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Phe Bomed of Divediors, the Board of Dienttors,

; Frture Betoll Limijiesd Bharti Rerall Limitedd

i Knowledge House, Bharii Crescent 1,

O Jogeshwart-Vikhroli Link Road, Melson Mandéla Road,
Shyam Nagar, Jogeshwari (Fast), Vasant Kunj, Phase il
Murnhai ~ 400 060, New Delhi 110 070,

Re: Hecomiviendation of fale equity share entitlement vavin for the purpose of sroposed
dermarger

C}cusarle'rs,

We refer fo the engagement letiers wherehy, Edelweiss Financial Servicos Limiied
{(hereinafter referred to as “EFSL") and SSPA & Co., Chariered Accountants (herainafier
referved to as “S5PA”) Kave been requested by the management of Future Retail Limited
(hereinafter referrad toas “FRLY) and Bharti Retail Limited (herainafier referred to as "BRLY)
{hereinafter collectively referred to as “Companies”), to recommend a share entitlement
ratio for:

a) issue of equity shares of BRL to the shareholders of FRL for the purpose of proposed

- demerger of “Retail Business Undertaking” of FRL into BRL: and.

LY issue of eauity shares of FRL to the shareholders sz BRL 'forltiwwi purpose of proposed

demerger of “Retall Infrastruciure Business Undertald

e

EFSL & 55PA have been referred to as "Valuers” or “we” or “us” or “ow” and individually

. e

referred to as “Valuer™ in this Joint share entitlement ratto repori (“Valuation Report” or

TN
& NReport”).
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seournne sndles heeeinatioes aferyoad tooas the "Transaetion”)

W e heen informed that, pursint to o schedie of arranziment under sectione

&

SULT0 B4 vead with sections 100 tp 104 of the Companias Act, 1956 and other

refevant provisions of Eér* {Covvwanises Act, 2010 i"'i'm%‘wii'?i‘%?l‘,é‘ég Feforred 1o oas “the

Scheme”] and subjoct to nocessary approvals, the 'f%.ﬂmli wainess Undertaldng” of
FRL would he demerged into BRU ard the "Retaidl Infrastyucture  Business
Underiaking” of BRU would be demarged into FRL with effect from the Appointed
Date of 31 Oct 2015, We have also been informed that both the demergers will be i
accordance with the provisions of Section 2{1944) of the Income Ta Act, 1961,
in consideration of demerger of the Retail Business Undertaking of FRL into BRL,
equity shares of BRU would be issued to the equity sharehoiders and shareholders of
Class B Shares (Series 1) of FRL in consideration of demergor of the Retail
Infrastruciure Business Undertaking of BRL into FRL, equity shares of FRU would be
issued to the eguity shareholders of BRL,
Further, we have been informed that under the same Schefne, prior 1o the afuresaid
demerger, the Board of Directors of BRL are considering a propesal for re-
arganisation of eguily share cﬁpita! of BRE. The re-organisation of share capital would
be carried out by reducing appmplmieiy the face velue of each equity share of Rs,
10/ each and reconsolidating the same into 4,34,78,281 equity shares of Rs, 2/
gach, fully paid-up.
As stated in pa‘;’a-ll}, above, the proposed restructuring involves consolidation of the

retail and infrastructure burmmurﬂ, c)f ﬂRL and BRL, Liﬁd"l two separale entitics, As

the bus riess-of ¥< is. ‘Fbmd arm bmng ﬁut:% by public and promoter shareholders and
the business. of BRL b(}il'!E;\LI_ij;?S_’[f-}{i is %1{-::{43 j_b‘,f BRL pramoters, it s proposed to provide
mirror shargholding in both the entities, with proportionate share holding to all the

existing sharchoiders in both the companies. Therelore, we have carrisd out the

viluation of equity shares of FRU and the equity shares of BRE with a view to

roconmimend falr eauity shere entitloment ratlo of esopiseechares for demerger of
d H S AT e A
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FRE B the flagship company of Future Sroup. FRE corently operates muliiple rotall
Formats in hypenmarket, supenmarkst and home segments of the lndian consurme
market including; Big Bazaar (hypermarket chaing VR0 (Fashion at Rig Bazaasy Food:
Bazaar {supermarkei chain); Foodhall [Premium lifesiyie food destination); Home
fown {Home tmprovement Store) and eone thigh end consumer electronics
specialty storel. The husiness of FRLinter-olin includas the retail operations and the
retall infrastroctitre eperations associated therewith.

The Equity Shares and Class B Shares (Series 1) (hereinafter veferred to as “DVR
Shares”) of FRL are listed on BSE Limited and Mailonal Stock Fxchiange of India
Limited, The Cquity Shares of FRL carry normal voting and dividend rights and DVR
Shares carry differential voring and dividend rights,

We have heen represented by management of FRL to consider DVR shares at par with
eauily shares of FRL for this valuation exercise as both the classes of shares have
similar economic interest and are reated egually for all corporate actions excapt for
voting/dividend rights.

As of the date of this report, 1,34,98,300 warrants entitling DVR shares issued to the
Promgter Group of FRL are outstanding, The Management of FRL has represented
that, pf%o;‘s‘-- to the record date of the Scheme, Promaters will exercise the wairanis
and DVR shares will be issued against the warrants and hence we have requested to
consider the impact of the same while carrying out the x%zxiuation.

BRARTE RETAIL LIMITED ;

BRL is wholly owned subsidiary of Cedar Support Sarvices Limited [(551) belonging to
Bharti Enterprises Groug. BRL Is primarily engaged in the business of organised retail.

It operates-neighbourhood stores called “sasyday” and compaci hypermarket stores
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end ceriifiad ectimaind badance sheet wnd profit and loss statermont of

and BRL Tor the vear civded 29 #Mar 20705,

) Financial Profections of FRL and BRL for Y 200518 15 £V 201819

(¢) Craft Scheme of Arrangament

{thh Discussions with the Management on various issues relevant for the valuation
cluding the prospects and outlook for the industry, expecied growih rate and
other relevant juformation relating To future expacied profitabifity of ihe
business, et

(e} Other relevant detalls regarding the Companies such as their history; past end
prasent activities, future plans and prospects, existing shareholding pattern and

other relevant information and data, including information in the public damain.

am——
—y
—

Such other information and explanations as we have required and which have

been provided by the Management.

EXCLUSIONS AND i;l\ﬂi’lﬂ]“!i;i‘é%
Our report is subject Lo the scope limitations detaited hereinafter. As such, the report
is to be read in totality, and not in parts, in conjunction with the relevant documents

referred to herein,

Valuation is not a precise science and the conclusions arrived at in many cases will, of

necessity, be subjactive and dependent on the txercise of iﬁfdividual judgment,

Mo investipation on the Companies’ dlaim to iitle of assefs has been made for the

purpose of this yeport and their claim to suck rights has bheen assuinted to be valid,

'

Thereiore, no responsibility is assumed for matiors of a legal nature.
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a
mnpacied by provalling market treods in gz:;zﬁm‘;f! and industey Trends in particular,
This rapart is issued on the understand ing that the management of the Companies
have drawn our attention to all the matters, which they are avare of cohcernmg the
fiandial position of the Companies and any other matier, which may have an impact
orLour opinion, on the value of the shares of the Companies inciuding any significant
changes that have taken place or are likely to take place in the finanglal pusition of
e Companies post 31 Mar 2015, We have no responsibili ity o update this veport for

avents and circumsiances occurring after the date of this report.

In the course of the valuation, we were provided with hoth written and verbal
information, We. have however, cvaluated the information provided to us by the
Companies through broad inquiry, analysis and review bul have not carried out a due
diligence or sudit of the information provided for the purpase of this @ngagement.
Fublic inforeation, estimates, indusiry and statistical information relied in this report
have been obtained from the sources considered to be reliable, However, we have
not independently verified such information and make no representation as to the

accuracy or completeness of such information provided by such sources. Our
conclusions are based on the assumptions, forecasts and other information given
by/on hehalf of the Companies. We assume no responsibility for any errors in the
above information furnished by the Companies 2 a nd consequential impact on the

present exarcise,

i recommendation s hased on the estimates of future financial performance as

wojected by the monagement of the Companies, which represents their view af
jpraj ¥ f

reasonable expectation at the point of time whan they were prepared, but such
information and estimates are not offera
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pipnce of the proposed demerger with the provisions of any lew hcluding

cornpanies, taxation and capital market calated laws or an repards any degal

irnplications or lssues avising from such propnsed Demerger,

This report has been prepared for the Board of Directors of BRL and FRL, sofely o
the purpose of recommending the sharve entitlement ratio for the demerger as stated

i para 1 to the Report,

Any persory party, intending to provide finance / invest i the shares / business of
ihe Companies or for any other reasan whatsoever, shall do so after seeking their
own professional advice and after canrying out their own dus diligence procedures to

ensure that they are making an informed. degision.

Itis to be noted that any reproduction, c,:cip\,!i_hg or otherwise quoting of this report or
any part thereof, other than in connection with the proposed demerger as aforesaid,

can be done only with the prior written permission of the Valuers.

EFSL & SSPA, nor its partners, managers, employees makes any representation or

warranty, express o impfied,.as to the accuracy, reasonablencss or completeness of

tha information, based on which the valuation is carried out, All such parties

axprossly disclaim e1e_3\_/j§_ai;";t§ all liability for, or based on or relating to any such

mtormation contained in the valuation.

erment ratio will be with the

Final responsibility for the determination of the entit

Board of Divectors of Companies whe should take into account other factors such as
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The feo for the engagement Is not contingeit apon the resulls reported.

WALUATION A DB M

For the purpose of valuation for demoerger, generally the foflowing dpproaches are
adoptod:

(a) the “Underlying Asset” approach

b} the "Income” approach; anl

i

{c]  the "Market” approach

UNDERLYING ASSET ARPROACH

ln case of the “Underlying Asset” approach, the value is determined by dividing the
net assets of a company/business by the number of shares. Since the business is
valued on a “going concern” basis and an actual realization of the operating assets is
notcontermplated, we have considered it approgﬁriz’zte not to use Underlying Asset’

approach for present valuation exercise,

INCOME APPROACH

Under the “Income” approach, the shares of FRL and .i:he shares of BRL have been
valued using Discounted Cash Flow ("DCF') Methaod,

Under the DCF mathod the projecied free cash flows from business operations after
considering fund requirements for pm}fec%ed; capi tal expenditure and incremental
working capital are discounted at the Wei Jhtwi Average Cost of Capital (WACCT), The
sum of the discounted value of such free cash flows and discouniod value of

perpoluity is the value of the business.

The free cash flows represent the cash available for distribution to both the owners

Tk t;sm netd by ade %an‘f h ek
{‘q
AR

v

and the creditors of the business. The free cash sh)w«)
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s the wolghind sveragg anpany's costof eauity ond dabii. Considering

sppropiiaie mix bebween debi and cguity for the campiity, wo bave arrived af the
WALE to be used Tov discounting the Froa Cazh Plows of the Companies,

Appropriate adjiistrenis bave been made for contingent fabilities, cash and cash
equivalonts, value of Invasimants and money receivable on conversion of warranis
and options {after considering the tax impact wherever appliceble] to anive at the
anterprise vailue

Outstanding debl as st 31 Mar 2015 has been reduced from the enterprise value 1o
arrive at the egoity value,

The value as arrived abova is divided by the fully diluted number of equity shares to

arrive at the value per share,

MARKET APPROACH
The market price of an equity share as quoled on a stock exchange is normally
considered as the fahr value of the eguity shares of that company where such

guotations are arising fromi the shares heing regularly and freely traded in, subject to

the element of speculative support that may be inbuilt in the value of the shares.

In the present case, the shares of FRL are listed. Therefore, the volume weighted
average share price of FRL over reasonable periods has been considered for
determining the val ue of shares of FAL dnder the "Market” approach,

Since the ety s%}aresg of BRL are not listed on any recognized stock wc har}

‘Market” approach E a5 not been considered for valuation of shores of BRI

RECOMMEMDATION OF FAIR TOUHTY SHARE ENTITLEMENT RATIO
The fair basis of demerger of the “Retail Business Undertaking” of FRL into BRL and

rtaking” of BRU info FRL would have to be

Fage 8 of 10
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Apprepriate weightage 1o the values arrived at under sach approach. A siated
aarlivr, shaces of FRL are valued asing Market Approach and income Approach, Wo
have assigned equal weightage 1o Market Approach and Incame Approach Lo arrive
2t the value por share of FRL In casa of i%ﬁ‘{.., shares have been valued using the
Hicome Angroach.

As mentioned earlier in para 2.1, the Equity Shares of FRL carry normal voting and
dividend rights and DVR Shares carry differential voting and dividend rights, We have
been informed by the Management of FRL that both classes of shares are trealed
caually for all other rights and corporate actions except for voting & dividend rights,
As per the listing agreement, listed companies are prohibited from allotting DVR
shares carrying superior voting rights or superior dividend rights.

Considering the above, in our opinion, DVR shares of FRL can be considered at nar
with the Equity Shares of FRL for the purpose of present valuation exercise.

In the ultimate analysis, valuation will have to involve the sxercise of judicious
discretion .am“} judgment taking into accountall the relevant factors. There will always
he several factors, e.g. present and prospective competition, yield on comparabie

securities and market sentiments, ete. which are not evident from the face of the

balance sheets but which will strongly influence the worth of a shaie, This concent is

also recognized in judicial decisions, For example, Viscount Simon Bd in Gold Coast
Selection Trust Lid. vs. Humphrey rapoited in 30 TC 204 (HMouse of Lords) and guoted
with approval by the Supreme Court of India in the case reported in 176 1TR 417 as
undar:

U the asset lokes the form of fully poid shares, the voluation will ke into account

such s

net ondy the terms of the ogreement but o mumbeg
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Valuais tive ndependently caried out valuation of oo
fzeuie this Raport ioiniy,
in 'é,zi'm light of the above g on cornsideration of all the relovent factors and
circumstances s discussed and outlined hereinabove earlier in this report, in ouw
apinion, a fair equity share entitlemaont ratio i the ovent of demerger would )<
a)  Demearger of “Retail Susiness Undertaking” of FRU into BRU {post reorganization
of share capital of 8RL);
1 {One) equity share of BEL of INR 2/- aach fully paid Tor evary 1 {UOne) anuity

share [ VR shave of FRL of IN8 2 each fully paid.

o

Demerger  of - “Retail  Infrostructure  Business Undertaking” of BRL {post
reorganization of share capital of BRL) into FRL:
1 (One) equity share of FRL of INR 2 each fully paid for every 1 (Onej squity

share of BRL of INR 2 sach fully gﬁzzid;

Thanlk you,

Yours faithfully,

/‘- > A f \m} ~ Ao ;g {
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Fdelweiss Financial Services Limited - SSBA B Co,

Chartered Accountanis

Firm Registration No: 128851wW
Place: Gurgaon Mace: Gurgaon
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