholders ot MIL (De-
merged Company) will be allotted equity shares of MPL in the ratio of their

exisung sharcholding in M.

(E We therefore have worked out fair value of equity shares of MIL versus the
)
] sharcholders” value of Yarn Division (GPF division) of MIL as on

Appointed Date of the de-merger i.c. 01.04.2011. Normally, adopting any
onc or more of the following established methods arrives at share valuatdon

of the companies. These merhods are:

> Inurinsic value method — Keeping i view the various division’s
different profitability and debt structure, it is felt prudent to adopt

the method of ‘Enterprise Value for Equity Sharcholders® as true and

fair indicator of Intrinsic Value

( > Net Assets value Method

» Weighted average Method.

Our valuation is based on the following documents submitted to us by the

management of both the companies:

» Audited financial statements of MIL for the vears 2005-06, 2006-07, '
2007-08 & 2008-09 (18 months ended 30.09.09) ;

» Projected financial data of MIL for the vears 2009-11 to 2014-15.
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Private & Confidential

infin Finser (Indis) LLP

1)

* Projected financial data of Yarn Division for the years 2009-11 to 2014-

15.

Enterprise Value for Equity Sharcholders:

The Enterprise Value based on Discounted Free Cash Flow Technique is
one of the most rigorous approaches to valuation of a business or equity. In
this technique the projected free cash flows from business operations are
discounted at the weighted average cost of the capital and the sum of such
discounted free cash flows is the value of business. The value of equity is

taken as value of business less value of outside liabilitics

Using the DCF analysis involves determining the following;-

L Istimated Future Free Cash Flows

2. The Time frame of the cash flows

3. Appropriate discount rate to be applied to cash flows

4, The continuing value, ic. the cumnulative value of the free cash

flows beyond the explicit forecast period.

[‘ree Cash Flows 1o Equity Sharcholders:

Free cash flows 1o equity sharcholders are the cash flows expected to be

generated by the Company from irs business operations that are available o

equity holders. The free cash flows 10 equity sharzholders are determined by

adjusting the following from Earnings beforc interest & depreciation
(Ebidta) —

® Change in working capital requirements

* Investments in capital expenditure and other assets
* Capial Inflows

* Interest

a——

* Repayment obligation e
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// Prvate & Confidential dandin Finser (fodia) LLP

¢ ‘Taxaton
I'ree cash flows thus calculated will be cqual 1o the sum of the operational
cash flows adjusted for all the capital providers (viz. interest, new
borrowings and debt repayments in the ease of debt holders), requirements
for working capital and the change in investment of surplus funds in

marketable secunites.

Proiections of Funure Working of MI and GI'IF

We have had detailed discussions with the management of the Company
with regard to the projections during the course of this valuation exercise.
While working out the projections of future performance the due weight has
been given to the preseat trends of the end use industey and the expected
improvement in the productivity as a result of completion of ongoing capiral
expenditure program for up-gradation and expansion.  The projected
earnings in our opinion would however b subject to a moderate sk due to
Iikely competition.  As estimate of future camings is subject to varous
variables and lcaves the matter open to the subjective judgment of the
partes concerned, it is in this lisht that the projectons of the companics

and divisions have to be considered.

Jime Frame of Cysh Flows :

-\ problem faced in valuing a business is its inde.ﬁnitc life especially where
the valuation, as in the present case, Is on a going concern basis. This
problem could be ackled by separating the value of the business into two-
time periods viz. explicit forecast period and post explicit forecast period. In
such a case, the value of business will be value of free cash flows generated
during the explicit foreeast period. While projected free cash flows of the
explicit forecast period can be prepared meticulously based on the business
plan, the free cash flows of the post explicit forecast period could be

esumated using an appropriate method. In the present case the explicir
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5HSRUW IURP WKH $XGLW &RPPLWWHH UHFRPPHQGLQJ WKH GUDIW V
FRQVLGHUDWLRQ LQWHU DOLD WKH DIRUHVDLG YDOXDWLRQ UHSRU

SHPWN¥KH UHSRUW IURP $XGLW &RPPLWWHH LV WKH UHTXLUHPHQW F
WKH VDPH LV QRW DSSOLFDEOH WR WKLV VFKHPH DV WKH GHPH!I
WKH \HDU DQG WKH SURYLVLRQV RI WKH &RPSDQLHV $FW ZHU

7KLY DIRUHVDLG UHTXLUHPHQW KDV FRPH XS LQ WKH \HDU
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