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To

The Board of Directors,
Hindustan Unifever Limited
Unilever House,

B D. Sawant Marg,
Chakala, Andheri (E).
Mumbai - 400 095
Maharashtra, India

Sub; Recommendation of fair exchange ratio for the proposed merger of GlaxoSmithKline
Consumer Healtheare Limited into Hindustan Unilever Limited

————

Dear Sir/ Madam,

We refer to our engagement letter whereby SR B C & CO LLP (hereinafter referred to as “SRBC” or
‘we” or "us” or "Valuer’) is appointed by Hindustan Unilever Limited (hereinafter referred to as “HUL" or
“Client"y for recommendation of fajr exchange ratio of equity shares for the preposed merger of
GlaxoSmithKline Consumer Heaithcare Limited (hereinafter referred to as "GSK" into HUL {("Proposed
Merger”). GSK and HUL are hereinafter referred to as the ‘Camparnies”.

The fair exchange ratio for this report refers to number of equity shares of face valye Of INR 1/- each of
HUL, which would be issued to the equity shareholders of GS8K in tieu of number of equity shares of
face vatue of INR 10/- each of GSK held by them, pursuant to the Proposed Merger.

Our deliverable for this engagement would be a fair exchange ratio report ("Fair Exchange Ratio Report”
of "Report").

SCOPE AND PURPOSE OF THIS REPORT

GSK manufactures and sells malt based foods, protein rich foeds, cereal based beverages, and
nutritional food powders primarily in India, The major brands of GSK include Horlicks, Boost, Viva,
Maltova etc. The equity shares of GSK are listed on National Stock Exchange of India Limited {("NSE")
and BSE Limited ("BSE"). For the financial year ended 31 March 2018, GSK reported revenues from

operations of INR 43.77 billion and profit after tax of INR 7.00 billion.

HUL is a consumer goods company, which Mmanufactures and sells home and personal care, food and
refreshment products'primarily in India. The major brands of HUL include Dove, Lifebuoy, Lux,
Pepsodent, Pond's, Sunsilk, Rin, Surf excel, Axe, Knorr, Lipton, Magnum, BRU, Annapurna, Brooke
Bond, Active Wheel, Domex, Cornetto etc. The equity shares of HUL are listed on NSE and BSE. For
the financial year ended 31 March 2018, HUL reported consclidated revenues from operations of INR

362.38 hillion and consolidated profit after tax of INR 52.27 billion.

We understand that the Mmanagement of the HUL (hereinafter referred to as “the Management) is
contemplating the merger of GSK into KUL under a Scheme af Amalgamation under the provisions of
Sections 230-232 of the Companies Act, 2013 and other applicable provisions of the Companies Act,
2013. As a consideration for this Proposed Merger, equity shareholders of GSK would be issued equity
shares of HUL in lieu of their shareholding in GSK.

For the aforesaig purpose, the Board of Directors of HUL have appointed SRBC 1o recommend a fair
exchange ratio, for the issue of HUL’s equity shares to the equity shareholders of GSK, to be placed
befere the Audit Committee/Board of Directors of HUL.

__.f,-:.:z\{\‘lg understand that the appointed date for the merger as per the draft scheme shall be the same as the

__é-feEF%; ive date of the scheme.
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SREC&COLLP

Cnartered Accountants

Recommendation of fair exchange ratio for the proposed merger of GlaxoSmithKline Consumer
Healthcare Limited into Hindustan Unilever Limited

The scope of our services is to conduct a relative {and not absolute) valuation of equity shares of the
Gompanies and report a fair exchange ratic for the Proposed Merger in accordance with internationally
accepted valuation standards / |CAJ Vaiuation Standards 2018 issued by Institute of Chartered
Accountants of india.

We have been pravided with unaudited financial statements for six months ended 30 September 2018
and audited financial statements and other financial information of the Companies for the year ended
31 March 2018 and earlier period. We have taken into consideration the current market parameters in
our analysis and have made adjustments for additionaf facts made known to us till the date of cur Report.
Further, we have been informed that all material information impacting the Companies have been
disclosed to us.

We have been informed that-

(@) There would not be any capital variation in the Companies till the Proposed Merger becomes
effective, except issuance of Employee Stock Options in normal course of the business of the
Companies:

past trend.

(¢} There are no unusual/abnormal events in the Companies since the last audited accounts till the
Report date materially impacting their operating/financial performance.

We have relied on the above while arriving at the fair exchange ratio for the Proposed Merger.
This Report is our deliverable for the above engagement.

This Report is subject to the Scope, assumptions, quaiifications, exclusions, limitations and disclaimers
detailed hereinafter. As such, the Report is to be read in totality and not in parts.

B httns:;"}'beta.bsﬁindia.com/xmI-data/corpﬁling/AhachHis,t‘A381225Ek3CFﬁ_li15878431L35E?DSDSA.?AAWISSQBI pdf
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Recommendation of fair exchange ratio for the proposed merger of GlaxoSmithKiine Consumer
Healthcare Limited into Hindustan Unilever Limited

SOURCES OF INFORMATION

In connection with this exercise, we have recefved/obtained the foliowing information about the
Companies:

1. For GiaxoSmithKline Consumer Healthcare Limited

*  Standalone unaudited financial statements for six months ended 30 September 2017 and
30 September 2018;

¢ Annual report for years ended 31 March 2014 to 31 March 2018;

*  Shareholding pattern as at 30 September 2018;

» Detatls of contingent fiabilities as at 31 March 2018 and confirmation that there is no
material change in contingent liabilities from 31 March 2018 till report date:

*  Other relevant information

2. For Hindustan Unitever Limited

+  Standalone unaudited financial statements for six months ended 30 September 2017 and
30 September 2018:

*  Annualreport for the years ended 31 March 2014 to 31 March 2018;

*  Shareholding pattern as at 30 September 2018:
Details of contingent fiabiliies as at 31 March 2018 and confirmation that there is no
material change in contingent liabilities from 31 March 2018 till report date:

»  Other relevant information

Besides the above listing, there may be other information provided by the Companies which may not
have been perused by us in any detait, if not considered relevant for our defined scope.

During the discussions with the management of Companies, we have also obtained explanations and
information considered reasonably necessary for our exercise. The Client has been provided with the
opportunity to review the draft report {excluding the recommended fair exchange ratio) as part of our
standard practice to make sure that factual inaccuracy/omissions are avoided in aur Report.

PROCEDURES ADOPTED AND VALUATION METHODS FOLLOWED
In connection with this exercise, we have adopted the following procedures to carry out the valuation:

* Requested and received financial and gualitative information

Obtained data available in public domain

Discussions (physical/over call) with the Management to:

o Understand the business and fundamental factors that affect its earning-generating capability
including strengths, weaknesses, opportunity and threats analysis and historical financial
petformance.

*  Undertook Industry Analysis:

¢ Research publicly available market data including economic factors and industry trends that
may impact the valuation

o Analysis of key trends and valuation multiples of comparable companies/comparable
transactions using;

*  Proprietary databases subscribed by us or our network firms
*  Selection of internationally accepted valuation methodology/(ies) as consideraed appropriate by us.
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Recommendation of fair exchange ratio for the proposed merger of GlaxoSmithKline Consumer
Healthcare Limited into Hindustan Unilever Limited

SCOPE LIMITATIONS, ASSUMPTIONS, QUALIFICATIONS, EXCLUSIONS AND DISCLAIMERS

Provision of valuation opinions and consideration of the issues described herein are areas of our regutar
practice. The services do not represent accounting, assurance, accounting / tax due diligence,
consulting or tax related services that may otherwise be provided by us or our affiliates.

The recommendation contained herein is not intended to represent value at any time cother than report
date. We have no obligation to update this report.

This Report, its contents and the results herein are specific to (i) the purpose of valuation agreed as per
the terms of our engagement; (i) the Report Date and (i) are based on the unaudited financial
statements of the Companies as at 30 September 2018. We have been informed that the business
activities of the Companies have been carried out in the normal and ordinary course between 30
September 2018 and the Report date and that no material changes have occurred in their respective
operations and financial position between 30 September 2018 and the Report date.

A valuation of this nature is necessarlly based on the prevailing stock market, financiai, economic and
other conditions in general and industry trends in particular as in effect on and the informaticn made
available to us as of, the date herecf. Events occurring after the date hereof may affect this report and
the assumptions used in preparing it and we do not assume any obligation to update, revise or reaffirm
this repart.

The recommendation rendered in this Report only represent our recommendation based upon
tnformation furnished by the Companies and gathered from public domain (and analysis thereon} and
the said recommendation shall be considered to be in the nature of non-binding advice. Our
recommendation should not be used for adwising anybody to take buy or sell decision, for which specific
opinion needs to be taken from expert advisors.

The determination of exchange ratio is not a precise science and the conclusions arrived at in many
cases will, of necessity. he subjective and dependent on the exercise of individual judgerent. In the
ultimate anatysis, valuation will have to be tempered by the exercise of judicious discretion by the Valuer
and judgment taking into accounts all the relevant factors. There ts, therefore, no indisputable single
exchange ratio. While we have provided our recommendation of the fair exchange ratio based on the
information available to us and within the scope and constraints of our engagement, others may have a
different opinion as to the fair exchange ratio of the equity shares of GSK and HUL. The final
responsibility for the determination of the fair exchange ratio at which the Proposed Merger shall take
place will be with the Board of Directars of the Companies who should take into aceount other factors
such as their own assessment of the Proposed Merger and input of other advisors,

In the course of the valuation, we were provided with both written and verbal information, including
market, financial and operating data as detailed in the section - Sources of Information.

We have not independently acdited or otherwise verified the financial information provided to us.
Accordingly, we do not express an opinion or offer any form of assurance regarding the truth and
faimess of the financial position as indicated in the financial statements. Also, with respect to
explanations and information sought from the Client, we have been given to understand by the
Management that they have not omitted any relevant and material factors about the Companies and
that they have checked the relevance or materiality of any specific information to the present exercise
with us in case of any doubt. Our conclusion is based on the information given by/on behalf of the
Companies. The Management has indicated to us that they have understood that any omissions,
inaccuracies ar misstatements may materially affect our vatuation analysis/resuits.

The Report assumes that the Companies comply fully with relevant laws and regulations applicable in
—=e- Al S areas of operations, and that the Companies wilt be managed in a competent and responsible
: ﬁ?qn\ner, Further, this Report has given no consideration to matters of a legal nature, including issues
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Recommendation of fair exchange ratio for the proposed merger of GiaxoSmithKline Consumer
Healthcare Limited into Hindustan Unifever Limited

of legal title and compliance with local laws, and fitigation and other contingent liabilities that are not
disclosed in the audited/unaudited balance sheet of the Companies. Our conclusion of value assumes
that the assets and liabilities of the Companies, reflected in their respective iatest balance sheets remain
intact as of the Report date.

The report does not address the relative merits of the Proposed Merger as compared with any other
alternative business transaction, or other alternatives, or whether or not such alternatives could be
achieved or are available.

The fee for the engagement is not contingent upon the results reported.

We will not be liable for any losses, claims. damages or liabilities arising out of the actions taken,
omissions of or advice given by any other to the Companies. in no event shall we be liable for any loss,
damages, cost or expenses arising in any way from fraudulent acts, misrepresentations or willful default
on part of the Companies, their directors, employees or agents.

Itis understood that this analysis does not fepresent a fairness opinion. This report is not a substitute
for the third party's own due diligence/ appraisal/ enquiries/ independent advice that the third party
should undertake for his purpose.

This Report is subject to the laws of India.

Neither the Report nor its contents may be referred to or quoted in any registration statement,
prospectus, offering memorandum, annual report, loan agreement or other agreement or document
given to third parties, other than in connection with the proposed Scheme of Amalgamation, without our
priar written consent. In addition, this report does not in any manner address the prices at which equity
shares of the Comnpanies will trade following announcement of the Proposed Merger and we express
No opinion or recommendation as to how the shareholders of either company should vote at any
shareholders' meeting(s) to be held in connection with the Proposed Merger.

SRBC'’s appointment was formalized via engagement letter dated 02 December 2018.
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Recommendation of fair exchange ratio for the proposed merger of GlaxoSmithKline Consumer
Healthcare Limited into Hindustan Unilever Limited

SHAREHOLDING PATTERN

GlaxoSmithKline Consumer Healthcare Limited

The issued and subscribed equity share capital of GSK as at 30 September 2018 is INR 420.6 million
consisting of 42,055,538 equity shares of face value of INR 10 each. The shareholding pattern 1s as

follows:
Shareholding Pattern as on 30 September 2018 No of Shares % Shareholding |
Promoter & Group 30,471,992 72.5%
Public - Institutions 5,167,826 12.3%
Public — Non Ingtitutions 6,415 720 15.2%
Grand Total 42,055,538 100.0%
Source: BSE

Hindustan Unilver Limited

The issued and subscribed equity share capital of HUL as at 30 September 2018 is INR 2,164.6 million
consisting of 2.164,648,943 equity shares of face value of INR 1 each. The shareholding pattern is as

follows:

Shareholding Pattern as on 30 September 2018 No of Shares % Shareholding
Promoter & Group 1,454,412 858 T 872%
Public - Institutions 420,430,150 18.4%
Fubiic — Non Institutions 289 805935 13.4%
Grand Total 2,164,648,943 100.0% |

Source: BSE
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Recommendation of fair exchange ratio for the proposed merger of GlaxoSmithKline Consurmer
Healthcare Limited into Hindustan Unilever Limited

APPROACH - BASIS OF MERGER

The Proposed Scheme of Amalgamation contemplates the merger by absorption of GSK into HUL.
Arriving at the fair exchange ratio for the Proposed Merger of GSK into HUL would require determining
the relative value of the equity shares of GSK and HUL. These values are to be determined
independently, but on a relative basis for the Companies, without considering the effect of the Proposed
Merger.

There are several commonly used and accepted methods under the market, income and asset
approaches for determining the fair exchange ratio for the Proposed Merger of GSK into HUL, which
have been considered in the present case, to the extent relevant and apphcable, and subject to
availabilty of information, including:

Net Aszet Value methed

Discounted Cash Flow method
Comparable Companies’ Multiples method
Market Price method

Bwmn-

it should be understood that the valuation of any company or its assets is inherently subjective and is
subject to certain uncertainties and contingencies, all of which are difficult to predict and are beyond our
control. In performing our analysis, we made numerous assumptions with respect to industry
performance and generai business and economic conditions, many of which are beyond the control of
the Companies. In addition, this valuation wilt fluctyate with changes in prevailing market conditions, the
conditions and prospects, financial and otherwise, of the Companies, and other factors which generally
infiuence the vaiuation of the Companies.

The application of any particuiar method of valuation depends on the purpose for which the valuation is
done. Although different values may exist for different purposes, it cannot be too strongly emphasized
that a vatuer can only arrive at one value for one purpose. Qur choice of methodology of valuation has
been arrived at using usual and conventional methodologies adopted for mergers of a similar nature
and our reasonable judgment, in an independent and bora fide manner based on our previous
experience of assignments of a similar nature.

Net Asset Value (“NAV”) Method

The asset based valuation technique is based on the value of the underlying net assets of the business,
either on a book value basis or realizable value basis or replacement cost basis. The Net Asset Value
igncres the future return the assets can produce and is calculated using historical accounting data that
does not reflect how much the business is worth to somecne who may buy or invest in the business as
a geing concern. This valuation approach is mainly used in case where the firm is to be liguidated i.g. it
does not meet the “going concern” criteria or in case where the assets base dominate earnings
capability. A scheme of amalgamation would normally be proceeded with, on the assumption that the
companies amalgamate as going concerns and an actual realization of the operating assets is not
contemplated. The operating assets have therefore been considered at their book values. In a going
congern scenario, the relative eaming power, as reflected under the Income and Market approaches, is
of greater importance to the basis of amalgamation, with the values arrived at on the net asset basis
being of limited relevance. Therefore, we have not used the NAV Method for vatuation.

Discounted Cash Flows (“DCF”) Method
Under the DCF method the projected free cash flows to the equity shareholders are discounted at the

costof equity. The sum of the discounted value of such free cash flows is the value of the firm for equity
sharehoiders.
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Recommendation of fair exchange ratio for the proposed merger of GlaxoSmithKline Consumer
Healthcare Limited into Hindustan Unilever Limited

Using the DCF analysis involves determining the following:
Estimating future free cash flows:

Free cash flows are the cash flows expected to be generated by the company that are available to the
providers of the company's equity capital.

Appropriate discount rate to be applied to cash flows i.&. the cost of equity.

This discount rate, which is applied to the free cash flows, should reflect the opportunity cost to the
equity capital providers (namely equity shareholders). The opportunity cost to the equity capital provider
equals the rate of return the equity capital provider expects to earn on other investments of equivalent
risk.

GSK and HUL are listed entities and information related to future profit and loss account, balance sheet
and cash flows is price sensitive. In light of the above, we were not provided with the projections of the
Companies by the Management. We have therefcre, not used this method for the valuation exercise.

Comparable Companies' Multiples (“CCM”) method

Under this method, vaiue of equity shares of a company is arrived at by using multiples derived from
valuations of comparable companies. as manifest through stock market valuations of listed companies.
This valuation is based on the principle that market valuations, taking place between informed buyers
and informed sellers, incorporate all factors relevant 1o valuation. Relevant multiples need to be chosen
carefully and adjusted for differences between the circumstances.

We have considered Enterprise value to Earnings before interest, tax, depreciation andg amortization
(EV/EBITDA) multiple of the comparabie lisied companies/ comparable transactions for the purpose of
our valuation.

The totat equity value is then divided by the total number equity shares for arnving at the value per
equity share of the Companies under CCM method.

Market Price Method

The market price of an equity share as quoted on a stock exchange is normally considered as the value
of the equity shares of that company where such quotations are arising from the shares being regularly
and freely traded in, subject to the element of speculative support that may be inbuilt in the value of the
shares. But there could be situations where the value of the share as quoted on the stock market would
not be regarded as a proper index of the fair value of the share especially where the market values are
fluctuating in a volatile capital market. Further, in the case of a merger, where there is a question of
evaluating the shares of one company against those of another, the volume of transactions and the
number of shares available for trading on the stock exchange over a reasonable period would have to
be of a comparable standard.

In the present case, the equity shares of the Companies are listed on BSE and NSE. In these
circumstances, the share price observed on NSE for the respective Companies over a reasonable
period have been considered for ariving at the value per equity share of the Companies under the
market price method.

MAJOR FACTORS THAT WERE TAKEN INTO ACCOUNT DURING THE VALUATION

+ The equity shares of the Companies are frequently traded as per the Securities and Exchange
Board of India (Issue of Capital and Disclosure Reguirements) Regulations 2018 and Securities and
Exchange Board of India {Substantial Acquisition of Shares and Takeover) Regulations 2011
guidelines, as applicable, on a recognized stock exchange (NSE) during the twelve calendar months
.. preceding the Report date.

. “Key operating / financial parameters of the Companies vis-a-vis its comparable companies.

]
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BASIS OF FAIR EXCHANGE RATIO

it is necessary to arrive at a final value for each of the Companies’ shares. It is however important to
note that in doing so, we are not atternpting to arrive at the absolute equity values of the Companies,
but at their relative values to facilitate the determination of the fair exchange ratio. For this purpose, it is
necessary lo give appropriate weights to the values arrived at under each approaches / methods.

The fair exchange ratio has been arrived at on the basis of a refative equity valuation of the Companies
based on the various approaches / methods exptained herein earlier and various gualitative factors
relevant to each company and the business dynamics and growth potentials of the businesses of the

Companies, having regard to inforrmation base, key underlying assumptions and limitations.

We have independently applied methods discussed above, as considered appropriate and arrived at
value per share of the Companies.

The computation of fair exchange ratio for merger of GSK into HUL is tabulated below:

Valuation Approach HUL GSK 7
Value per . Value per .

Share (INR) | Wel9ht | e ing) | Weight

Market Price method 18270 50% 7,135.8 50%

Comparable Companies’ Muitipies Method 1,768.2 50% 17,7542 50%

{based on earnings)

Relative Value per Share 16976 7,445.0

Fair Exchange Ratio (Rounded) 4.39

In light of the above, and on a consideration of all the relevant factors and circumstances as discussed
and outiined hereinabove, we recommend the following fair exchange ratio for the Proposed Merger of
GSK into HUL:

439 (Four hundred and thirty nine) equity shares of HUL of INR 1/- each fully paid up for every 100 {One
hundred) equity shares of GSK of INR 10/- each fully paid up.

Respectfully submitted,
SRBC&COLLP

Chartered Accountants

ICAl Firm Registration Number: 324982E/ E300003
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per Vikas Kumar Pansari = /cn 0 20 h
Partner L )

Membership No: 083649
Date: 02 December 2018
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