
The historical financial information about the company presented in this report is included solely 

for the purpose to arrive at value conclusion presented in this report, and it should not be used 

by anyone t o  obtain credit or for any other unintended purpose. We have not audited, reviewed, 

or compiled the Financial Statements and express no assurance on them. 

Readers of this report should be aware that a business valuation is based on future earnings 

potential that may or may not be materialized. Any financial projections e.g. projected balance 

sheet, projected profit and loss account as presented in this report are included solely to  assist 

in the development of the value conclusion. The actual results may vary from the projections 

given, and the variations may be material, which may change the overall value. 

This report is only to  be used in its entirety, and for the purpose stated in the report. No third 

parties should rely on the information or data contained in this report without the advice of their 

lawyer, attorney or accountant. 1 

! 

We acknowledge that we have no present or contemplated financial interest in the Company. 

Our fees for this valuation are based upon our normal billing rates, and not contingent upon the i 
1 

results or the value of the business or in any other manner. We have no responsibility to  modify 
L 

1 
this report for events and circumstances occurring subsequent to  the date of this report. f 1 

/ 

We have, however, used conceptually sound and generally 

procedures of valuation in determining the value estimate 

required t o  give testimony in court, or be in attendance 

reference to  the Company being valued, unless 

additional engagement. 

The opinion of value given in this report is based on information provided in part by the 

management of the Company and other sources as listed in the report. This information is 

assumed to  be accurate and complete. 

Public information, estimates, industry and statistical information contained in this report have 

been obtained from sources considered to  be reliable. However, we independently'did not verify 

such information and make no representation as to  the accuracy or completeness of such 

information obtained from or provided by such sources. 
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We refer t o  our Engagement Letter dated July 11, 2016 by the Management of STEMS CLEAN 

LIWIITED confirming our appointment to value the business of M/s. STEMS CLEAN LIMITED, (the 

"Company"). In the following paragraphs, we have summarized our Valuation Analysis (the 

"Analysis") of the business of the Company as informed by the Management and detailed 

herein, together with the description of the methodologies used and limitations on our scope 

of work. 

Based on discussion with the Management, we understand that the valuation is  being done for 

the purpose of estimating the Value of the business of the company as on July 28th, 2016 and 

t o  evaluate the possibility of selling stakes in the company and expand the business operations 

by setting up new units. 
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'd Internationally, in the past few months the gl al economy has struggled to  get back on its feet 

from a rough ride at the beginning of the year. The global economic growth remains modest at 

2.4 percent in 2016 and at 2.7 percent in 2017. While growth rates between mature and 

emerging markets have rapidly converged, significant variation between regions remains. 

In the Asian sub-continent, Growth rates for China, lndia and Southeast Asia are unlikely to  see 

significant improvement in 2016 compared to  last year. In comparison to the growth rates of 

China -the official estimates, lndia looks to have overtaken China role as the growth champion 

of the region. However, no major improvement in India's growth performance in 2016 relative 

to  2015. 

India's economy picked up in Q4 FY 2015, driving growth for the full fiscal year to  accelerate to  

a six year high. However, the economy remains hampered by falling exports and shrinking fixed 

investment, and concerns over the methodology of the GDP series have led many the panelists 

t o  believe that growth is  being overestimated. High-frequency data continue to  paint a more 

subdued picture of growth: the manufacturing PMI picked up in June, while the services PMI fell. 

On a bright note, both rural and urban consumption are set to  receive a boost after recent 

developments. A pickup in monsoon rains should support rural households in the second half of 

the year, while the government approved a once-in-a-decade increase to  public sector wages and 

pensions on 29 June. Approximately 10 million people will benefit from the raise, which increases 

wages by 16.0% and pensions by 23.6% following the Seventh Pay Commission's 

recommendations. 



I Industry Economic Conditions and Outlook 
- -- 

The cleaning industry can be roughly divided into residential cleaning, commercial janitorial 

cleaning, industrial cleaning and specialty cleaning. 

For industrial and specialty cleaning services, expensive equipment will be a significant hurdle, 

for service providers. Cleaning businesses are most successful in urban or suburban locations 

with a higher than average level of affluence. And according to the worldwide Cleaning Industry 

Association green cleaning is "a marketplace phenomenon that is being driven by customer 

demand and the overall trending of the broad marketplace for environmentally preferable 

products and services." 

Both home and business owners are increasingly conscious of the products used in their space, 

and that are committed to delivering comprehensive, value added cleaning solutions have been 

gaining in popularity. This is particularly true for commercial cleaning - a  segment of the industry 

that has struggled over the last decade as overheads and quality control in industries have 
.) 

become stringent. 



3. GROUP OVERVIEW ,,,, 
/ .  

The Stems Group was founded by Mr. Ramesh in the early 1970s. From steering the vision of the 

group to creating a robust engineering edifice, he works alongside his team to'ensure that Stems 

constantly adds value in di-fferent dimensions. Mr. Deepak heads Stems Clean Limited and brings 

with him dynamic leadership and a passion for innovation. The Stems Group is headed by an 

eminent board of directors. 

Stems group of companies include: 

4b. Stems Engineering India Limited 

& Stems Clean Limited - 

4' Stems Castings Limited 

& Stems Automobile Components Private Limited 

4 Stems CNC Private Limited 

& Stems Polymers Private Limited 

In a dynamic world that is driven by technology, a successful presence depends on the way you 

mould that technology to  fit popular needs. Indigenous talent, a daring attitude, courage to  

accept and learn new things and the simple spark of an idea. That is the genesis of STEMS. 

In a country that used the automobile horn almost as much as the brake, it was a tough challenge 

to  create durable, reliable and good sounding auto horns in the 1970s. The development of Stems 

Electric Horns took almost a decade to attain fruition. In the meantime, the company made 

inroads into the air horn market with the fist-of-its-kind electric air horns. 

Today, Stems horns find pride of place in the world's most trusted automobile brands and is the 

one of the largest auto horn manufacturer in the world. Captive component manufacturing arms 

to  sustain the group's commitment to  quality became imperative as market demands grew. 

Stems Castings, Polymers and CNC were the result of this initiative-to remain both, self-reliant 

and competitive. In time, each of these divisions grew to  build an external customer base as well. 



Today, in addition to catering t o  some of the world's most trusted automobile brands, Stems 

companies such as the tooling division, also deliver critical components to aerospace and medical 

instrumentation sectors. Stems Clean ~ im i ted  was conceived to  deliver world class mechanised 

cleaning solutions to  the Indian manufacturing and service industry. A technical partnership with 

Tosh, Germany opened global market opportunities for this division. 

Today, SCL is at the forefront of India's mechanised cleaning industry, besides garnering global 

share, Education and health care are two important service avenues of the Stems Group. SJN is 

a school built on traditional values. SKNCH was established in 1984 and functions on the 

principles of Naturopathy. Thousands o f  people fromall  ~ L k s a f l i f e a & w + ~ k  Okke 
------ 

world have discovered a healthier, safer way o f  life, by f o l l ow$~~  t principles and methods .pd 
practiced here. Four decades on, the Stems Group continues t o  deliver on its promise o f  quality 

without compromise. In a variety of ways,'its technology and talent continue t o  add value to  life 

t o  all its stakeholders. 

5, .4 
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4. COMPANYOVERVIEW 

SCL, a part of Stems Group of companies, started the manufacture of mechanised cleaning 

equipment in the early 1990s through a techno-financial Germany. The 

alliance became one of the most successful in the Indian industry. 

Today, in India, SCL is the largest manufacturer and exporter of cleaning equipment. A state of 

the art manufacturing facility and a comprehensive marketing and After Sales Service network, 

enabled the company to  deliver optimum solutions for needs. Products from 

SCL are built around eco-friendly concepts and quality and safety 

norms. 

SCL has grown into a leader in the Indian cleaning equipment manufacturing industry and has a 

significant market presence in the world market. Its domain expertise spans design, development 

and manufacture of  cleaning equipment. strategic alliances have strengthened its presence and 
J 

broadened the scope of its product offerings. SCL is also the exclusive representative in India for 

several well-known and specialized manufacturep of  cleaning equipment across the world. 

The company derives its strength from an experienced talent repository, comprising experts in 

technology, product design and development, research, manufacturing and marketing. 

The Stems Clean product stable comprises of comprehensive cleaning solutions for a wide variety 

of industrial, commercial and domestic cleaning requirements. ln'lndia, all products are backed 

<. , 
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by a. wide network of After Sales Service centers. Products from SCL are backed by critical 

research and design insights to  suit specific Indian conditions and reflect international styling. 

The Comprehensive range of cleaning machines cater to  a numerous industrial cleaning 

applications. 

1 INFRASTRUCTURE - 

A state of the art manufacturing facility and a comprehensive marketing and After Sales Service 

network, enabled the company t o  deliver optimum solutions for customer's cleaning needs 

SCL has been quick t o  adapt to  evolving technology and quality compliances. Accreditations 

include: 

& First cleaning equipment manufacturer t o  comply to  IS0  9001-2000 - QMS 

& First cleaning equipment manufacturer t o  gain IS0 14001-2004 - EMS (Environmental 

Management System) 

First cleaning equipment manufacturer t o  be certified with I S 0  18001-2007 - OHSAS 

(Occupational Health & Safety) 

& All products are aligned t o  match different global standards including CE/ / GS/ EMS/ 

cTUV r" 



As on the valuation date, the company's authorized, issued, subscribed and paid up share capital 

is Rs. 2,00,00,000 divided into 20,00,000 equity shares of Rs. 10 each. 

As on valuation Date, 30.05% of the shares is held by the promoters and 26.00% of the shares 

are held by the foreign collaborator.   not her 25.5% share/sHre held by the group companies. Rest 

4 of the 18.45% shares are held by outs' ers. 



MANAGEMENT 

Mr. Deepak heads the Stems Clean Limited and brings with him dynamic leadership and a passion 

for innovation. The company is headed by an eminent board of directors, comprising of more 

than the minimum required independent directors for an effective control and efficient 

functioning of the company. From steering the vision of the company to creating a robust 

engineering edifice, the management works alongside their team to ensure that Stems constantly 

adds value in different dimensions. 

FUTURE oUTLOOY 

The objective of the company is to  Initiate and implement long-term growth strategies that are 

focused on holistic development of products, services and organizational goals. Also to ensure all 

strategic initiatives reflect positively on all stakeholders involved. Further to  identify key sectors 

for new growth initiatives. 

Their vision is to make a clear difference as a responsible corporate entity that is committed to 

technological, social, ethical and environmental betterment. 

This is achieved through: 

J Sustaining a lead position as a trusted solutions provider 

J Creating a free spirited, intellectually challenging work 

Ensuring individual social responsibility plays a 

corporate social responsibility. 

The management's role at Stems Industries is to empower employees to believe in the power of 

ideas . -  a culture we call Ideapreneurship. Helping customers from all spheres of work, 

ldeapreneurs are transforming global businesses one relationship at a time. 



I EVALUATION THROUGH SWOT 

Backed by a robust 
promoter 

Cash rich company 

Established Customer 
Base 

Greater market share 

7 High R & D costs, which 
might not materialise 
every time 

Recent Government 
initiatives - Swatch 
bharat 

* Family run business 

' 

Lack of Growth Potential 

Increased imports 

Higher product cost 

I 
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Discount rate to be adopted can be either Cost of Equity (if doing equity valuation) or a 

Cost of Capital (if valuing the firm). The Income Approach concentrates on cash 

generation potential of a business, commonly known as Discounted Cash Flows (DCF) 

Method. 

Typically the valuation of a company under DCF Model is carried out eitherusing FCFF 

(free cash flow to  firm) or FCFE (Free cash flow t o  equity) methods. In this case we have 

used the FCFE method on the basis given below: 

a. CAPM Model - Estimation of Ke (Cost of Equity1 I 
Ke is the expected rate of return by equity shareholder on capital invested by them in 

business. The formula for calculation of cost of equity as per basic CAPM (Capital Asset 

Pricing Model) method is given below: 

K, = Rf + p (Rm-Rf) 

Where, 

Rj = Risk free rate; 

Rm =Market return; 

Rm - Rf= Market Risk premium 

p = Sensitivity of the index to the market/ Measure of Market Risk 

b. Risk Free Rate (Rfl 

The risk free rate is generally based on the returns from long-term government bonds. In 

a way it depicts a combination ~conomic Growth & Inflation Premium. These returns are 

used since they represents a very low default risk, are liquid (freely tradable) and include 

the expected long term inflation premium. On the valuation date the risk free rate of 

return can be taken at 7.25% based on the current yield on long term Government Bonds 

c. Beta (0) 
. . 

The systematic risk is measured in the CAPM by a factor known as Beta. Beta measures 

the volatility of the changes in share prices of a company compared to the changes in a 

market for all listed company that make up that market. 
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Systematic risk principle states that the reward for bearing risk depends only on the 

systematic risk of an investment. The underlying rationale for this principle i s  

straightforward- because unsystematic risk can be eliminated at virtually no cost (by 

diversification) and hence there is no reward for bearing it. Thus the expected return of 

the asset depends only on the assets systematic risk. 

Since the Company is an Unlisted Company and shares have no quoted price, measuring 

the rate of return expected on equity is a difficult and complex task. In case of a listed 

Company, the market price of  shares is taken for computing Beta (P). Non-availability of 

stock price information makes the task of determining cost of equity difficult. In the 

absence of information as in the case of this company, value of relevant Beta (P) is arrived 

based on the beta of the most related industry (Source: Dr. Aswath Damodharan's 

cornpilation of 'Betas by Sector'). 

The value of  the relevant unlevered beta of the industry is 0.95 and by adopting the 'pure 

play technique', the beta has been levered t o  0.98, as per the company's debt equity 

ratio. 

d. Return f rom Market Portfolio (Rml 

The opportunity cost of the capital provided equals the rate of return the capital provider 

expects t o  earn on the other investments of the equivalent risk. The expected rate of 

return from equity is taken on the basis of the average on the year on year growth in 

f 
,I- terms of percentage of  the stock under B S E ~ ~ O  during last Dyears. 

e. C o m ~ u t a t i o n  o f  Cost of  Equitv (Ke l  

The variables were assigned the following values 

Based on the  above parameters, t he  overall cost of equity for the  company has been 

estimated a t  : 

Risk free return (Rf) 
Market Risk Premium(R,-Rf) 

Beta (PI 

7.25% 
19.02% 

0.98 

(Government Bond Rates) 
(As per BSElOO Movements for last 20 years) 
Levered Beta calculated from Betas by Sector 

from NYU Stern School of  Business 
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DISCOUNTED CASH FLOW METHOD (DCF) (INR in Lakhs) 

10 Discounted Cash Flow 21 7.91 814.14 1 1,275.24 1 1,127.22 I 898.99 / 8,958.91 

VALUATION OF EQUITY 



7. VALUATIONINTERPRETATION & CONCLUSION: 

The Net Asset value uses the historical data of  the company based on the financial statements, 

which reveals how much the company is worth if it were to be liquidated and all assets were sold 

for cash today. However SCL is a going concern and does not have much of immovable properties 

we have . . given a weight of 1. 

For the PECV method of valuation, arriving at the future maintainable profits are difficult to  

predict due t o  the difficulty in determining the length of the business cycle and the amount of 

risk and uncertainty in future. However the company is a going concern and there are no plans 

of being wound up in the near future. Further the company has been consistently maintaining its 

return on net worth and due weightage has been given for the year 2016 considering the capacity 

fundamentals. Intrinsic value of  a business is the pre lue of the future cash flows the 

company is expected, which also takes into account the discount rate, which is a measure of  risk 

attached t o  the business in general and the company in particular, which gives more realistic 

approach for calculating the value of a going concern. Further it recognizes that money has a time 

value by discounting these future cash flows at the rate of weighted average cost of capital that 

reflects the risk ness of these cash flows. Hence we have given a higher weightage of 3 for this 

methodology. 

Further, we have conducted valuation based on Generally Accepted Principles of  Valuation in 

India. 



Based on the analysis of the business o f  the Company, in our assessment, 

The Fair Value of Share as at 28th July, 2016 is Rs.5211- 



8. CAVEATS 

4 Provision of  valuation recommendations and considerations of the issues described 

herein are areas of our regular corporate advisory practice. The services do not 

represent accounting, assurance, financial due diligence review, consulting, transfer 

pricing or domestic/international tax-related services that may otherwise be 

provided by us. 

$C Our review of  the affairs of the Company and their books and account does not 

constitute an audit in accordance with Auditing Standards. We have relied on 

explanations and information provided by the Management of  the Company and 

adopted the information provided t o  us presuming t o  be accurate and complete in 

all respects. Although, we have reviewed such data for consistency and 

reasonableness, we have not independently investigated or otherwise verified the 

data provided. Nothing has come to  our attention to  indicate that the information 

provided had material mis-statements or would not afford reasonable grounds upon 

which t o  base the Report. 

$L The report is based on the financial projections provided to  us by the management 

o f  the company and thus the responsibility for forecasts and the assumptions on 

which they are based is solely that of  the Management of  the Company and we do 

not provide any confirmation or assurance on the achievability of these projections. 

It must be emphasized that profit forecasts necessarily depend upon subjective 

judgment. Similarly we have relied on data from external sources. These sources are 

considered t o  be reliable and therefore, we assume no liability for the accuracy of 

the data. We have assumed that the business continues normally without any 

disruptions due to statutory or other external/internal occurrences. 



4 The valuation worksheets prepared for the exercise are proprietary to  valuers and 

cannot be shared. Any clarifications on the workings will be provided on request, 

prior to finalizing the Report, as per the terms of our engagement. 

4 The scope of our work has been limited both in terms of the areas of the business 

and operations which we have reviewed and the extent to  which we have reviewed 

them. 

6 The Valuation Analysis contained herein represents the value only on the date that 

is specifically stated in this Report. This Report is issued on the understanding that 

the Management of the Company has drawn our attention to all matters of which 

they are aware, which may have an impact on our Report up to the date of signature. 

We have no responsibility to update this Report for events and circumstances 

occurring after the date of this Report. 

4 We have no present or planned future interest in the Company and the fee for this 

Report is not contingent upon the values reportedherein. 

Our Valuation Analysis should not be construed as investment advice; specifically, we 

do not express any opinion on the suitability or otherwise of entering into any 

transaction with the Company. 

S T E M S  CLEAN LIMITED 
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SOURCES OF INFORMATION ,, 
>J* 

J The Analysis is based on a review of the business of the Company as provided by the 

Management and information relating to the industry as available in the public domain. 

Specifically, the sources of information include: 

Discussions with the Management, CFO & HR 

Company websites 

Financial projections of the Company as provided by the Management 

Financial statements for the years 2010-11 to 2015-16 

Certified Valuer's report hn Surplus land 

Websites like www.mca.gov.in, www.nseindia.com, en.wikipedia.org 

www.,qoo,qle.co.in 

Betas from "Betas by Sector" by NYU Stern School of Business compiled by Dr. 

Aswath Damodharan. 

Other industry related information from various publicly available sources and 

Reports 
I 

In addition to  the above, we have also obtained such other information and explanations 

which were considered relevant for the purpose of  the Analysis. 




