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The Ruby, 12% Floor, ; 19th Floor, Shapath-V, I
29 Senapati Bapat Marg, S.G. Highway, i
Dadar (West), Mumbai - 400028, Ahmedabad 380 015, ’
Maharashtra. Gujarat. ;

To
The Board of Directors, 5 l The Board of Directors, ———ﬁ
Punjab National Bank ! Oriental Bank of Commerce |

First Floor, East Wing, Harsha Bhawan,
| Plot No-4, Sec-10, E-Block Connaught Place,
| Dwarka, New Delhi. ( New Delhi, Delhi, 110001.
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Sub: Recommendation of the fair equity share exchange ratio for the proposed
amalgamation of Oriental Bank of Commerce into Punjab National Bank.

Dear Madam / Sir,

We refer to the Service Level Agreement / appointment letter (together referred to as "Engagement
Letter”) whereby,

* Punjab National Bank ("PNB”) has appointed S. R. Batliboi & Co. LLP (hereinafter referred to
as "SRBC”) vide the appointment letter dated 26 November 2019 (Ref: HO/FD/M&A/3/2019)
and Service Level Agreement dated 23 December 2019; and

» Oriental Bank of Commerce ("OBC”) has appointed Deloitte Haskins & Selis (hereinafter
referred to as “"DHS”) vide the appointment letter dated 25 November 2019 (Ref:
HO/MBD/2019/01) and Service Level Agreement dated 19 December 2019.

for recommendation of the fair €quity share exchange ratio for the proposed amalgamation of OBC
into PNB (hereinafter Jointly referred to as the "Banks”) on a going concern basis with effect from

such date as approved by the Banks and Government of India / other relevant authorities.

The Fair Equity Share Exchange Ratio for this report refers to number of equity shares of face value
of INR 2/- each of PNB, which would be issued to the equity shareholders of OBC in lieu of their
equity shareholding in OBC pursuant to the proposed amalgamation (hereinafter referred to as “Fair
Equity Share Exchange Ratic”).

SRBC and DHS are hereinafter jointly referred to as “Valuers” or "we” or “us” and individually

referred to as "Valuer” in this Jjoint Fair Equity Share Exchange Ratio report (“Share Exchange Ratig
Repart” or the "Report”).
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SCOPE AND PURPOSE OF THIS REPORT

Report date. It had reported consolidated total revenue and profit / (loss) after tax of INR 595,145
million and INR (95,701) million respectively, for the year ended 31 March 2019. As at 30 September
2019, PNB had 7,040 branches in India. In addition to the banking operations, some of the key non-
banking businesses wherein PNB has investments are in Companies operating in, life insurance,
housing finance and mutual fund asset management businesses.

Report Date. It had reported a total revenue and profit / (loss) after tax of INR 205,368 million and
INR 550 million respectively, for the year ended 31 March 2019. As at 30 September 2019, OBC had
2,371 branches in India. In addition to the banking operations, the key non-banking business
wherein OBC has investment is a company engaged in the life insurance business.

government, regulatory or judicial authorities, in connection with the Proposed Amalgamation to the

extent mandatorily required under applicable laws of India.

The scope of our services is to conduct a relative fair (and not absolute) valuation of the equity
shares of the Banks, without considering the effect of Proposed Amalgamation and report on the
Fair Equity Share Exchange Ratio for the Proposed Amalgamation in accordance with generally
aceepted professiona| standards.
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i.e., 30 August 2019 and the current market Parameters, in our analysis and made adjustments for
information made known to us by the managements of the Banks (“Managements”) till the date of

operating / financial information or financial performance. Further, the Managements have informed

us that all material information impacting the Banks has been disclosed to us.

on the Fair Equity Share Exchange Ratio, in connection with the Proposed Amalgamation (together,
“Permitted Recipients”). we hereby give consent to such disclosure of this Report, on the basis that
the Valuers owe responsibility to the respective Banks that have engaged us, under the terms of
their respective engagement, and no other person; and that, to the fullest extent permitted by law,
the Valuers accept no responsibility or liability to any other party, in connection with this Report. It
is clarified that reference to this Report in any document and / or filing with Permitted Recipients, in
connection with the Proposed Amalgamation, shall not be deemed to be an acceptance by the Valyers
of any responsibility or liability to any person / party other than the respective Banks who have

appointed us.

Our report can be used by the Banks only for the purpose, as indicated in this report, for which we

by the Banks for any other purpose or by any other party for any purpose whatsoever. We are n

Qﬁ/rebponsible Lo any other person / party for any decision of such person / party based on this rep
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the Banks) chooses to place reliance upon any matters included in the report, they shall do so at
their own risk and without recourse to the Valuers. It is hereby notified that usage, reproduction,
distribution, circulation, Copying or otherwise quoting of this report or any part thereof, except for
the purpose as set out earlier in this report, without our prior written consent, is not permitted,
unless there is a statutory or a regulatory requirement to do so.

This Report is subject to the Scope, assumptions, exclusions, limitations and disclaimers detailed
hereinafter. As such, the Report is to be read in totality, and not in parts, in conjunction with the
relevant documents referred to therein.

SOURCES OF INFORMATION

In connection with this exercise, we have used the following information:

* Annual reports for the year ended 31 March 2019 and earlier periods for the Banks;

* Unaudited reviewed results for the half-year ended 30 September 2019 and quarter ended 31
December 2019 for the Banks;

e Other relevant information and documents for the purpose of this engagement.

We have also obtained the explanations, information and representations, which we believed were

reasonably necessary and relevant for our exercise from the Managements of the Banks. The Banks

have been provided with the opportunity to n
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SCOPE LIMITATIONS, ASSUMPTIONS, QUALIFICATIONS, EXCLUSIONS AND
DISCLAIMERS

regular practice. The services do not reépresent accounting, assurance, accounting / tax due

diligence, consuiting or tax related services that may otherwise be provided by us or our affiliates.

date of this Report. 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 Letter; (ii) the date of this Report and (iii) are based on the audited
financial statements of the Banks as at 31 March 2019 and unaudited reviewed financial results for

A valuation of this nature involves consideration of various factors including those impacted by
prevailing stock market trends, financial, economic and other conditions in general and industry
trends in particular. This Report is issued on the understanding that the Managements of the Banks
have drawn our attention to all the matters, which they are aware of concerning the financial position
of the Banks and any other matter, which may have an impact on our opinion, on the Fair Equity

In the course of the valuation, we were provided with both written and verbal information, including
market, financial and operating data. In accordance with the terms of our respective engagements,
we have carried out relevant analyses and evaluations through discussions, calculations and such
other means, as may be applicable and available, we have assumed and relied upon, without
independently verifying (i) the accuracy of the information that was publicly available, sourced from
Subscribed databases and formed a substantial basis for this Report and (ii) the accuracy of
information made available to us by the Banks. While information obtained from the public domain
or external sources have not been verified for authenticity, accuracy or completeness, we have
obtained information, as far as possible, from sou

(Lj responsibility for such information. Our valuation does not constitute as an audit or review
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information sought from the Banks, we have been given to understand by the Banks that they have
not omitted any relevant and material factors and that they have checked the relevance or
materiality of any specific information to the present exercise with us in Case of any doubt. Qur

its areas of operations unless otherwise stated, and that the Banks will be managed in a competent
and responsible manner. this Report has given no consideration to matters of a legal nature,
including issues of legal title and complhiance with local laws, and litigation and other contingent
liabilities that are not disclosed in the audited / unaudited balance sheets of the Banks / subsidiary
/ associates / joint ventures / investee companies, if any. No investigation of PNB's and OBC'’s (or
their investee companies) claim to title of assets has been made for the purpose of this Report and

Proposed Amalgamation with the provisions of any law / standards including banking, foreign
exchange regulatory, accounting and taxation (including transfer pricing) laws / standards or as
regards any economic rationale, legal, accounting or taxation implications or issyes arising from

such Proposed Amalgamation.

Our Report is not, nor should it be construed as our recommending the Proposed Amalgamation or
anything consequential thereto f resulting therefrom. This Report does not address the relative
merits of the Proposed Amalgamation as compared with any other alternatives or whether or not

such alternatives could be achieved or are available. Any decision by the Banks / their shareholders

of the Proposed Amalgamation and we EXpress no opinion or recommendation as to how the
kgharoholders of either Banks should vote at any shareholders’ meeting(s) to be held in conneac
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Specific opinion needs to be taken from expert advisors.

undertake for his purpose.

This Report is subject to the laws of India.

due to rounding-off.
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SHARE CAPITAL DETAILS OF THE BAN KS

Puniab tional Bank

As at 30 September 2019, the paid Up equity share capital of Punjab National Bank was ~INR 9,208
million consisting of 4,604,047,028 equity shares of face value of INR 2/- each fully paid up. 1n
November 2019, the Government of India infused additional capital into PNB and accordingly
2,133,518,960 shares were allotted. Subsequently, the paid up equity share capital of PNB is ~INR
13,475 million consisting of 6,737,565,988 €quity shares of face value of INR 2/~ each fully paid up,
which we have considered for the purpose of the present valuation analysis. The Management of
PNB has informed us that (i) there would not be any capital variation in the Bank from the Report

Oriental Bank of Commerce

As at 30 September 2019, the paid up equity share capital of OBC was ~INR 13,702 million
consisting of 1,370,209,321 equity shares of face value of INR 10/- each fully paid up. The

shareholders and other relevant authorities and (ii) they would not declare any dividend which is
materially different than those declared in the past few years.

APPROACH - BASIS OF AMALGAMATION

The Proposed Amalgamation envisages amalgamation of OBC into PNB whereby equity shares of
PNB will be issued to the equity shareholders of OBC.

Proposed Amalgamation, would require determining the relative fair values of each bank involved
and of their €quity shares. These values are to be determined independently but on a relative basis,

and without considering the effect of the amalgamation.

The three main valuation approaches are the market approach, income approach and asset
approach. There are several commonly used and accepted methods, within the market approach,
income approach and asset approach, for determining the relative fair value of equity shares, which
can be considered in the present case, to the extent relevant and
availability of detailed information, to arrive at the Fair Equity Share
of the Proposed Amalgamation, such as:

A

L
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1. Asset Approach - Net Asset Value (NAV) Method
2. Income Approach
a) Discounted Cash Flow (DCF) Method
b) Earnings Capitalization Value (ECV) Method

3. Market Approach
a) Market Price Method
b) Comparable Companies Multiple (CCM) Method

It should be understood that the valuation of any entity or its assets is inherently subjective and is
subject to uncertainties and contingencies, all of which are difficult to predict and are beyond our
control. In performing our analysis, we made assumptions with respect to industry performance and

and prospects, financial and otherwise, of the Banks, and other factors which generally influence the

valuation of the Banks and their assets.

The application of any particular 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

Income Approach: Income approach is a valuation approach that converts maintainable or future
amounts (e.g., cash flows or income and expenses) to a single current {(i.e., discounted or
Capitalized) amount. The value measurement is determined on the basis of the value indicated by
current market expectations about those future amounts.,

to the firm are discounted at the weighted average cost of capital. The sum of the discounted
value of such free cash flows is the value of the firm.
Such DCF analysis involves determining the following:
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Estimating future free cash flows:

available to the providers of the company’s capital - both debt and equity,

Appropriate discount rate to be applied to cash flows i.e. the cost of capital:
This discount rate, which is applied to the free cash flows, should reflect the opportunity cost
to all the capital providers (namely shareholders and creditors), weighted by their relative

information generated by market transactions involving identical or comparable (i.e., similar) assets,
liabilities or a group of assets and liabilities, such as a business.

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 an amalgamation, where there is

reasonable period would have to be of a comparable standard.

e Comparable Companies’ Muitiples (CCM) Method: Under this method, one attempts to
measure the value of the shares / business of a company by applying the derived market multiple
based on market quotations of comparable public / listed Companies, in an active market,
Possessing attributes similar to the business of such company - to the relevant financial
parameter of the company / business (based on past and / or projected working results). This
valuation is based on the principle that such market valuations, taking place between informed
buyers and informeq sellers, incorporate all factors relevant to valuation. Relevant multiples
need to be chosen carefully and adjusted for differences between the circumstances.
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In the present valuation analysis, it'stiould be borne in mind that there are various macro and other
factors which in the past years have resulted in significant volatility and fluctuations in the
operations, working results, financial position and profitability of the Banks, which makes an arrival
of maintainable profits of the Banks - and a relatjve comparison of the same - based on their past
performance an exercice fraught with considerable uncertainty and subjectivity. Further we have not
been provided by the Banks with their projected results. In the circumstances, in the present
valuation analysis, the Valuers have considered it appropriate to apply the NAV Method, Market Price
Method and CCM Method (using Price/Book muiltiple), to arrive at the relative fair value of the shares
of the Banks for the purpose of the Proposed Amalgamation. The values arrived at under such
methods has been tabled in the next section of this Report,

Basis of Fair Equity Share Exchange Ratio

The fair basis of the Proposed Amalgamation would have to be determined after taking into
consideration all the factors, approaches and methods considered appropriate by the respective
Valuers. Though different values have been arrived at under each of the above approaches /
methods, for the purposes of recommending the Fair Equity Share Exchange Ratio it is necessary to
arrive at a single value for the shares of the Banks involved in an amalgamation such as the Proposed
Amalgamation. It is however important to note that in doing so, we are not attempting to arrive at
the absolute values of the shares of the respective Banks but at their relative fair values to facilitate
the determination of a Fair Equity Share Exchange Ratio. For this purpose, it is necessary to give
appropriate weights to the values arrived at under each approach / method.

In the ultimate analysis, valuation will have to be arrived at by the exercise of judicious discretion
by us and judgments taking into account all the relevant factors. There wijl| always be several factors,
€.g. quality of the management, present and prospective competition, yield on comparable securities
and market sentiment, etc. which are not evident from the face of the balance sheets but which wili
strongly influence the worth of a share. The determination of exchange ratio 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. This concept is also recognized in Judicial decisions. There is,
therefore, no indisputable single exchange ratio.

While we have provided our recommendation of the Fair Equity Share 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 Equity Share Exchange Ratio of the equity shares of PNB and
OBC. The final responsibility for the determination of the exchange ratio at which the Proposed
Amalgamation shall take place will be with the Board of Directors of the respective Banks who should
take into account other factors such as their own assessment of the Proposed Amalgamation and

input of other advisors.

L
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of the businesses of these Banks, having regard to information base
and limitations.

OBC

Valuation

Approach Value per

Share (INR)

Asset Approach - Net Asset Valuo Method
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Market Af)proach - Comparable Companies
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every 1,000 (One Thousand) €quity shares of OBC of INR 10/- each fully paid up.

Respectfully submitted,

e S e iy i
S. R. Batliboi & Co. LLP ] Deloitte Haskins & Selis
’ ‘ ;
! Chartered Accountants !' Chartered Accountants !

ICAI Firm Registration Number: 1 ICAI Firm Registration Number:117365w |

301003E/E300005

|
!!

|
Jayesh Gandhi Anjum A. Qazi ‘]
Partner | Partner ,’
Membership No: 037924 ' Membership No: 104968 |
Date: 04 March 2020 | Date: 04 March 2020 J
UDIN: 20037924AAAABE4073 | UDIN: 201049 6EAAAAARILSE
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