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Abstract

LVMH Moét Hennessy - Louis Vuitton, the biggesty#a on the luxury industry, has
announced on March 2011 a further step on its dmlaon strategy. LVMH
announced the acquisition of Bulgari, a companyexdumajorly by the Bulgari family.

This thesis aims to analyse the value creationnpi@deof this acquisition. The data of
the valuation exercise is prior to the acquisitiaiming to understand the deal from an
ex-antepoint of view.

The valuation exercise is based on the valuatitamaliure and on the analysis of the
luxury industry players, structure, profitabilitpdexpected growth.

Bulgari, pre-deal, is considered to be overvalugte company is failing to keep up
with the high growth rate of the luxury industry.

The synergies are estimated at 96% of the compagmgsieal estimated price and
around 60% of its market capitalization.

Tania Farinha M&A: The case of LVMH and BVLGARI



Acknowledgments

I would like to express my gratitude to ProfessetelP Tsvetkov for his support during
this thesis process. | would also like to express gratitude to all the professors
teaching the MIF program. I'm particularly gratetol Professor Guilherme Almeida e

Brito and to Professor José Tudela Martins, as msrést on the valuation topic was
vastly motivated by their lectures.

| would also like to express my gratitude to my fignand friends; particularly to my

mother, for having provided me the opportunity tiody and making that a priority on
her life.

3
Tania Farinha M&A: The case of LVMH and BVLGARI



Table of contents

1. INTRODUCGCTION. ..ottt e e et e e e e e e e seeeaeeaaeees 6
2. LITERTURE REVIEW... ..ot 7
2.1. CompPany ValUAtiON .........uuuuuiiiiiieeeeeeeeeceiiiiiesss s s e e e e e e e e e eeeeeeeeeeessnnnnneeesnnnnnns 7
2.1.1. Discounted Cash Flow valuation — EQUItY.......ccvvvvviiiiiiiiiiiieeeeeeeeeee, 7..
2.1.2. Discounted Cash Flow valuation - All firm.............ccccoeiiii. Q..
2.1.3. DISCOUNE FALES ...ceeiiieieeeeeeiie s immmmmme ittt e e e e e e e e e mmnnnr e e e eeas 13
2.1.4. Terminal ValUe............uuiiiiiiiiii et 18
2.1.5. Cross border specifications on valuation..............ccccevvvvvvvivniciiineneennn. 19
2.1.6. Relative ValUAtION ...........ooiirtmmm e e e 20
2.2. Mergers & ACUISITION ....ccceeeeiiicieee e e e e e e e e e eeee e e e e 22
2.2.1. Arguments fOr @ MEIGEN ............ei e e e eeeeeeeeeeeeeeeiattias e e e e e e e anaaaaas 22
2.2.3. ValUB CreALION ...ttt e e e e e 24
2.2.4. Type of synergies and their ability to ceealue .................ooeeiiiiiiiiiiiinnns 25
2.2.5. Who benefits from value Creation ... ..o 26
2.2.6. Motivation and barriers for cross borderlslea............ccccccovviiiiiiieinnnne. 27
2.2.7. M&A market and trends............oovieemeeeeoiii e 28
3. COMPANY AND INDUSTRY ANALYSIS ... 30
3.1, CompPany ProfileS......oooeeiiiiiiiiieeeree e —————————— 30
00 0t O = 11 o - T PP URRPPRPPPPPPPPRPIN 30
L. L LVIMH L e e 33
3.2. SECLOI OVEIVIEW ...t e ettt e e e s e e e e 38
4. STANDALONE VALUATION ... 46
7 = 10 | o - 1 46
1.0 DCF et ettt e et e eat e e e e e eenrara e aaeees 46
A.1.2. WAGCKC ..ottt ettt e e e e et e e e e e e e nnna e aaaee 54
A.1.3. MURIPIES. ... r e e e e e e e e e e e e 56
4.2, LVMH e 57
2.0, DCF et ettt e e e a e e e e e eenrara e aaene 57
A.2.2. WAGCKC ..ttt ettt e e ettt e e e e e e e nnn e aaaee 62
A.2.3. MURIPIES. ... 63
4

Tania Farinha M&A: The case of LVMH and BVLGARI



4.2, SENSILIVE ANAIYSIS ..uuvveeeiiiiiee s e e e e e ettt s e e e e e e e e e aaaanaeaaeeeaeeeeens 65

o N = 1| o = o 65
A.3.2. LVMH L. ettt et r e e aeee 66
5. VALUATION OF THE MERGED ENTITY ..euuuiiiiiiiiiiemm e 67
5.1. Valuation of the merged entity without SYNeBJL...........vvvvvviiiiiiiieeeeeeneenne, 61.
5.2. Valuation of the merged entity with synergies..........ccccevvvvvviiiiiiiiiieeeeeeenn, 69
5.2.1. Operating SYNEIQIES .....cciieiiie e e e et e e eeee ettt e e eeene e e e as 69
5.2.2. FINANCIAl SYNEITIES ....uuiiiiiee ettt e e e e e e naaeee e e e 76
5.2.3. The Value Of SYNEIQIES .........uuuut o eeeeeeiirrnniaaaaeeeeeeeaaeeeeeeeesineennees 77
6. THE DEAL ..ot ettt e ettt e e e e e et e e e e e e e enmnen e 80
G0 I 1= o 1= o [ = 80
6.2. Financing Cash VS. StOCK ..........uuuiieiieii e 81
6.3. THE Off€r e 82
7. CONCLUSION ...t e e e e e e e e e e mm e 83
8. APPENDICES. ... . et ettt e et e e e e e e e e e e e eeeae 84
Appendix 1: Bulgari WACC calculation ...............oouimemmmeeeeiieeeeieeeeeeeeeiiiin 84
Appendix 2: Pan-European WACC calCulation ............ o eeeeeeeernemnnnnnnnneeens 84
Appendix 3: LVMH beta per SEgMENT........uiiiiiiieeeeeeeeeeeceeeeeeetin s e e e e e e e 84
Appendix 4: LVMH WACC calculation .........ccoooviiviiiiiieeee e 85
Appendix 5: WACC calculation for the merged entity withouhsygies ................ 85
Appendix 8: Bulgari Income statement (Standalone valuatian)......................... 87
Appendix 9: Bulgari Cash flow analysis (Standalone valugtia......................... 87
Appendix 10. Merged entity Income statement (without synergies................... 88
Appendix 11: Merged entity Cash flow analysis (without synesgie.................... 88
Appendix 12 Merged entity Income statement (with synergies)...........ccccc.uu.... 89
Appendix 13 Merged entity Cash flow analysis (with synergies)...................... 89
9. BIBLIOGRAPHY ..t e e e e e aeeeeees 90
5

Tania Farinha M&A: The case of LVMH and BVLGARI



1. INTRODUCTION

In the Luxury Industry, a trend of consolidatiorolsserved over the last years.

The purpose, here, is to evaluate one of the n\fA deals in the luxury industry —
the acquisition of Bulgari by LVMH. The deal is ciered, however, small for
LMVH.

It starts by the literature review, describing \&ion methods, while focusing on the
methods that will be, latter, applied on the vatatexercise. The literature review
provides the theoretical framework that supports \thluation process. It begins with
the Valuation literature, followed by the MergerglaAcquisitions literature review.

A description of each company is made, subsequéméyuxury industry is described
and analysed. Both companies are then, individua#ijued. Afterwards, the valuation
of the consolidated entity is carried out, with twalar emphasis on the synergies
potential.
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2. LITERTURE REVIEW

2.1. Company Valuation

The objective of this thesis is to evaluate theusition of Bulgari by LVMH Moét
Hennessy - Louis Vuitton. The valuation will be radtbm an ex ante perspective.

The focus of the exercise is, mainly, the valueai@e@ by the merger deal and its
distribution between acquire shareholders and tattgreholders.

The acquisition deal will be assessed through tidaation of three entities: acquire,
target and consolidated (with and without the piénsynergies). The valuation
exercise must be supported by a prior review ofattademic literature on the valuation
topic. Secondly, a review of the Mergers & Acqusit literature provides the
theoretical framework to the valuation of the mergatity and its specific topics (e.g.
synergies).

2.1.1. Discounted Cash Flow valuation — Equity

The value of an asset is its future expected clstsf discounted at an appropriate
discount rate, reflecting the opportunity cost.léwing the same rationale, the value of
a firm is the value of its expected future cashwfodiscounted at an appropriate
discount rate.

As such, the valuation exercise will be done veadiscount of the future expected cash
flows. The exercise will be, then, complementethwhe Relative valuation.

The DFC valuation can be done via numerous methiegimandez (2009) presents ten
methods to compute it based on nine theories, mgniyom Modigliani & Miller and
Harris & Pringle to Damodaran and practitioners’daig. In essence, it's the cash flow
and the discount rate that change. The Discountadh GFlow methods can be
synthesized in three major groups: equity valuatmmpany valuation (whole firm)
and Adjusted Present Value (Damodaran 2002).

Equity valuation is made either through the estiomabf the present value of future
expected Free Cash Flows to the Equity, eitherugiitathe estimation of the Present
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value of the future expected dividend payments.pdesof the cash flow applied,
whether FCFE or Dividend, the proper discounted imthe cost of levered equity.

Free Cash Flows fro the Equity (FCFE)

The FCFE can be defined as the cash flow availadtey conforming with all the
obligations, to be distributed to shareholders.

(2.1) Free Cash Flow for the Equity = Net Income - (GapExpenditures —
Depreciation) — (Change in noncash working capitalfNew debt issued — Debt

repayments)

(2.2) Value = FCFE/ (Ke — Q)

FCFE = Free Cash Flow to Equity next year
Ke = Cost of equity (levered)
g = Growth rate in dividends forever

It's appropriate to use FCFE Model when the firneslot pay dividends or these are
considerably different from the FCFE.

Dividend Discount Model (DDM)

The Dividend Discount Model defines the equity pries the discounted value of the
future expected stream of dividends to be receorethe shares (perpetually).

(2.3) Value of Stock = DPS/ (Ke — Q)

DPS = Expected Dividend next year
Ke = Cost of equity (levered)
g = Growth rate in dividends forever

The model is “extremely sensitive” to the growtkeraA small change on the latter has
an enormous impact on the value of the stock (Damad2002). In addition, the author
recommends the DDM valuation to be limited to:
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- Firms having a growth rate less, or equal, tontm@inal growth of the economy;
- Firms which have, and are expected to maintagtalale dividend payout policy.

Berk and Demarzo (2007) also stress the sensittgeaE DDM model to the growth
rate. Furthermore, attention is drawn to the “tredoais amount of uncertainty” on the
estimation of future dividends, as this means faséng the dividend payout rate,
number of shares (in the future) and firm’s earsingarnings depend on interest
expense, which will depend on the debt; dividengbparate and the number of shares
will depend if the firm uses its earnings to refpage its shares.

2.1.2. Discounted Cash Flow valuation - All firm

To evaluate the entire firm (i.e. equity plus debte appropriate cash flow is the Free
Cash Flow for the Firm. The FCFF represents all ¢hsh flow available to all
claimholders.

(2.4) Free cash flow for the firm = EBIT (1-Taate) + Depreciation - Capital
Expenditures - Variations in Net working Capital

The tax rate above mentioned is the company’s mal¢ax rate ePamphilis 2011)
The FCFF is then discounted at a rate reflectirgdpportunity cost of the invested
amount. The opportunity cost reflects both the tirakie of money and the risk of the
investment.

There are two alternative ways of estimating thlievaf the company. The WACC
takes the FCFF and discounts it at the weightedageecost of capital. The APV
discounts FCFF at an unlevered cost of equity dmeh tthe value created by the
financial decision is added.

2.1.2.1. WACC

WACC method discounts the expected free cash flwsthe firm at a weighted
average cost of capital. The weighted average pitadas both a weighted average of
cost and a return (Fernandez 2010). WACC can he ag¢he cost of capital or as the
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required return on the firm’s total capital. In giiae, WACC is the average of the cost
of equity (weighted by the proportion of equity e capital structure at market value)
and the cost of debt (weighted by the proportiordelbt on the capital structure at
market value). It's computed as follows:

(2.5) WACC = (E/V)*Re +(D/V)*Rd* (1 ¥c)

E/V = % of capital accounted by Equity, on the fgrtotal capital, at market value
D/V= % of capital accounted by Debt, on the firtosal capital, at market value
Re = Cost of equity

Rd = Cost of Debt

Tc = Corporate tax rate

V = Market value of the company (sum of equity aedht)

WACC assumes that the structure of capital canvatice to the firm. Modigliani and
Miller proposition | states that under a perfectrkea (with no taxes), the value of the
firm isn’t affected by its capital structure. Hovesun a taxed world, the interest paid on
the debt increases the tax deductible costs dirtihethus allowing a lower taxation.

Hence, WACC considers that the financing and indest decisions are interrelated.
The decision of how to finance, will impact the savings that can be achieved on the
investment. This impact is materialized in WACC \d@alower cost of debt, which
generates a lower discount rate (WACC).

The WACC requires the capital structure of the canypto remain stable (Brealey at al.
2008), otherwise the weights of debt and equity ahlange. Hence, the company is
required to rebalance its structure, continuouslymnaintain the debt and equity ratios
constant (in market values). In practice, thistisrorkable.

For a company, which isn’'t expected to shift itpital structure significantly, it's
enough to assume a capital structure, stable itotigerun, achieved using gradual but
constant adjustments. For a company expected tagehiés structure materially, APV
IS more appropriated.

Copeland et al (2002) proposed a three steps nathgd for the WACC exercise

(Figure 1):
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Figure 1: WACC methodolog)

Estimate the debt
financing opportunity
cost

Estimate the equity
financing opportunity
cost

2.1.2.2. APV

APV resultsfrom the sum of two cash flows: the present valfighe investmen
decision effect and the Present value of the fimandecision (Miles and Ezzell 198C

The APV formula is the following (Berk and Demai2@07)

(2.6) APV = W + PV (Interest Tax Sield) — PV(Financial distress, Agen and
Issuance Costs)

APV = Value of the levered fir
VY = Value of unlevered firm (the value of the firmthout debt, also referred as k-
case)

In practice, the firm is, firstly, valued as if éinced exclusive by equity. Then, th
value added by the financing decision is estim#égeg. interest tax shield, subsidiz
loan), allowing to understand the value added ey @mponent to the firm. The AF
method appears also as a solution for the WACCtaagpiruture change limitatio
above described.

Damodaran (2002) defines a three steps procebs iARV metho (Figure 2:

Figure 2: APV methodology

Evaluate borrowing effect
Value the firm with no Asseass the PV of the on probability of

leverage Interest Tax saving bankruptcy and Cost of
bankruptcy
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The value of the firm base case is computed, bgodisting the Cash flows at the
opportunity cost of capital (unlevered cost of &gui The unlevered cost of equity can
be defined as the opportunity cost for an invesbomvest on a similar, but entirely
equity financed, company.

The inputs of the tax savings valuation are thet d#brest rate and the corporate tax
rate (marginal tax rate). The tax savings are Wdacounted at the debt discount rate,
implying that the debt interest has the same rstha tax savings.

The inputs of expected Bankruptcy cost presentevate: probability of bankruptcy and
bankruptcy costs. The probability of bankruptcy denextrapolated from the default
probability associated to a determined bond. TheoPWankruptcy cost includes both
direct costs (e.g. lawyer fees, trustees’ fees)iagidect costs (e.g. profit not incurred).

2.1.2.3. APV vs. WACC

Luerman (1997) considers WACC, the rule methodviduation in the past, as being
currently “obsolete” and surpassed by APV. The atsharguments are that:

- APV works always when WACC does and also wheloé@sn't;
- WACC is more propitious to incur on major errdran APV;

- The information provided by APV to the valuatiallows understanding the
contribution of each component to the overall valueing this major advantage of the
method).

Froot (1997) denotes specific cases where WACCt isgliable, namely: capital
structures that are expected to change, subsidiziedtal financing available, particular
benefits or costs associated with financing existicluding that in these cases, APV
should be used.

Meyers (1974) when presenting the APV also highédithe information provided by
the model as “perhaps the greatest advantage of’ ARIMwing to guide manager
towards the different decisions comprised on tragept (e.g. subsidized loan, borrow
versus lease and lease versus buy decisions).

Ciccola and Pecatti (2003) seem to be in accordastbey consider APV a method of
higher performance when valuing a leveraged investpbut admit that, in practice; it
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is WACC the most commonly used method. The sunaayied out by Harvey and
Graham (2001) shows that only 10.78% of CEO usesya or almost always APV
technique when deciding which project or acquisitio take whereas 75.7% states that
use always or almost always NPV when taking thaisiten. The survey includes other
techniques such as: APV, Internal Rate of Rethiet, present Value, Real options,
among others. Summing up, the literature seemgotwsider APV as superior.
Nonetheless, evidence is found that in practicey Adstill not that widespread, being
the use of WACC more conventional

For a firm having an optimal or target debt ratitg APV adds little if anything to
WACC valuation (Booth, 2007).

Sabal (2010) argues that for practical purposegneter the debt ratio is stable on the
long term, WACC might be a good approximation. Mmer, the author stresses an
important advantage of WACC vis-a-vis APV. If therf aims to have a stable ratio of
debt, then the amount of debt will change dependinipe value of the firm (to make
the ratio constant), WACC by taking in considenatanly the ratio, will automatically
resolve this issue.

Copeland et al. (2002) stresses that if both aneedworrectly and with the same
underlying assumptions, they would yield the saaleation values.

Because WACC is the most conventional method andus® this valuation doesn’t fall
on any of the cases where APV is found to haveparsor insight, WACC will be used
on this valuation exercise.

2.1.3. Discount rates

The above described valuation methods are madin&idiscount of the described cash
flows at the proper discount rate. For the thre¢hods, the necessary discount rates
are: cost of levered equity (DDM, FCFE and WAC®@stcof unlevered equity (APV),
and cost of debt (WACC and APV).

2.1.3.1. Cost of equity

There are two methods to estimate the cost of yq0APM and APT. The three factor
model, a variation of APT, will also be presented.
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Capital pricing Asset Model (CAPM)

CAPM grounds on the basis that the security expecs premium is proportional to
the beta of the stock. The beta is the measutkeofelation between the stock return
and the market’s return.

(2.7) Ke=rf+4 (rm - rf)

Ke = Cost of equity
Rf = Risk-free rate
B = Beta

Rm = Market risk

The two main ideas of the model are that investegsire extra return for risk exposure
and they are, particularly concerned, with the tisi can’'t be cancelled by the risk of
the portfolio, the specific risk. The model, alsgsumes that the investors borrowing
and lending activity is done at the same interatst and that US treasury bills are risk
free. These aren’t exactly true as treasury bills mbt provide protection against

inflation risk and borrowing interest rate is, ubgaabove lending interest rate (Brealey
et al. 2008).

CAPM Parameters

Therisk free rate can be defined as the expected return of a risldeset. Hence, this
asset provides a secure known return. AccordinDamodaran (2008), the risk free
asset is distinguished by an expected return thatno variance, being its real return
equal to its expected return.

The author point outs that, to be considered ris&,fan asset must meet two conditions:
there can be no default risk and no reinvestmeki ri

This excludes, in this order, other than governnmmnids and coupon-paying bonds.
The government bonds interest rates although peateagainst default risk, do not

have, generally, protection against inflation, amd, hence, nominal rates. In order to
have the real rate, inflation must be deducted ftbenGovernment interest rate. The
exception, Inflation-Linked Bonds aren’t usuallgugd in high inflation countries (i.e.

Emerging markets) were the use of nominal risk fisdes is more problematic. Still,

under the principle of free flow of capital, the DSisk free rate can be used in any
market. If the latest isn’t applied, then the meailirn is the real growth of economy.
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As per the maturity of the government bond, Damadarecommeds a 10- year
coupon bond. Copeland et al. (2000) agree on tlagunity based on the followir
arguments:

- A 10-year rate, typically, matches the durn of the cash flows in questic

- A 10-year rate, approximates the duration of the mapketfolio (e.g. S&P 500) an
hence it will be consistent with the other markettiplio paramete;;

- A 10-year rate is less prone than to have inflation lgrak and its liquidity premiur
may also be inferior (as compared to a longer nigtraite); these tw issues, even if
negligible, also play ifavoul of a 10-year rate.

Both LMVH and Bulgari have EUR cash flows (or tried to EUR if they are i
other currency), hence an EU-bond will be used. As France hadow interest rate,
the French 10- yearoupon bond interest rate will be used as the pfoxyhe risk free
rate.Bulgari is an Italian company. If we use It 10- year coupon bond interest ra
the risk free rate will be overvalued because yltalfacing sovereign debt issues
the com@any, from a sales perspective can be viewed asn-European compan
Hence, to overcome this issue and average of the 10- year coupon bond intere
rate will be used.

The beta can be defined aa measure of the systematic risk. It measures
sensiiveness of the stock to the market portfolio (tnev benchmark). Kaplan al
Ruback (1996) have tested the accuracy of thréerdift betas (company, industry ¢
market) in estimating the transaction value: comypeaquity betas, unlevered indus
equty betas and market betas (ma-based measure) through their compressed
technique (i.e. consists of discounting capitalhciews at the unlevered cost
equity). Their findings indicate that the mediardanean of the valuation errors
market leta are closer to zero than the results of both &ind industry beta. This,
practice means, that by using market beta the astuohntransaction value will be mc
accurate.

(2.8) Fi= agpifoy

fi = Beta of asset
@im = Covariance of assel with market portfolio
oy = Variance of the market portfo
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The risk premium is the return above the risk free rate expectedngstors to

compensate them for the incurred risk (Berk and &em 2007). There are two
alternative approaches to estimate it: based otorldal risk premium, under the
assumption that the future will be similar to thaspor forward looking. Both have
supporters and opponents (Copeland et al. 2000).

Arbitrage Pricing Theory (APT)

The arbitrage pricing theory was proposed by Rimsmally in 1976. It was presented
as an alternative method to the mean average CARNehdeveloped by Treynor,
Sharpe and Litner (Ross 1976). It lies on the itiedthe expected stock return depends
on the stock sensibility to several factors. Theaief the model is that there are two
types of risk: specific to the security that candieersified and hence doesn’t restrict
the investors’ choice and the market risk that cha’'diversified.

In APT the factors are macroeconomic. However, rtiwels don’t pre-define any
factors, these must be chosen in particularly &mhesecurity, their risk premiums must
be estimated and finally it's necessary to measheesensitivity of the sock to the
macroeconomic factors.

(2.9) Expected risk premium = stock sensititibythe factor 1 * risk premium of
factor 1 + stock sensitivity to the factor 2 * rigkemium of factor 2 + ...

The vital argument of the theory is that the sanaeket risk must be rewarded with the
same expected return otherwise there would be fooarbitrage.

Fama and French (1992) tested the relation betwemks average returns and several
variables, concluding that the book-to-market gqudriable is superior in explaining
the average returns behaviour. The variable shawbable in both the sub-periods
studied (from 1963 to 1976 and from 1977 to 199@thva positive premium (the
regression average slope for the period 1963-198004385).

Additionally, evidence was found that the variablEze also explains the stock’s
average returns with a negative premium (the regresaverage slope for the period
1963-1990 was -0.11) even if less expressively tharvariable book-to-market equity.
In a subsequent study (1993), the authors, stredttire two above risk factors with a
market factor, creating the Three factor Model.
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CAPM vs. APT

The CAPM can be seen as a particular case of ARSrenhere is unique risk factor, the
market. The CAPM is advantageous as it has a uniquedefined, risk factor.
However, Paavola (2006) arguments that despitegb@mpler to compute than APT,
CAPM will logically underperform APT in a statistitsense. The rationale behind this
is that:

- APT has more variables to explain the returnachdhe R has to improve (goodness
of fit of the regression);

- APT factor is estimated to best fit data; natyralyields a higher explanatory power.

In addition, the author argues that the lack ohidieation of the factors as the most
disappointing aspect of APT model.

APT factors depend of the economic condition, bepagticular, to each country,

making the model less used, even if more efficteat CAPM (Homsud et al. 2009).
Here, the CAPM will be used.

2.1.3.2. Cost of unlevered equity

The cost of unlevered equity is the cost of eqfatya firm all-equity financed.
(2.10) Ku = rf Hu (rm-rf)

Ku = Cost of unlevered equity
Rf = Risk-free rate

Bu = Unlevered Beta

Rm = Market risk

The unlevered beta can be estimated through tleniolg equation:

(2.11)Ba =Pp * (D/V) + Be (E/V)

Ba = Asset beta (i.e. the same as equity beta foarihevered firm)

Luehrman (1997) proposes the use of the cost atyegia similar company without
debt.
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2.1.3.3. Cost of debt

The cost of debt represents the cost incurred byfitm to borrow funds (to finance
investments). If it's an investment graded compdhg, risk of default is low and the
cost of debt can be inferred via the Yield-to-MéagufCopeland et al 2000).

In the case were the company has bonds outstabdingot regularly traded, the debt

cost can be inferred through the rating and theaated default spread (Damodaran
2002).

2.1.4. Terminal value

In practice, one can’t forecast the earnings farethe earnings are estimated for three
or five years. For the rest of the timeline, twotlnogls are used. The first method is to
compute the liquidation value of the assets attitkof the forecasted period.

Alternatively, the company is assumed to grow abastant growth rate is (usually it

will be near the economy growth rate) and valueessimated (assuming a going
concern). In this case, the terminal value is caexgbas follows (Bruner 2004):

(2.12) Terminal value = [CF * (1 + g)]/(K g

CF = Cash flow of the final year of the financiatd¢cast

K = cost of capital

goo = compounded average growth rate of the cash ftowsinite.
The author presents two alternativesdastimation (2.13 and 2.14).
(2.13) g = ROE * (1 - DPO)

ROE = Return on Equity

DPO = Dividend payout ratio

The underlying idea is that the company’s growthnmsted to its equity return less the
dividends distributed.
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(2.14) g¢Nominal = [(1 + §Units)*(1 + d"Inflation)] — 1

g Nominal = Nominal growth rate
g Inflation = Rate of inflation
g Units = “real” rate of growth.

The above is rooted on the economics vision of gnpwas per which the real growth
rate adjusted to inflation will yield the nominabgvth rate of the business.

Long term growth rates exceeding the expectedgmealth rate of GDP are to be faced
apprehensively (Berk and Demarzo 2007).

Young et al. (1999) highlighted the impact of thetinal value on the overall valuation
(terminal value in addition to specific forecast)Through a theoretical sensitive
analyses, the authors determined that the termaadak contributes 75% to the market
value of the company, in the case of forecasts nfadéen years (usually, they are
made for three or five years) and a cost of capit@?o.

2.1.5. Cross border specifications on valuation

Froot (1997) brings attention to particular aspedtthe cross border deals. The author
distinguishes them in aspects pertinent to WACCaspkcts pertinent to APV method.
As this valuation will be done via WACC and sinagtlbthe acquiring and the target
express their results in EUR, currency issues dsageAPV specifications won't be
handled here.

Taxes

There are two forms of accounting taxes in crogsidrodeals. In case of a worldwide
“tax credit” system (on which the headquarters ¢uis due to receive taxes on all the
foreign income), it's recommended the use of tlghér of the corporate tax, even if
conservative.

In case of a territorial “tax exemption system”e theadquarters country exempts the
foreign source of paying taxes if these were alygaald in the income source country
(to not have a double taxation). Here, the foreigantry’s corporate tax rate should be
used.
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Earned versus remitted cash flows

The cash flows returned on a foreign company imaest may, or may not be forward

to the foreign company (i.e. reinvestment). Sthle cash flows should be accounted.
First, there’s still an ownership claim by the gfalders. Secondly, for the valuation in
question, the income source country, Italy, isratustrialized nation, therefore there’s
no risk of local blocking of funds transference.

Discount rate

The discount rate is the opportunity cost vis-aefiser projects with similar risk and
duration. Hence, the discount rate will dependhaf investments opportunities of its
investors (considered home-based for s simpliditppse).

Beta

The Beta is expected to be lower if a global map@tfolio is used as the country
specific risks will be diversified. Here, Italy’soentry risk is higher than France,
however the company has its sales well geographichVersified, hence it isn't

extensively exposed to its country risk.

2.1.6. Relative Valuation

The widespread utilization of the multiples is eipkd by their easiness to be
computed, to be understood and to be explainedgassed to the other valuation
methods). Moreover, they incorporate the markebaphere, reflecting higher prices if
the shares are bull and lower if the shares are Beglan and Ruback (1996) support
that both methods, comparables and discounted fbasis, should be applied in a
complementary form. Multiples can be used for vajuequity (Price multiples) or they
can be used to value the total value of the compamerprise value multiples).

The below multiples will be calculated with goalin€orporating the atmosphere of the
luxury industry on the valuation process (Figure 3)
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Figure 3: Multiples calculation

Multiple Calculation method

Price-Earnings PO/ EPS1 = Peer P/E* Fin® EP

Enterprise value to

EBITDA VO / EBITDAL = [(Peer EV/EBITDA * Firm EBITDA) Debt] / qty of share

("2

Value-to-sales ratio VO / Revenues

The price-earnings multiple (ratio between price gf@are and earnings per share) is the
most generally used and misused equity multiplem{@#aran 2002). Suozo et al.
(2001) argue that it should be calculated withdbpisted earnings (before exceptional
items and goodwill amortization). Several typegafings per share can be used on the
ratio which will, unsurprisingly, create an issuetbe comparison exercise (Damodaran
2002).

Goedhart, Koller and Wessels (2005) confirm thatrultiples improve the forecast of
DCF Valuation parameters, increasing the accurdcthe® DCF valuation itself. In
addition, attention is drawn to particular mattéhat will improve the multiples
application:

- Company peers must have similar scenarios of tjraamd Return on investment
Capital, hence finding the industry competitors jtist the starting point;

- The multiples ought to be forward looking, aseash shows that these are more
accurate than historical multiples in value estiorgt

- The multiples should be enterprise-value, with #im of becoming insensitive to the
capital structure;

- The enterprise-value-to-EBITDA multiple should &rended for non-operating items
(e.g. excess cash should be removed, non-operaasgts are to be evaluated
independently).

Liu (2000) confirm that forward earnings are superin explaining stock price as
opposed to historical earnings.
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2.2. Mergers & Acquisition

A merger is a deal through which two or more firmesnbine into a single, independent
firm (Colb and Rodriguez). It can take several fern®n a Merger, the target is
incorporated on the acquiring firm, ceasing itstice.

A Consolidation is when the target and the acquandly both, cease and create a new
combined entity. In a tender offer, the acquirerchases a minor position; the target
will continue to exist. At last, the acquiring coamy can purchase the assets of the
target, which will remain in existence, howevedire course the target will be ceased.

According to Bringhan and Gapenski (1996), mergeaa be categorized in four
economic types. Mergers are classified as horitevtian the target firm operates in the
same business line as the acquiring firm.

They are defined as vertical if the target firm i@pes in the value chain as the acquiring
firm (e.g. supplier, distributor). They are chaeaited as congeneric if the target and
the acquiring firm are related, except that theyndbshare the business line and they do
not have a value chain connection. At last, theytgpified as conglomerate when the

target firm and the acquiring firm do not relate.

2.2.1. Arguments for a merger

Mergers can create value, if their driver is sonmgththat will benefit the new
consolidated entity. Kolb and Rodriguez (1996) @nésd three motivations that justify
a merger.

Brealey, Myers and Allen (2008) present a more idetalist of reliable merger
arguments; however, in essence, these fall in aggeewith the previous ones (Figure
4).
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Figure 4: Arguments for a merger

Valid Invalid

Economies of scal - access to cheapebDiversification - void in terms of
row materials (or increase cost efficiencyyhareholder value as the investor can
makes sense on a horizontal merger diversify if he wishes to do so

Access to new resource- the new entity EPS increas - consolidated number of
will integrate a part of the productigrshares lower than the sum of the acquiring
chain (e.g. distribution, sales force) old shares with the target old shares - no
value creation

Tax considerations - new entity carn Lower financing costs - Economies of
benefit from a tax-loss carried forward pgcale in issuing new securities and the
the target entity, in order to decrease (tipeobability of financial distress decrease
tax to be paid on future income for a company that seeks tax shield benefit
(ceteris paribus) Still the lower financing
cost due to lower interest rate is made at
the expense of higher guarantee from the
stock holders (as both companies
guarantee the debt of each other).

Source: Brealey, Myers and Allen (2008) and Kold &odriguez (1996)
Goedhart, Koller and Wessels (2010) present fivennstrategies that underlie a
successful acquisition by creating real value lier eéntity:

Enhancement of performance of the acquired firmlsaachieved via reduction of cost
or revenue growth;

Fusion aiming to remove surplus capacity from thegk®at is more recurrent on mature
companies;

Hastened market access to acquired or acquirerupt®ds the case when mature
companies acquire small companies with innovatiredpcts and also when the two
companies have different geographic presence;

Underlying acquisition of skills faster or at lowgnices than if developed in-house;

Selection of winners to support the business deveémt requires early investments on
the business, to invest in several businessegodmalve the ability to develop them.
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2.2.2. Payment: Cash vs. Securities

When the acquiring company is paying the deal guaitg, it can do it either through

cash balance; issuing new stock to get cash (tapc@ase) or it can offer stock to the
target as the payment of the deal (Damodaran 2002) determination of the means of
payment is made based on three factors: cash bvigiaperceived value of the stock
and tax considerations.

The cash consideration is quite straightforwardop@mpany can use cash only if it has it.
Concerning the perceived value of the stock, if toepany perceives its stock as
undervalued, it ill end by paying more for the dislt it wishes.

De La Bruslerie (2010) agrees, by referring thahpanies with high stock value are
more likely to finance the deal via equity. Thegdtal tax deferring on the capital gain
of the shares received by the target sharehol@ersalso play an important role of the
payment means.

According to De La Bruslerie (2010) the means ofympant can’t be evaluated

separately from the premium paid to target. Indtigly, having as object a sample of
European M&A from the 2000-2010 decade, the auttmncludes that cross border
deals, competitive transaction and absolute sizargét will support a cash deal.

2.2.3. Value creation

The price paid relative to the intrinsic value béttarget (standalone value) and the
degree of accomplished synergies are the valueerdriv creation, maintenance or
destruction (Stahl et al. 2005).

Bruner (2004) starts by defining the possible onies of the deal as value destruction
(returns lower than required by investors), creat(ceturns above the required by
investors) and preservation (returns required bgstors).

The author then argues that M&A deals being, gélyerabelled as a failure (as it
creates not value but rather destroys it) happenause the studies incorporate not only
the M&A contribution but also the other remainingctors that affect the firms
performance. There is no accurate definition of twhadV&A failure (i.e. a penny of
share decline can be considered a failure) andstildies cover major big deals (i.e.
more regulatory issues).
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Subsequently, it concludes that target companiasehblders’ receive positive returns
on M&A deals. The shareholders’ of the acquiringnpany have their value preserved
(if not created) on 67% of the deals. The combimeidvalue creation for acquiring and
target shareholders is positive. The article alghlights some deal features that are
likely to create market value for the acquiringrfishareholders, namely: acquiring
interrelated businesses, merger of equals, targatgbprivate business, credible
synergies or pay with cash, among others.

Sirower and Sahni (2006) denote that the market deserally, a negative reaction to
M&A deals. According to the authors, such a reactoexplained by the upfront full
payment (as compared with other investments), biie éxpected performance
improvements already reflected on the share pbgethe investments necessary to
make the synergy and, at last, because it's expetsihandle an M&A deal that goes
wrong. The authors developed a graphic model thaivs the necessary combination
of cost and synergies level that justify, for imgt@, a premium of 35% and an EBIT
margin of 18%.

2.2.4. Type of synergies and their ability to ceealue

Synergy is the value creation of the entity thatemd the sum of value of the two
entities individually and that can’t be achievedhié two entities don’t combine. It can
be represented by the following condition:

V (combined entity) > V (Acquirer) + V (Target).

Damodaran (2005) classifies the different synergiesOperational or Financial and
provides a comprehensive framework with regardhéovaluation of these synergies.
Operational synergies can assume the forms of ew@soof scale, pricing power,
combination of functional strength and high growtimew / existing market.

These synergies are expected to be reflected ipagtfermance of the company through
the increase of operating income from the firmsowgces, growth or both. The
Financial synergies, on the other hand, can ta&daims of diversification (for private
firms only), increase of debt capacity forms, tanéfit and combination of cash-slack
with high-return project firms.

The valuation exercise is due to begin with anviddal valuation of each firm. They
should then, be valued as a combined entity witlsyuergy effect and, finally, as a
combined entity with synergy effect. The synergeefwill depend on the nature of the
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synergy and will affect, at least, an input of treduation process: cash flows, cost of
capital, growth rate or growth period.

Fee and Thomas (2004) found, on their study onzbotal mergers, that the merging
firms have positive abnormal returns at the meeggrouncement. On the same study,
they also found that several subsamples of merfiings significantly increase their
post-merger cash flows and decrease the cost afsgamd.

In the case of financial synergies, diversificateymergy takes the form of increased
debt capacity. Diversification, if it contributes the decrease of variability of the cash
flows, will increase the firm’s debt capacity, hencreating value. The value created by
the cash slack firm that acquires a firm with highlue project is the value of the
undertaken projects (which otherwise the targetldrdtube able to implement). The tax
benefit value is computed through the Present vafuthe tax reduction. At last, the
debt capacity can add value through an increasieeofiebt capacity (admitting that the
new entity will have decreased variability cashwi#oas compared with the former
company) and / or diminished default risk.

Sirower and Sahni (2006) developed a matrix thasab classify the target relatedness
with acquiring in terms of business skills and nearlaccess with the final goal of
assessing the potential. The scale of assessmeggsdetween same capabilities or
market assess, better capabilities or market aeresaew capabilities or market assess.
The goal is to provide insight for potential sowoé value creation.

2.2.5. Who benefits from value creation

Value creation can be measured via two approac¢twewsiard looking method is based
on the reaction of the market to the deal. The rothethod relies on post merger
studies, aiming to assess the synergies gains.

The beneficiary of the value created by the medggends of the contribution each
provides to that synergy and it will also be detfeate by the nature of the synergy
(Damodaran 2005).

A cost synergy, based on target exclusive savingdenefit mostly the target itself.
More general savings are expected to deliver vaduthe target. A growth synergy
driven by acquiring specific skills will deliver larger slice of value to the acquiring
firm.
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The value creation of an increased debt capacgiiased equally by both acquiring and
target as there is no unique skill underlying iheTvalue created by a Cash Slack
synergy will be captured mainly by the acquiringaimemerging economy; the target is
more likely to receive its share in the contexaafeveloped economy.

At last, the value created by the tax benefit amult from higher deductions or a lower
tax rate, the strength brought into the synergy eetermine who will get the biggest
slice of value.

Damodaran (2005) points out that the acquiring m@yinore that the value of the
synergies results in little or no value creationifeelf. The author suggests that this
overpayment of synergies is explained by a biaseduation of the deal, managerial
pride and also due to lack of synergy planning.

Christofferson et al. (2004) argues that when twonganies merge, most of the
shareholder value created is likely to go to tHkesdn average, the buyer receives all
the value created via premium payment of 10-35% tled target’'s deal pre-

announcement value.

2.2.6. Motivation and barriers for cross borderlsiea

Cross Border deals represented 4% of the M&A dewal2007. Zanner et al (2008)
presented manifold reasons that drive the crosdebadeals (long and short term).
Globalization is one of the Long term drivers. Frimave realized, in the search for
scale, growth, and lower production costs that <rosrder expansion is more
economical than countrywide expansion.

In the same scope, geographic diversification ig & the emerging markets firm
growth strategy, as it allows to reduce exproprratisk and to diversify raw materials
supply. In addition, there is a growing deregulatteend, in the direction of the free
flow of capital and goods.

One of the short term drivers the authors presentedthe high relative valuations. The
authors argue that there is propensity for firmbddurther acquisitive when their stock
price is high, because high stock prices point tdwgrowth and profit, facilitate the
liquidity access and make P/E higher. However, \theh last sub-prime and sovereign-
debt crisis, the market capitalization of firms Heeen significantly damaged; hence
there are doubts that this argument remains valid.
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The Currency shifts / Cheap USD (as opposed to gingermarkets currency
appreciation) are also pointed as a short termedrivSovereign wealth funds are also
expected to acquire illiquid foreign assets, as ihiconsistent with the sovereign wealth
funds long-term, geographic diversified strategye Tpolitical implications of this
strategy provoke that these sovereign wealth fanedikely to acquire minority or non-
controlling stakes. The reduced competition fronaficial sponsors and from strategic
domestic buyers, resulting from a difficult accéssleverage, leaves more room for
strategic buyers’ deals.

There are also encumbering reasons to cross bul&laractivity. The above described

short term catalyst, are likely, to dissipate. ddidion, the protectionist sentiments of
some countries in relation to foreign acquisitiais’national champions” or strategic
industries are likely to block cross-border deals.

2.2.7. M&A market and trends

In 2010, around 7000 M&A deals were announced witjlobal value of $2.7 trillion
(Cogman and Sivertsen 2011). The authors confiah dbquiring companies are more
committed in capturing the value created then leefor

The geographical trends on M&A activity are alsghtighted. An increasing activity
was noted on the Asia-pacific region. Latin Ameregperienced its highest M&A
activity. A general increase of cross-border attitook place as a result of major deals
and small numerous deals. Other than these, agagerof activity was also perceive on
the Private equity industry

Concerning the M&A on the Luxury Goods Sector, ithdustry didn’'t see many M&A
activity. However, small acquisitions aiming thertieal integration are frequent.
Bellow, a summary of the M&A deals on the luxurdustry is presented (figure 5).

28
Tania Farinha M&A: The case of LVMH and BVLGARI



Figure 5: Acquisition on the Luxury goods sector
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3. COMPANY AND INDUSTRY ANALYSIS

3.1. Company profiles

3.1.1. Bulgari

Bulgari has annual revenue of EUR 1,069 million 1@Cigures). The company is

present on six business lines: Jewels, Watche$urRes, Skincare, Accessories and
Hotels. The company, before the merger with LVMHiswb1% owned by the Bulgari

family, being the rest of the stock floating.

Bulgari S.p.A. is the parent company; it manageshitand and coordinates the several
areas (e.g. finance, human resources). The graspth companies (all under Bulgari
brand name) in 21 countries and 3815 employeesO§20dhe distribution network
consists of 295 stores, of which, 174 are owneBudgari (2010).

Figure 6: Bulgari Sales geographical breakdown (2682010)
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200€
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Bulgari history started in the £&entury with the opening of the first store, fdagson
precious silver objects. In the early"™@entury, the brand developed an interest in
precious stones, jewellery and watches under dassarae style that conquered the jet
set figures. In the 70’s the company had a sigmifignternational expansion. The first
watch was launched in 1977.
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Latter, Bulgari founded a company to manage theception and manufacturing of
watches. In 1993, the company begins expandingrdduct portfolio, through luxury
perfumes. The company went public in 1995. Theile=xt eyewear and accessories
were introduced and developed in the 90’s. The esipa into Hotels sector took place
in 2004 with the opening of its first hotel in arfreership with Marriott. This last decade
was marked by a vertical integration strategy,ipaldrly in watches but also on leather
goods.

Figure 7: Bulgari Sales segment breakdown (2008-201
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Costs

The company has a high cost of production duejgbigrtto its core segment. Hard
luxury (i.e. watches and jewellery) is more costign soft luxury (i.e. leather, fashion,
accessories, and perfumes). For instance, haradylusisubject to gold and silver price
risks. The general and administrative costs areitabo% of sales and as per the press
info the company is engaged in decreasing them. ddrapany has made huge
investments on vertical integration, which is expdcto have a positive effect on the
cost of production and on the general and admatiser costs. Variable selling
expenses are, per definition, dependent of thes daleel. Personnel expenses has
decreased and apparently the company profit franctinrent crisis to reorganize, it had
3847 employees in 2008 and it 3677 in 2010. Ads®rgi & promotion expenses are
around 10.2% of sales, but have been slightly m010. Like to LVMH, Bulgari is
expected to bear high selling and marketing cas¢std its high end positioning.
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Figure 8: Bulgari costs breakdown as % of sales Revenues 10)
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Jewels and Watches

Jewelleryand watches repres: the core segment of Bulgapresenting net revenue

EUR 491.7 million. Bulgari is the third largest playen thejewellery sector. The
company integrated Crova, one of its main supplieréate 2003.Bulgari owns its
production facilitiesn Italy and Switzerland.

Since 2000Bulgari has pursued a “verticalization” strategy the watches divisior
The company has integrated several Suisse compsmeesalized in watch compone
manufacturing. As a result, the company is now ablenanufacture its watch, whi
highly improvel Bulgari exposure to the sect

Perfumes and Skincare

Through Bulgari Parfums, Bulgari manages directly the live of its perfumes
creation, production and distribution. In additigdhe range of products includes b
and female skincare produt

Accessories

Bulgari produces a broad range of accessories:dessves and stoles, bags in lea
and prestigious fabrics, Sunglasses and eyeglésadgsership with Luxottica), trav
bags and suitcases for work and leisure. The ptodfiering includes a range «
writing instruments, keyings and silver and leather goods, particularlgused or
gifts.
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The distribution of accessories is carried throaghetwork of we-located exclusiv:
stores, recently enhanced.

Hotels and Catering actities

The Bulgari Hotels & Resorts project was motivabgdthe brand visibility it prodes.
A joint venture with the luxury ivision of Marriott International made easy fi
entrance into this new sector. The first hotel was opened in 2004. Presy, it has a
luxury unit in Milan, another in Bali. In Tokyo, Byari has a café and a restaurant.

London unit is expected to open in 2012 spr

The company doesn’t disclose ir-segment revenues or profits informat

3.1.1. LVMH

LVMH is the world largest luxury goods manufacturer, havingspreed revenues
$20 billion (2010). The company manages a portfofiaround sixty brands distribut
over five product types. LVMH has more than 88,@0ployees, 77% of which a
based outside Fran€2010 figures). The group is majorly owned by Ardamouy

Figure 9: LVMH Capital Structure

1

17%

W Arnault Group

Foreign Institutional
French Institutional
M Individuals

Treasury stock
28%

LVMH has aound 2500 stores, spread wwide, around 55% of which are locatec
US and Asia (particularly in Japan), thus confirgiithe global characteof the
company.
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Figure 10: LVMH Sales geographical breakdown (2002010)
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Louis Vuitton started with the store opening of thiguality luggage artisan in H9
Century. Following a period of high growth (end tbe 19" and beginning of 20
centuries), the company went public on the New Yamnkl Paris Stock Exchange in
1984.

Moet history begins in the middle of the™&entury with a producer and seller of wine.
In 1971, Moet merged with James Hennessy, creiogt-Hennessy. In 1987, Moét-
Hennessy, (three times bigger than Louis Vuittoeyged with LV in a $4 billion deal.

The company made several acquisitions in the 9®scently, in 2010, the company
acquired a 20.2% share in Hermes International.

Strategy

LMHV business model is characterized by the fulhtcol of retail (LVMH owned
stores) and by a no-discount price policy. LVMH geaphic strategy focuses on
capturing the developing countries, while contitm@vesting in richer countries.

A LVMH executive assumes that the company putsfitsrt on product, distribution
and communication, so that people forget abouepiite firm’'s growth strategy lies in
the organic growth and acquisitions.
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Figure 11: LVMH Salessegmen breakdown (2008-2010)
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The company doesn’t dilose information about cost efficiency improvemeon)y
mentions, generally, that controls tightly the so&tVMH factories use other industri
techniques (e.g. car making) aiming to lower co$tss also allows to more eas
assigning workers to pradts, to face demand flows. LVMH also has a tighality
control policy. The costs breakdown allows easyeustnding that the Marketing a
sale costs have the same weight as the cost . fale to its hig-end positioning,
LVMH bears high costs omarketing. Included on Marketing and selling cc
Advertising and promotion expenses represent 11%alef

Figure 12: Bulgari costs breakdown as % of sales Revenues 10)
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Wine and Spirits

Champagne and wines division contributed 51% tosdsgment revenues of EUR 3
billion (2010 figures); through brands like Moet@handon, Veuve Clicquot and Krug.
LVMH is the world leader in champagne. The vinegaoivned by LVMH cover 15%

of the necessary grapes and wines, beyond thatsupply is made by other wine
growers and cooperatives. Most of its cellars veeguired In 19 and 28' centuries.

The Cognac & Spirits division, which owns brandslsas Henessy and Belvedere,
contributed 49%. Henessy liquor makes LVMH the @mworld leader. The LVMH
Wines and Spirits distribution on global marketsagsured mainly by a network of
international subsidiaries. The spirits group D@ge included in this network, through
a join-venture deal; 28% of the sales of champagmecognac were made through this
channel (2010 figures).

Fashion and Leather goods

Fashion and leather goods division which producesinly bags, shoes and cloths,
presented revenues of EUR 7.5 billion (2010 figuréhe segment manages some of
the industry most known brands such as Louis VimjttBendi, Marc Jacobs and
Givenchy.

LVMH controls the distribution of Fashion and leatlgoods in order to preserve good
margins, manage the brand’s image and to keeg itkide from clients in order to
assure a high quality service. The production aapaad outsourcing varies along the
several brands, representing 43% of the cost ofig®wmld (2010 figures). The row
materials (e.g. leather) are supplied outside oViE The group portfolio performance
is highly dependent of Louis Vuitton brand.

Perfumes and Cosmetics

The division achieved revenue of EUR 3 billion XR0figures), for which perfumes
division contributed 48%, Cosmetics 34% and Skiagaroducts 18%. The segment
portfolio includes well known brands such as Padu@hristian Dior, Guerlain,

Parfums Givenchy and Parfums Kenzo.

The research and development is made via LMVH Rebleeallowing benefiting from
synergies in the research ad development of newnuias. The production is
outsourced for the American firms (i.e. Benefit @es$ics and Fresh); Lowe parfums
and Acqua di Parma also sub-contract most of tpeaduction. The out-sourcing
represents 6% of the cost of sales, plus around HWORmMmillion on logistical
outsourcing.
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LMVH wide portfolio of brands generates synergids company is able to acquire
publicity at lower fares and to negotiate bett@altons on department stores (selective
distribution).

Watches and Jewellery

Watches and Jewellery presented revenue of EURMIBBN (2010 figures). The
Company manages watches brands such as: TAG HedeHablot. The jewellery
division comprehends brands such as Dior Jewel@maumet and De Beers Jewellery
(joint venture).

Industrial Coordination was implemented to bené&fim the utilization of common
resources, such as prototype design capacity astl gractices sharing (e.g. raw
materials negotiation with suppliers). The manufang of the products is made,
mostly, inside LVMH; sub-contracted production regents less than 5% of the cost of
goods sold. The raw materials are procured tongdd number of Suisse suppliers,
except bracelets leather.

Selective Retailing

The Selective retailing and other activities segim@ontributed with revenue of EUR
5.3 billion (2010 figures). LMVH operates in twogseents: travel retail (DFS and
Miami Cruiseline) and selective retailing (Sepharal Le Bon Marché).

DFS is an American company specialized in the ibigtion of luxury products to
international travellers, present in the Asia-Haciegion, United States and Japan.
Miami Cruiseline is the world leader on the salduxiury products on cruisers, present
in about 80 cruisers.

Sephora business comprise perfumes, make-up andas&i Sephora also sells make-
up and skincare products under Sephora brand. lre Barché is a very exclusive
department store located in Paris.

Other activities
LVMH owns Les Echos, a media group. The group issent in the press, having

several business, finance, culture and arts puldits® on the radio, on the internet, and
on the literature through an editor.
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La Samaritaine is a Paris department store, clesece 2005, owned by LVMH.
LVMH intends to redesign it into a combination atél, apartments, offices and a
minor retail component, with a re-opening forecd$te2013.

At last, LVMH owns Royal Van Lent, the Dutch manctizrer of the luxury yacht
brand Feadship.

3.2. Sector Overview

The sector overview aims to describe the luxurygtd/ in terms of players, structure,
margins, profitability and perspectives of growth.

Definition, Structure and Players

The Luxury goods sector comprehends five main caiegf Fashion and clothing,
Watches, jewellery, Leather goods and access@msnetics and fragrances. There are
a few large players (i.e. LVMH, PPR and Richemantyl a large number of small

players. The sector can be segmented as:

- The Diversified Groups / Holdings segment: luxgagods firms that are diversified
along several business lines in both hard andwaidty

- Hard luxury segment: includes jewellery, watchad pens. The larger player on the
jewellery category is Cartier, followed by Tiffarulgari is the third on this segment.

- Soft Luxury segment: designer handbags, acdesséeather goods, and clothing.

Figure 13: Luxury Goods Sector players
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Source: HSBC

LMVH is the biggestindustry player followed by PPR. Bc companies arduxury
congbmerates. The remaining play are morefocused on particular luxuryegments.
Swatch, Bulgary’s, Tiffay’s and Richemont are focusen the Hard luxury. Hard
luxury is mainly about watches and jewellery. Gud8urbery’s, Hermres, Hugo Boss,
and Ralph Lauren are fitioned on the soft luxury. Theseompanies are main
dedicated to accessories, fashion and leathedditian, almost all of tese companies
are also players on the perfumes seg.

Figure 14: Luxury Goods companies Sales, 201€ mn)
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Source: Bloomberg

It's also important to notice that in the luxurgirstry, ligh-end watches are one of t
most cyclical productategories. In addition the monitoring of this typleproducts
performances more difficult as they are mainly distributedthye wholesale channe

In terms of costs the average gross margin of tloweacompanies is 57.7¢ The two
conglomerates, LVMH and PPR have an average grasgir, of 64.7% and 48.8%
The hard luxuryhas a gross margin 59.9% were as theot luxury gross margin i
62.8%.

The soft luxury is characterized by having bettargins than the hard luxury. T
reason for this is that hard luxi (i.e. Jewellery and watchesjvolves very expensiv
raw materials (e.g. Gold, Silver, precious stones, atg}l
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The EBITDA margin is a more complete measure offiting's profitability. LVMH and
PPR have an average gross margin of 25.1% and 19.6&hard luxury EBITDA
margin is of 21.3% whereas soft luxury presentsetieb profitability on this ratio,
25.5%.

Figure 15: Luxury industry profitability, 2010 (€ mn)
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Several figures are available regarding the vafubeLuxury industry. BCG values the
luxury market in EUR 960 billion (2010). Howevats luxury industry definition is
broader. It includes Fashion and clothing, Watched jewellery, Leather goods and
accessories, Cosmetics and fragrances, Alcohofad] travel and hotels, technology,
Furniture and decorations, luxury cars and others.

According to the same research, generally, theoséstvalued from EUR 150 to EUR
180 billion. The scope of this thesis is narrowensidering the lower range of
products involved (Watches, jewellery, Perfumessr@etics, Leather, accessories,
Wines).

Bean & Company estimate the value of the industrEUR 191 billion (2011), a
growth of 10% when compared to 2010.
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Figure 16: Worldwide Luxury Market sales by Category
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Source: Bain & Company

Industry general Considerations

Luxury industry doesn’t compete on price, but rattwe design, desirability and brand
name.

The distribution of soft-luxury goods is frequenthlyade through the direct-owned
stores. On the contrary, hard-luxury products gpecally sold by third-party retailers.
The latter distribution channel makes more diffidal manufactures to marketing their
products.

The use of direct-owned stores limits the potersyadergies on the luxury Mergers &
Acquisitions. In the M&A here analyzed, LVMH carstll Bulgari’'s products on its
direct-owned stores.

This industry is also characterized by high basrigr entry. Brands need to be well
established and to have some tradition in ordecémsumers to gain brand awareness,
which can be seen as a slow process.

Moreover, consumer are more willing to buy produittsn the brand core product
Consumers recognize the brand superior skills @ir ttraditional products / segment
(e.g. Burberry’s trench coats, Dior dresses, Louigton bags) than products out of the
core segment (e.g. LVMH watches).
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Trends:
The industry is driven byertical integration. There are two goals in doing so:

- assuring the access to exquisite raw materials;
- guarantee the high level in-house quality inahhenanufacturing process.

Bulgari acquired, over the 2005-2008 period, thwesll-regarded Swiss workshops
(Cadrans Designs, Prestige d'Or and Finger) to raatwre dials, steel and precious
metal bracelets, and assemble the complex watas cdsfany, in 1999, acquired a
14.6% stake in a diamond supplier — ABEY Diamondp@aation; in 2000, on the
other side of the value chain, it started expandiegstores network. Since 2009,
Hermés owns some Australian farms where crocodilesraised in order to meet
Hermes bags demand.

The Geographical breakdownof the luxury industry is getting more focusedAsia-
Pacific. Japan accounts for 10% of the market (pleiccentage depends on the luxury
industry segments considered by the research).

China is quickly gaining visibility; in 2025 it iexpected to become the largest luxury
goods market, which is also due to an increaseherChinese domestic tourism. The
BRIC consumer will continue to be regarded as ttosvth driver of the Global Luxury
goods. In the period, 2010-2015 BRIC is expectethdaresponsible for 70% of the
growth, where Europeans will contribute with 3%.

Figure 17: Worldwide Luxury Market by Area

€173B B b Restofthe world

oIt Asia-Pacific

e mm s ] Japan
Americas

Europe

2010 2011E
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The travel channel has played a key role on the luxury sales growth. Europe,

around 50% of the luxury goods sale is made toetlans, which makes it the most
travellers-exposed luxury market. Asia-Pacific isrdpe’s luxury goods primary client
The Chinese account for a share of 18% whereasndspaaccount for a 15% share.
LVMH, in Europe, has around 66% of its sales geeerdy travellers. Goldman Sachs
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estimates that by 2015 travelling will be respolesior 75% of the Luxury European
sales (estimates of growth in Europe of 10%).
Growth

The luxury market is expected to worth near lidnilldollars in 2025.

Figure 18: Global Luxury market sales growth 1995-025 (USD billion)
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The above figure allows to identity two distinctripes: 1995—2010 and 2011-2025.
These periods are distinguished by the increasthenluxury industry addressable
market. The addressable market of the luxury ingluste people with a net income
above USD 30 000 p.a. The first period is charasdrby an increase of 300 million
people with addressable income (>$30 000 p.a.) edweon the second period it's
expected an increase of 600 million people withressable income. A close relation is
estimated between these two variables, addressarleet and luxury goods sale.

Figure 19: Addressable market for luxury brands 19%-2025 (USD billion)
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Additionally, the growth of the luxury industry st’closely linked to the forecasted
growth of High Net worth Individuals. A High Net Wtb Individual is someone with
more than $ 1 million in liquid financial assetshel number of HNWI in the US
Increased 8.3% in 2010 as compared to 2009 andrigased 12%in China.

China is expected to become the number one inukigry sector. The value of the
Chinese Luxury market diverges along the sevegrts consulted. However, there’s a
common agreement that China will have a signifidagh growth and determinant on
the Luxury industry development.

China is expected to account for 32.8% of this rear&vercoming Japan in 2018. The
latter, is expected to grow at a 1.3% p.a., acéogribr 13% of the Luxury goods sales
in 2025.

Nevertheless, some concerns start to be raised &ona’s ability to accomplish the
high level of consumption forecasted. This condsriargely justified by the high taxes
on the luxury goods in mainland China. For instaadéuitton bag can cost 45 or 47%
more in China than in Europe. In the end, Chinegseirgcreasing their consumption
outside of China. In addition, the prices are 3BBgher in Asia (as compared to
Europe) also reflecting the logistics costs.

Bain & Company 2011 research considers GreateraCamthe third largest-market,
behind US and Japan. In addition, the report higitéi that more than 50% of the
Chinese luxury market sales of EUR 17.7 billior2010 was made outside of Mainland
China (i.e. overseas, Hong Kong and Macau). Thessablume of EUR 17.7 billion
represents a 36% increase compared to 2009 figures

CEBM China Research reports that China had a daerastiry market of $10.7 billion
as of March 2011, becoming the second-largest jugoods market (behind Japan).
The same research forecasts a luxury goods salamecof $14.6 billion in 2012.
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China accounts for 15% of LVMH sales (The Econorkidiruary,2011). The Cinese
have become LVMH top clients overcoming the Japanésnericans and Koreal
(CM-CIC research).

Goldman Sachs researalso provides the breakdown per region for 2 (figurel9).
Asia-Pacific region will increase from 26 to 31%. Thguie at afirst sight can se
lower, hence it's necessary to highlight that ahhpgut of the Chinese consumptior
made abroadhis tendency is expected to rems

Figure 20: 2015 EstimatedLuxury sales breakdown
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In terms of growtlper segmel, Spirits & Champagne are regarded as the segm#n
the highest growth potential. The expected growte rs of 9.7% from 2010 to 20z
following an annual growth of 5.7 in the period 1992009. Fragrances and cosme
are expected to havegaowth of 9.6% p.a. Leather gooare expected grow 9.4%
p.a. whereas Ready-teearis expected t@row 9.2% p.a. Watches and Jewellery
expected to grow, respectively, 8% and 6.8%
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4. STANDALONE VALUATION

4.1. Bulgari

Bulgari valuation was made by discounting futurpexted Cash flows at the weighted
cost of capital.

The analysis is made in EUR even if the company agas revenues in other
currencies. In addition, Bulgari doesn’t disclobe tevenues per currency only states
that the currency risk comes mainly from JPY andDUShis risk is managed via
“derivatives contracts (mainly forward contractsdario a lesser extent, options
contracts)” (source: Company’s report).

The analysis is supported on Goldman Sachs resé¢&8h CA Cheuvreux research
(CA) and Bank of America research (BoA). This reskavas published pre-deal. In
addition the analysis is also based on some infoomaelease by Bulgari CEO.

4.1.1. DCF

Revenue and Growth

The sales CAGR in the 2008-2010 period is@29% p.a. This growth rate is due,
mainly, to the low watch segment CAGR of -9.73%.eThvatch segment
underperformance was explained in 2009 due todHaation of stocks by third party
channel (i.e. wholesales).

Bulgari is said to take longer than peers to recéreen crisis.

The sales growth rate of Bulgari’'s other core sagmd97% of revenues) range
between -4.33% p.a. and 4.38% per year. The comdatjoses the revenues per
region and per segment; but doesn't release the catcerning regional sales per
segment.

Research from several banks and consulting ofBbesv expected high growth rates in
the luxury industry, particularly driven by the Asi market. It's not possible to
constrain Bulgari's sales projections to its Histar sales growth rate (2008-2010
period) as this is this inconsistent with the giofdrecasted for the industry.
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Bank of America estimates Bulgari sales growth &tt8.5% p.a. on the 2011-2015
period, but doesn’t disclose the growth rate pgnsat or per region.

Goldman Sachs provides the luxury industry grovetes per region from 2011 until
2015. The luxury industry growth rate per yearfid ©.45%.

GS values luxury industry sales in USD 280 bill{@910) and is estimated to grow to
USD 485 billion in 2015.

The research also provides the geographic breakadv@2®10 sales and the expected
one for 2015, allowing calculating the underlyimgaal luxury market growth rates per
region for the 2010-2015 period.

The regional annual growth rates of Goldman Sadbbdb luxury report were applied
to the Bulgari’s own regional breakdown.

For Instance, GS research shows that Asia-Paafioumts for 17.2% (on a market of
USD 280 billion) in 2010 and will account for 31%n(a market of USD 485 billion) in
2015. This means that GS estimates a sales gratghof around 25% p.a. on this
region. As 27% of Bulgari sales come from this oegithen 27% of Bulgari sales will
grow ate 25% p.a.

The underlying assumption is that if GS assumedoavilp rate in a certain region,
Bulgari will naturally follow the luxury industryrgwth on that region.

Figure 21: Bulgari estimated sales growth per regio 2011-2015E

Region 2010* Sales per region ZOISEI_Z::OI:S = rez:loliag:;l?::::ll;:;j'; . CAGR 11-15E***
ROW 9% 11% 7% 1,05%
Asia-Pacific 27% 39% 27% 5,35%
Japan 11% 7% 19% 0,23%
America 15% 13% 13% 1,03%
Europe 38% 31% 35% 2,39%
Bulgari sales growth per region
Total value EUR billion 282,0 484,9 & 201g1_2015Ep & 10,05%

* Source: Goldmand Sachs
** Source: Bulgari 2010 Report
*** Calculated (weighted average)

The above computation results in an estimate ofj@ulsales growth rate of 10.05%
p.a. for the 2011-2015 period.

Previously, it was mentioned that during the pe20d0-2015, only 3% of the growth
would be due to Europeans, whereas 70% would lggnated by BRIC citizens. At a
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first glance this can seem somehow inconsisterit thi¢ growth rates above presented.
Hence, it's important to highlight the differencetlveen origin of the buyer and place
of purchase. This is extremely important in theulyxmarket as much of the sales are
made in the travel channel, for instance 50% LuxHwyopean sales are made to
tourists. In 2015, tourists are expected to acctami5% of the European luxury sales.
Summing up, the European sales are highly suppdyeturists, which explain how
Europe can have such a high rate when Europeansrador only 3% of the growth in
this period.

Goldman Sachs provides the expected sales growg#ls @er segment. These were
applied to Bulgari sales breakdown per segment,aasdles growth rate of 9.4% p.a.
was obtained.

Figure 21: Bulgari estimated sales growth per segme2011-2015E

Segment % Re.venfles Expected Growth per
Contribution*® segment**
Jewellery 45,69% 8,00%
Watches 20,10% 6,80%
Perfumes & Cosmetics 22,95% 9,60%
Accessories 8,34% 9,30%
Hotels and restaurants 1,52% 0,89%
Royalties and Other 1% N/A
Bulgari sales growth per segment 2011-2015E*** 9,4089%

* Source: Bulgari 2010 Report
** Source: Goldmand Sachs
*** Calculated (weighted average)

Goldman Sachs research doesn’t provide estimatebdd-otel / tourism segment. CA
CHEVREUX estimates a sales growth rate for 2011204® of 6.11% p.a.

This segment aims to enhance brand perceptiosn’ttas focused on revenues as the
remaining segments. For this reason, a steady growt be assumed: the average of
CAGR 08-10 and CA CHEVREUX expected growth rate 2811/2012, which is
0.89% p.a. We finally arrive to Bulgari revenueewith rate per segment for 2011-2015
of 9.4%.

The Hotel segment estimated sales growth has almmsmpact on the final sales
growth rate of 9.4%. The difference between aeldosales growth rate of 0.89% and
no growth at all is of around 3 b.p. on the on Builgales growth rate of 9.4%.
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Bulgari's growth rate for the 2011-2015 periodnsa&erage of:

- Segment growth rates from Goldman Sachs weightedeflect Bulgari sales
breakdown;

- Regional growth rates estimated by Goldman Saatighted to reflect Bulgari sales
breakdown;

- Bulgari’s sales growth rate estimated by BanRuferica.

Bulgari revenues will be projected with a growtkeraf 9.3194% p.a. during the 2011-
2015 period.

Figure 22: Summary of the considered rates

Growth per Geographic Region
Growth per | 2010 Revenues s E A v 3 Nl oth Total
Segment contribution (% ource urope merica apan Sk r
35% 3% 19% 27% % 100%
CAGR 08-10 4,38%
Jewellery
46% CA CHEV 11-12 7,84%
GS Segment 11-15 8,00%
CAGR 08-10 -9,73%
Watches
20% CA CHEV 1-12 9,27%
GS Segment 11-15 6,80%
Perfumes & CAGR 08-10 -0,61%
Cosmatice 23% CA CHEV 11-12 6,10%
GS Segment 11-15 9,60%
. CAGR 08-10 3,61%
Accessories
8% CA CHEV 112 752%
GS Segment 11-15 9,30%
Hotels and CAGR 08-10 -4,33%
restaurants 206 CA CHEV 11-12 6.19%
GS Segment 11-15 2,00%
CAGR 08-10 2,80%
Royalties % CA CHEV - 12 0,00%
and Other
GS Segment 11-15 N/A
CAGR 08-10 -4,50% -1,72% -5,09% 13,43% 732% -0,293%
CA CHEV 11-12 732% 9,17% 3,10% 10,99% 4,79% 7,62%
GS Region 11-15 6,86% 797% 123% 19,83% 15599 10,05%
Total 100%
GS Segment 11-15 9,41%
BoA 11-15 8,50%
GS11-15 6,95% 9,26% 3,45% 2165% 8,81% 11,45%
Bulgari's growth rate 11-15* * Average of the bold values 9.3194%
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Costs

The cost of saleaveraged 38.13% of the sales (2008-2010), herecgrtiss margin is
of 61.87%.

In 2009, the cost of sales included EUR 18.5 mllad the restructuring process. The
item was considered exceptional and, as such, wesen in consideration for costs
forecast purpose. The cost of sales considereid38.48%.

Bulgari revenues came mainly from hard luxury (66%dis makes pressure on its
gross margin as this segment is much more expeisiterms of row materials (e.g.
Gold, silver and precious stones), consequentlififignits gross margin potential.

According to the information released, at a pre-dgage, Bulgari was engaged in
achieving a gross margin of 63% in 2010, partidulaia SG&A costs decrease
(including the SG&A included on the cost producjion

Bulgari’'s vertical integration strategy allows @ have a greater part of its production
in-house, which would be expected to decreaserddyation costs. So, the currently
gross margin of 62.2% is expected to be improvéd @2figures). The prices of gold

and precious metals can somehow constrain thisowepnent. However, Goldman

Sachs estimates that Gold and other precious nrefassent only 15% of Bulgari cost
of sales. Cost of production is targeted at 36%adés for 2015; consequently gross
margin is targeted at 66% for 2015.

The evolution of a gross margin of 62.19% (201Qres) in to 64% will be made
gradually over the 2011-2015 period. The undegyidea is to challenge the
company’s efficiency (as compared with its peeif$d; company still has some margin
to optimize its production process and that wowddable to accomplish a higher gross
margin (e.g. negotiation of raw materials priceoduction general expenses,
optimization of manufacturing, raw materials stoc&nagement).

The company targets a 63% gross margin, whichasg,haccomplished in 2012. In
addition, we target a decrease of 100 b.p., ainoraghieve a cost of production of 36%
and a consequent gross margin of 64% by the etitea#xplicit period (2015).

It's important to notice that in terms of gross mar Bulgari’'s is above the industry
average of 61%. Its close peers in terms of busjmeamely Richemont, Tiffany’s, and
Swatch, range between 54.9% and 63.8%. HowevdgaBuhas an exposition of
around 33% of its sales revenues to soft luxurgratterized by lower raw materials
costs. That said, the 64% gross margin is assumbd thallenging but possible as per
the peer group information.
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The costs with personnbhve decreased, on average, 1% p.a. in the 200B4&€riod
whereas the number of employees decreased 2.2%Cp.aCheuvreux uses a 5%
increase in personnel costs, half for new employeas store opening) and the other
half for salary increase. This seems appropriatthascompany announced that they
currently (pre-deal) have the right store mix andstore opening is forecasted except in
China.

The variable costare per definition a percentage of sales. Theyaaesl 4.384% of
sales on the 2008-2010 period. This value is assumée maintained on the explicit
period.

Bulgari advertising and promotion expense®raged 10.6% of sales revenues on the
2008-2010 period.

Advertising and promotion expenses are particulamportant in the Soft segment
(perfumes and accessories). Soft luxury isn’'t thee segment of Bulgari. There is a
trend for Luxury consumers to target luxury companon their core products. Hence
for Bulgari to sustain its recovery on this secits, not possible to assume any cost
efficiency here. A target of Advertising and promat expenses of 10.6% of sales is
purposed. The Advertising and promotion expensegetas the average of the 2008-
2010 and it’s consistent with the industry pracice

General and administrative expensegraged 22.77% of the sales during the 2008-
2010 period. It covers broad items such as legspules, travelling, Information,
technology and communication. It's public that deenpany is committed in decreasing
these costs. Hence, a SG&A costs restructuringssiraed aiming to decrease it into
19% of sales value is target in 2015. In orderrtiva at the target level of general and
administrative costs, the company will decreass itieim gradually during the explicit
period.

The decrease of the general and administrativensepes challenging however these
costs explain, mainly, why Bulgari underperform timdustry in terms of costs
efficiency. This could be achieved, for instanceg lower utilities expense, lower
travelling budgets. Bulgari has a quite low EBITD#argin as compared with its peers,
but its gross margin is above average (even igravement is purposed).

The decrease of the general and administratives ¢@stecessary in order for Bulgari to
be competitive on the industry; otherwise, its perfance will be constrained by its
cost structure.

Following the above costs decrease, Bulgari woakkhan EBITDA margin of around
22.9% in 2015 (end of the explicit period). On &-peal stage, Bulgari EBITDA
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margin was of 14%, quite below the Industry averafj@2.8% and the Hard luxury
average of 21.3%. Even with this challenging daseeof General & administrative
costs, the company will be in line with the luxumgustry average EBITDA margin by
2015.

Net Interest

All the financial expense was taken in consideratiaterest Income, Interest Expense,
and Other financial income (expense) items. Netre#t & financial expense was of
EUR 15 million in 2010, however the company achievalues of net financial debt of,
roughly, 50% of the levels of net financial debtloé 3 previous years. Therefore, as of
2011 the financial expense was reduced to hali@®010 value and will be maintained
for the all explicit period.

Taxes

Italy corporate tax (IRES) is 27.5%. It necessaradd the local tax (IRAP) of 3.9%,.
We then arrive to a corporate tax rate of 31.4%

Net working Capital

Bulgari’s Net working capital variation averaged 4% of sales on the 2008-2010 but
it varies from EUR 128 million to - EUR 146 millio'such a range doesn't allow the
use of the average. BAO calculates NWK variatierB% of sales revenues for 2011
and 2012. CA Cheuvreux uses around 3.55% of tles $at the same period (2011 and
2012). The average of the former two values, 3.25Bulgari’s sales revenues, will
be assumed for the all explicit period.

Depreciation and Capex

Bulgari Capital expenditures are highly made omifretetworks, either for store re-
modelling or new store opening.

As per CA Cheuvreux information, Bulgari had a stopening program from 2003-
2008 of 15 new stores p.a. Bulgari. On a pre-diges the company wasn't planning
major opening of stores except in China. Bulgaaswlanning to open 15-20 stores in
China for the next 3-4 years, making 5 new stores (source: Reuters 2010). Even
other emerging market seemed to be out of focus:

“Importing into Brazil is impossible because wittmport duties and luxury taxes, the
cost [to the customer] almost doubles, and the laicknfrastructure in India makes it
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hard to find locations for new stores... Bulgarilviocus on trying to sell perfumes in
those markets”

Bulgari CEO, Wall Street Journal August 2010

The company has a current capex of EUR 50 mill@presenting 4.71% of sales
revenues (2010 figures). However the average capexhe 2008-2010 period was
6.99% of sales. Bank of America research estimeapex at 6.6% of sales for 2011
and 2012. CA Cheuvreux estimates a capex of EURli6®n for the 2011 and 2012.
Goldman Sachs presents an average capex of 6.88tesffor the 2011-2014 period.

When describing the market and its developmentais wighlighted that much of the
luxury market growth would be supported by Chinaguite important increase of Asia
pacific sales was assumed based on this prerezufsitthis stage, it's necessary to
increase capex in order to, consistently, finare China store opening. A capex of
7.5% of sales will be assumed on the explicit gkrio

On the period 2008-2010, Depreciation averaged194.6f capex and 6.17% of sales.
Here, the depreciation will be assumed to remaiia&1% of capex.

Terminal value

Sales will be assumed to grow at the same paceodsl '6DP. OECD forecast an
annual average real GDP growth rate of 3.5% duheg2010-2050 period. The Cost of
goods sold are maintained as 36% of sales. Persexpenses will continue to grow at
3.5% p.a. for salary increase, we assume that woengployees will be necessary as by
then the company will have already the necessamg stetwork. Variable selling and
Other SG&A, expenses will remain, respectively 884% and 18%. Advertising and
promotion costs will remain as 10.6% of sales. iN&drest will be maintained at EUR
7.5 million.

The corporate tax rate considered is of 31.4%. M¢onstore opening is expected on
the terminal value. China network will be improved the explicit period. However,
stores need to be attractive, hence continuousrnisfing and redecoration is
necessary, which, having in mind the luxury consynsestill considerable expensive.
Hence, a capex of 6% of sales is targeted assutinengompany has already improved
its presence on the Asian market. Per definitiapex shall be equal to depreciation on
the terminal period and hence depreciation is taag®00% of capex. Finally, the NWK
variation will remain at 3.275% of sales.
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4.1.2. WACC
Risk free rate

The risk free rate corresponds to the German 10ly@ads yield (Source: ECB, March
2011).

Cost of debt
Bulgari isn’t rated by any of the known Rating ages.

Net financial debt is of EUR 135.278 million ancetimterest / financial expense is of
EUR 15 million. However in 2010 the company cut mist financial debt by half.
Consequently a proportional change in the finaneigdense is expected. We target a
financial expense of EUR 7.5 million per year. Byiding Net interest by net debt, a
debt cost of 5.54% is achieved.

Beta

Having in mind the business of Bulgari (luxury gepdtligh priced goods), the beta is
higher (as compared to low priced goods). Damodaramides beta data for several
segments. Jewellery and watches account for 66%Bulgfari’'s sales, however for this
segment specifically there is no beta by Damodakad. giving the weight of it on the
global sales, it would be imprudent to use a prdmythis case the beta was taken from
CA Cheuvreux, which provides a beta of 1.2.

Market premium

Bulgari is a luxury company mainly focused on jdemsl and watches, these products
represent 66% of its global sales. The companyesg@phically diversified; still
Europe’s sales represent 38% of its total salesaFoatter of consistency with the risk
free rate the German risk premium will be used léalgt spread will be added aiming to
reflect the risk of investing in a countries witbky sovereign debt.

Damodaran risk premium for Germany is 5%. In addjtthere was a survey carried
out on the market premiums used in 2011 by profe§sanalysts and companies. The
median value for Germany was 5%. | found intergstmhighlight that analyst’s use on
average a rate of 5.7% for German market whereagpanies use 4.8%. The market
premium of 5% was applied has it doesn’t highlyedge from the practice (Fernandez
2010).
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German 10 year’'s bonds vyield is 3.21% (Source: EX@8rch 2011). Italy 10 year’s
bonds vyield is 4.88% (Source: ECB, March 2011).né¢¢e the Italian bonds default
spread is of 1.67. We finally arrive to a markedmpium of 6.67%.

Debt and Equity ratios

Due to circular reasoning, it's necessary to deéirtargeted debt to equity ratio before
achieving the WACC results. The company has a Meintial debt of EUR 135.3
million (book value). We will assume that the deliit be fully paid, and hence the debt
book value will be taken as a proxy of the debtketwvalue. The company has a market
capitalization of around 2.4 billion (Source: Blobeng 2010). A Debt-to-equity ratio of
around 6% can be roughly estimated. The Compannustare here targeted is a Debt-
to-equity of 10%, in line with the industry values.

A WACC of 10.42% was obtained.

This WACC is considered to be slightly higher thexpected; this is due to Italy 10
years bond yield added to the German market premium

The enterprise value obtained is of EUR 1.43 hillio

The equity is valued at EUR 1.26 billion, around#below the market capitalization
of Bulgari in a pre-merger stage.

It's important to notice that the valuation exeecisfers to a pre-deal situation in March
2011. Currently the sovereign debt long terms gieltes have changed significantly.
German 10 year’s yield has decreased whereas tiieal® yield of the southern Europe
countries have dangerously increased. The impadh@frisk free rate and market
premium will be covered latter on the sensitivelgsia that will be performed on both

standalone valuations.

Here, for a matter of valuation technique, a secdfICC was calculated in order to
assess the impact of Bulgari default spread. Thepemy is assessed as a pan-European
company due to its geographic diversified sales.

In order to reflect this, the risk free rate wakakated as an average of the EURO long-
term interest rates for 10 years maturity (datanffdarch 2011). The countries with
sovereignty debt issues were excluded from theaageerltaly interest rate was, still,
taken into account in order to reflect the exposefréghe company to the its internal
country demand. A risk free rate of 3.93% was ioleth
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In addition, the market premium considered was tguti#o reflect the pan-European
company (covering roughly the same EUR countrieg tere used on the risk free
rate).

The practical survey carried out on the market jpuem used in 2011 by professors’,
analysts and companies yielded an average of 5(f6f4he countries considered).
Damodaran risk premium for the European countresiclered is of 5.44%

A WACC of 9.74% was obtained.

The enterprise value obtained is of EUR 1.6 billiddter deducting net debt and
minority interests, equity is valued at EUR 1.4lfidm.

Bulgari valuation to be considered is this second as the WACC parameters used are
more in line with the company business risk.

4.1.3. Multiples

Three multiples were calculated to assess the L\&Hity value. The considered peer
group is below presented. The aim here is to sthdyluxury industry, so the peer
group are public companies that are present orfdl@wving segments: jewellery,
watches, leather accessories and fashion, Accessamd Perfumes and Cosmetics.

Figure 23: Peer group multiples

Richemont* Switezland 40,82 CHF 18731,48 21309,48 11,27 2,72 20,65
PPR France 119,00 EUR 20185,28 15074,78 11,77 1,83 21,23
Hermes France 71,35 EUR 15697,27 16484,26 20,41 6,54 39,09
Burberry's* U.K. 11,74 GBP 4838,63 5116,43 13,3 3,22 23,81
Hugo Boss Germany 49,03 EUR 3383,86 3628,71 10,84 2,1 18,23
Tiffany's** U.S.A. 58,13 USD 7380,71 7328,08 9,87 2,38 19,84
Ralph Lauren*** |U.S.A. 126,63 USD 11211,54 11966,54 10,74 1,98 21,87
Swatch Switezland CHF126.63 20332,29 22578,29 12,26 3,33 20,56

Average 12,56 3,01 23,16

Souce: Bloomberg (31/12/2010)
*Data from 31/03/2011
**Data from 31/01/2011

*** Data from 02/04/2011

Bulgari equity value was calculated via the average EV ITBB\, V/S and P/E of the
considered peer group. The P/E calculated is baiselde expected earnings of 2011.
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Figure 24: Bulgari Valuation results

Multiple Bulgari Equity value € M  Share price €

EV / EBITDA 1.800 5,96
V/S 3.085 10,22
P/E 1.312 4,35
DCF 1.436 4,76

The multiples valuation provided an equity valuéwsen EUR 1.3 billion and 3.08
billion EUR. The stock price ranges between EURS48d EUR 10.22. The highest
valuation was obtained with Bulgari sales valués firobable that Bulgari’'s market
capitalization, pre-merger, is based on Bulga®ies level. The lowest valuation is the
result of P/E multiple, it's linked to 2011 low eangs. The EV/EBITDA also yielded a
low value (compared with the market capitalizatiah)e to its underperforming
EBITDA margin.

4.2. LVMH

LVMH valuation was made by discounting future expdcCash flows for the Firm at
the weighted cost of capital.

LVMH valuation exercise is made in EUR even if oi@d8% of revenue is in EUR.
LVMH exposure to foreign currency risk (sales bisbasubstantial assets mainly in US
and Swiss francs) is actively managed via hedgeng. (forward sales and options,
borrowings or financial futures in the underlyirgsat currency).

4.2.1. DCF

Revenue and Growth

The CAGR for the 2008-2010 period is of 8.71% flais growth rate is driven by a
good performance of all segments. LVMH segmentgessgrowth rate range from
2.14% to 10.86%. LVMH is assessed as a good peefoon its peer group.

HSBC provides sales estimates for the 2011-201i®gerhe underlying CAGR is of
7.7% p.a.
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Based on Goldman Sachs Global luxury report, LMigested sales growth rate was
also calculated. The process followed was the sasrfer Bulgari. The Luxury market
value for 2010 and 2015 is provided, as well ashileakdown per region, by Goldman
Sachs. Based on it, the underlying CAGR of luxuaigs per region was calculated, just
like it was done on Bulgari standalone valuationisTgrowth rates per region were then
was applied to LVMH regional sales mix.

Figure 25: LVMH expected sales growth 2011-2015 G®8gional estimates

% Revenues

Segment Contribution® Expected Growth per Region**
Europe 33,68% 6,86%
us 22,72% 7,97%
Japan 8,95% 1,23%
Rest of Asia 24,98% 19,83%
Other 9,48% 15,59%
LVMH sales growth per Region 2011-2015E*** 10,6647%

* Source: LVMH 2010 Report
** Source: Goldmand Sachs
*** Calculated (weighted average)

The underlying assumption is that the company sa¢egegion will follow the region
luxury market growth. This yielded a sales grovaterof10.664P%.

The same exercise was made on LVMH segment breakdeaged on Goldman Sachs
expected growth rates per segment.

In the segments of Wines & Spirits, Fashion & LeatliGoods and Perfumes &
Cosmetics the exercise was quite straight forwar@aldman Sachs provides growth
rates for it, respectively, 9.7%, 9.3% (the averggewth rate of ready-to wear and
leather goods) and 9.6%.

Goldman Sachs forecasts a sales growth of 8% &% 6n the watches and jewellery
segment. LVMH financial report doesn’t disclose theight of watches and jewellery
separately, just the global watches and jewellegyeent revenue. A weight of 50%
each was assumed on the grounds that if a dispairityeights existed it would be
reported. A growth rate of 7.4% was obtained (tlgio the weighted average of
watches and jewellery growth rate).
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Selective retailing activity includes DSF, Sephota bon Marché and Miami
Cruiseline, for which Goldman Sachs doesn’'t provetey growth forecasts. The
segment is quite miscellaneous in terms of produbte selective retailing includes
mainly Fashion and Leather Goods, Perfumes & CasmetThe average of these
segments was calculated. A sales growth rate 139%98.p.a. was obtained on the
Selective retailing segment.

The category “Other” reports mainly headquartergeases, the results of the media
division and the yacht builder company. From 200&€2, this category average EUR
39.6 million, having a positive value for the firsine in 2010. The weight of this
segment on the overall sales revenues is negligidence, this segment will be
disregarded on LVMH sales projections.

A sales growth rate 8.84% was obtained for the period of 2011-2015 basethen
calculations per segment. LVMH

Figure 26: LVMH sales growth per segment 2011-26GE

% Revenues Expected Growth per
Segment N
Contribution* segment**
Wines and Spirits 16,05% 9,70%
Fashion and Leather 37.31% 9 30%
Gnndc ! !
Perfumes & Cosmetics 15,14% 9,60%
Watches and Jewelry 4,85% 7,40%
Selective Retailing 26,47% 8,77%
LVMH sales growth per segment 2011-2015E*** 9,1585%

* Source: LVMH 2010 Report
** Source: Goldmand Sachs
*** Calculated (weighted average)

The result so far are four sales growth rates:%.72008-2010 CAGR), 7.71% (HSBC
2011-2013), 9.16% (Goldman Sachs Weighted Segna@nit)10.66% (Goldman Sachs
Weighted Regional).

The rates are quite similar expect for the rateaiokd when applying the Goldman
Sachs regional estimates to LVMH geographical shteakdown. The average of the
four rates was assumed for 2011-2015 period 9.06%.
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Figure 27: Summary of LVMH rates

Growth per Geographical Region
Total
Growth per Segment czoii?i:;\;(;?\u:;o) Source Japan Rest of Asia
34% 23% 9% 25% 9% 100%
. o CAGR 08-10 2,14%
Wines and Spirits 16%
GS Segment 11-15 9,70%
Fashion and CAGR 08-10 12,31%
37%
Leather Goods
GS Segment 11-15 9,30%
- 0,
Perfume’s & il CAGR 08-10 3,56%
Cosmetics
GS Segment 11-15 9,60%
Watches and % CAGR 08-10 5,86%
Jewelry ?
GS Segment 11-15 7,40%
- 0,
Selective Retailing 26% CAGR 08-10 10,86%
GS Segment 11-15 8,77%
CAGR 08-10 2,57% 8,08% 0,57% 20,94% 12,08% 8,71%
HSBC 11-13 7,71%
Total 100%
GS Region 11-15 6,86% 7,97% 1,23% 19,83%  15,59%| 10,66%
GS Segment 11-15 9,16%
LVMH's growth rate 11-15* * Average of the bold values 9,0612%
Costs

The cost of sales around 35.49% of the sales (2008-2010 averagexe LMVH has

a gross margin of 64.51%, which is above the ingiusterage of 60.4%. The company
underperforms only when compared to Hermés or Buwylse Consequently, LVMH
historical gross margins is assumed on the coggirons.

Marketing and selling costveraged 35.31% of sales revenues on the 2008 .
Advertising and promotion included in the lattgpnesent 11% of sales. These expenses
include mainly: advertising campaigns (e.g. newdpgots), public relations and
promotional events (e.g. New York fashion week)e Tdosts incurred by marketing
teams in charge for all of these activities are alsluded. The weight of marketing on
the costs is in line with LVMH strategy as the c@nyp assumes that the LVMH growth
is based on innovation, media and marketing.

It's also important to highlight that the marketiaglling cost even if having the same
weight as cost of sales, grew at a slower rate tharsales. For the period of 2010-
2012, Sales growth rate as 8.71% and Marketing throate was 7.84%.
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Their values are roughly stable for the 2008-20&€igal, consequently the costs as
percentage of sales in 2010 were applied, to LVMi¢dast, as of 2011.

General and Administrative expensiegeraged 8.53% of sales revenues on the 2008-
2010 period; this historical averaged will be asedran LVMH cash flows forecast.

Taxes

France corporate tax is 33.33%. Considering the pemyis financial reports, it's
evident that the company doesn’t pay such a higl 180 even if used, this rate is
considered conservative.

Net working Capital

LVMH Net working capital change, in the period dd(B-2010, averaged 1.88% of

sales revenue. The net working capital variatiomyeal between 0.4% and 4.7% of

sales. Given this high volatility, the average 602-2010 was calculated and assumed
on the valuation estimates.

The net working capital of 2008 was abnormally ligthan the rest due to an increase
of EUR 1000 million on Inventories and work in pregs. Hence, 2008 NWK value
was disregarded as the company justified it, géyrtiaith the acquisitions made.

A Net working capital rate of 0.76% of sales revemiassumed on LVMH valuation.
Depreciation and Capex

LVMH Capital expenditures are highly made on retekworks, either for store re-
modelling or store opening. In wine and spirits rsegt, capex is mainly due to
investments in industrial equipment.

LVMH capex averaged 5.12% of sales on the 2008-2@t@®d. The 2008-2010 Capex
(as % of sales) will be assumed on the explicitggereflecting a more stable phase of
stores opening and also the necessary investments.

The depreciation during the 2008-2010 period i8%82% of capex and of 4.25% of
sales.

The depreciation rate in terms of capex during2®@8-2010 period is assumed on the
explicit period.

Terminal value
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Sales are assumed to grow at the same pace as@DRd The Cost of goods sold and
Marketing & Selling expenses will maintain the saleeels assumed on the explicit
period in the continuing period (as percentage afesy. Other general and
administrative expenses will remain at 8.45% oésaNet interest will remain at EUR
151 million.

The corporate tax rate will remain at 33.33%.

No major store opening is expected on the statoetty period. China network will be
improved on the explicit period. However, storestht be attractive, hence continuous
refurnishing and redecoration is necessary, whielijng in mind the luxury consumer,
is still considerable expensive. Hence, a capex.6% of sales is targeted. Capex
should be equal to depreciation on the terminalbpgesind hence depreciation is target
at 100% of capex.

4.2.2. WACC
Risk free rate

The risk free rate corresponds to the French 10 lyeads yield. This is explained due
to the low bond yield; France isn’t included on Bh@opean countries with sovereignty
debt issues. The value of 3.61% (source: IMF, Ma20i.1).

Cost of debt

The company has Net financial debt of EUR 2.678ionil The company has a cost of
financial debt of EUR 150. By dividing Net interdst net debt, a debt cost of 5.6% is
obtained.

Beta

Having in mind the business of LMVH (luxury goodsgh priced goods), the beta is
higher (as compared to low priced goods). Damodaravides the beta data for several
segments, which were taken as proxies even if ¢éiceoss aren’t exactly the same as
LVMH sectors. For instance the beta of Retail ($gdelcnes) was applied to LVMH
leather and accessories segments as the appaselvbsttoo low for a high priced
company.

A weighted average of unlevered beta per segmédes saas computed (Appendix 3).
An unlevered beta of 0.99 was achieved. The betatlaen re-levered to reflect LVMH
capital structure. The LVMH levered beta is 1.06jahk is actually quite close of the
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sector beta provided by HSBC research and is gxtmlbeta provided by Reuters. For
the business of Cosmetics & Fragrances, the beikoibétries/Cosmetics for the US
was taken since for the other pertinent marketeweavailable.

Market premium

LVMH is a diversified luxury company as it is presen several business segments.
The company is as previously mentioned geograghiodiversified. The French
premium rate will be used in order to be consistdttt the risk free rate.

Damodaran provides data on the market premiums adt mountries. The French
market premium is of 5%.

A survey was carried out on the market premiumsngathe goal of understanding
which market premiums were being used by the fisanemmunity in 2011 (i.e.
professors, analysts and companies) (Fernandek @0Hl). The average value for
France was 6%.

Hence, on the current LVMH valuation a market pramiof 5.5% (the average of the
above two values) will be used.

Debt and Equity ratios

Due to circular reasoning one theoretical needevaluate the company to after

calculate the ratios of debt and equity to obtaiAGAZ. The company has a Net debt of
EUR 2678 million, which is expected to be fully gaihence the debt book value is used
as a proxy for the debt market value (very low difprobability). The company has a

market capitalization of around 60 billion (end @R1The Company’s structure target is
a D/V of 10% for simplicity purposes.

A WACC of 8.87% was obtained.
An enterprise value of EUR 62.6 billion is obtained

After deducting the net debt and minority interésim LVMH enterprise value, an
equity value of EUR 58.9 billion is obtained.

4.2.3. Multiples
Three multiples will be calculated to assess thévEVequity value. The LVMH peer

group is the same previously used to value Buldagure 23: Peer group multiples.
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LVMH equity value was calculated via the average ESBITDA, V/S and P/E of the
considered peer group.

Figure 28: LVMH valuation results

Multiple LVMH Equity value €M  Share price €

EV / EBITDA 58.526 119,28
V/S 57.530 117,25
P/E 70.221 143,12
DCF 58.937 120,12

The multiples valuation provided an equity valuatioetween 57.5 and 58.9 billion
EUR. The share price ranges from EUR 117.25 and ERIR33 in line with the results
obtained on the DCF valuation.

The P/E multiple is inconsistent with the otherues. This is due to extraordinary
revenue, resulting from exceptional amount of N&ihgloss) related to available for
sale financial assets and other financial instrumencluded in Other financial income
and expenses. Hence, the P/E was calculated basthé expected 2011 earnings. The
equity calculated via P/E is now EUR 60.3 billiardahe share price is of EUR 122.89

The valuation has a quite narrow range of pricegsween EUR 117.25 and EUR
122.89.

Figure 29: LVMH valuation results (corrected for P/E)

Multiple LVMH Equity value €M  Share price €
EV / EBITDA 58.526 119,28
V/S 57.530 117,25
P/E 60.296 122,89
DCF 58.937 120,12
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4.2. Sensitive analysis

The sensitive analysis was performed in order towkithe price sensitivity to the
variation of the assumed sales growth rates fdr Bodgari and LVMH.

The analysis of the sensitivity of the Stock pticehe Sales growth rate assumed on the
explicit period also allows understanding the inmtpgacthe price of WACC.

The WACC also plays an important role. Being on#'sfinputs the risk free rate and
because this is something that has been quiteileplite sensitive analysis also gives
an idea of the risk parameters impact on the price.

4.2.1. Bulgari

The analysis of the sensitivity of the Stock pricevariation of Sales growth rate
assumed on the explicit period provided a broadeasf stock prices. The maximum
price resulting from this was EUR 6.52 whereasni@mum was EUR 3.52.

The same analysis on the Sales growth rate assumeithe terminal values also
provided a broad range of stock prices even ifaveer. The maximum price resulting
from this was EUR 7.29 whereas the minimum was ERI®6. This analysis is

particular interesting as research provides higiwgr rates on luxury as off 2015 (not
at the same pace as expected real GDP growth.

Figure 30: Bulgari Sensitive analysis

Sales growth Explicit period (% p.a.)

8,32% 8,82% 9,32% 9,82% 10,32%
8,74% 5,23 5,54 5,86 6,19 6,52
9,24% 4,69 4,97 5,26 5,56 5,86
9,74% 4,23 4,39 4,76 5,03 5,30
10,24% 3,85 4,09 4,33 4,58 4,83
10,74% 3,52 3,74 3,96 4,19 4,42

Sales growth Terminal value (% p.a.)

2,5 3 3,5 4 4,5
8,74% 4,89 5,33 5,86 6,50 7,29
9,24% 4,45 4,82 5,26 5,78 6,42
9,74% 4,07 4,39 4,76 5,18 571
10,24% 3,74 4,02 4,33 4,69 5,12
10,74% 3,46 3,69 3,96 4,27 4,63
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4.3.2. LVMH

The analysis of LVMH stock price sensitivity to teales growth rates also yielded
broad ranges of stock prices.

The stock price varies between EUR 95.08 and EUR1IBwith changes of the Sales
growth assumed on explicit period from -100 b.po ib00 b.p.

The stock price varies between EUR 87.55 and EUR1#9with changes of the Sales
growth assumed on Terminal period from -100 b.mm ¥00 b.p.

Figure 31: LVMH Sensitive analysis

Sales growth Explicit period (% p.a.)
8,06% 8,56% 9,06% 9,56% 10,06%

7,87% 143,63 146,93 150,28 153,69 157,17
8,37% 127,74 127,04 133,65 136,68 139,77
8,87% 114,82 117,45 120,12 122,84 125,61
9,37% 106,49 104,11 108,91 111,37 113,88
9,87% 95,08 97,25 99,46 101,71 104,00

Sales growth Terminal value (% p.a.)
2,5 3 3,5 4 4,5

7,87% 124,64 136,14 155,28 168,07 191,14
8,37% 112,98 122,35 133,65 147,53 164,99
8,87% 103,17 110,92 120,12 131,21 144,84
9,37% 94,79 101,30 108,91 117,94 128,33
9,87% 87,55 93,08 99,46 106,94 115,81
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5. VALUATION OF THE MERGED ENTITY

5.1. Valuation of the merged entity without synesgi

FCFF

The value of the consolidated entity without symesgvas obtained by summing up the
estimated Cash flows from the two firms (previousbtimated on the context of the
standalone valuation).

The currency valuation of the consolidated enttyelUR. It's the currency on which
both companies report financial information andrespnts the 28 % of LVMH sales
and an unknown percentage of Bulgari’s sales.

Revenues and cost of goods sold were obtained oyngng up the Revenues and cost
of goods sold of Bulgari and LVMH.

Marketing and selling expenses result from the sfindariable selling expenses plus
Advertising and Promotion Expenses from Bulgari Matketing and Selling expenses
from LVMH.

General & Administrative expenses results fromgstm of General and administrative
expenses and Personnel expense from Bulgari plosr&@e& Administrative expenses
from LVMH.

Other operating income and expenses, and all trex aems of the free cash flows map
of the merged entity (without synergies) are thmuiteof the sum of the exactly same
items from Bulgari and LVMH.

Depreciation, capex amNWK of the merged entity were obtained by simplynsoing
up the amounts assumed on both standalone valgation

WACC

Bulgari’ Annual business revenue is of around 5%.6WMH Annual business volume
which shows that for LVMH the deal is consideredalin{having in mind its on
dimension).

The valuation is made having this in mind. In piagt Bulgari will be integrated on
LVMH valuation and the merged entity will highlyflect the risk parameters previous
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applied to LVMH valuation (i.e. standalone valua)ioLVMH risk parameters differ
from Bulgari mainly in terms of country risk dueltaly’s sovereign debt issue.

In terms of business risk, the companies are gintdar as both:

- Can be regarded as pan-European;

- Have their revenues expressed in EUR,;

- Are diversified in several luxury segments;

- Have similar geographic sales mix (even Bulganmiore exposed to Italians national
demand).

The risk free rate of the merged entity will theoad logic, and a rate of 3.63% was
obtained.

The D/E of 10% was maintained. The cost of debt aasined by aggregating both
companies debt and by summing up the net interaist lpy each. A cost of debt of
5.56% was obtained.

The beta of 1.07 was obtained by weighting thesbefd_VMH and Bulgari having in
mind their 2010 sales. The market premium of 5.586 waintained. A cost of equity
of 9.49% was obtained.

The tax rate applied is the French corporate tgx(&8.33%). The rationale for it is the
fact that the French tax rate is higher that thaiah one, constituting a more
conservative assumption.

The growth rate for the terminal period is basedtim GDP real growth rate and as
such, remains at 3.5% p.a.

We, finally, end up with a WACC of 8.92%.

The valuation of the merged entity without synesgyeelded an Enterprise value of
EUR 63.8 billion and equity to EUR 60 billion.

Compared to the simple sum up of the two standadmigies the value of the merged
entity is lower. This is explained, partially, biyet application of a higher tax rate to
Bulgari cash flows (the French corporate tax rdt83:33% instead of the initial Italian
corporate tax rate of 31.4%).
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5.2. Valuation of the merged entity with synergies

If synergies exist when two entities are mergingntihthese must be possible to be
materialized on the consolidated entity cash floWse consolidated entity cash flows

will then reflect the potential synergies in terofsthe expected increase of revenues
cash flows (i.e. revenues synergies) and in terintkenexpected decrease of costs (i.e.
revenues synergies).

“Our entrance into LVMH will allow Bulgari to reimirce its worldwide growth and to
realise noteworthy synergies, in particular in tr@as of purchasing and distribution”

Francesco Trapani,Chief Executive Officer of Bulgari S.p.A.

It's above highlighted that from Bulgari’'s point efew the deal value lies especially
on:

- Economies of scale is expected to reduce cucasts
- LVMH financial position will ease Bulgari storgening.

Additionally, Analysts were concentrating the expecsynergies in three major fields:
media buying, retail network and procurement power.

5.2.1. Operating Synergies
Cost synergies

The Cost synergies will be assessed in terms akdse of costs (as compared to the
current costs situation).

The potential costs reductions are mainly linkedh scale of the consolidated entity.
However LVMH is buying a company (Bulgari) with 584 its size, which in practice,
means that LVMH will not increase its size that mult will be mostly Bulgari that
will benefit from the scale of the new merged emntit

Cost Synergies on the luxury industry are limitgdbbands exclusivity. The products
manufacturing ought to remain distinct in ordent destruct the brand awareness and
value. Moreover, cross selling in directed owneafest is not possible at all (i.e. it
makes no sense to sell Bulgari bags in an LVMHe3tor
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Procurement and Manufacturing

Both Bulgari and LVMH disclose the amount of protioic cost, which includes
procurement and Manufacturing. No disclosure is enaderms of costs of production
per segment.

Figure 32: Cost of production (in % of sales)

39,00%
38,00% -
37,00% -
36,00% - 2010 Value

35,00% ] 1 1 ~ | Target Standalone val.
34,00% - . . 1

Bulgari LVMH Merged entity

H2008-2010 Average

Bulgari’'s production cost (this includes raw madésj production and production
personnel costs) is about 38.13% of its sales,gbtia gross margin of 61.87%. The
Luxury goods sector average gross margin is 66L8MH gross margin is 64.523%.

The merged entity presents an historic productmst of 35.62% (2008-2010 average)
and an estimated average of 35.56% for the explariod to be achieved gradually in
2015 due to the gradually costs restructuring fasted on Bulgari's standalone
valuation.

The gross margin synergies will result from thehfas and leather goods, accessories,
perfumes & cosmetics and watches & jewellery sedmehhe remaining segments
from the two companies (e.g. wines and spiritselsptaren’t expected to be sources of
potential synergies.

Fashion, Accessories and Leather Goods

Figure 33: Segment weight on Merged entity Revenues

Leather, Fashion & Accessories LVMH Bulgari

Segment Revenues (2010) 7.518 € 86 €
Segment Revenues ( as % of sales) 37% 8%
Total revenues (2010) 20.320€ 1.069 €
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Fashion and Leather segment accounts for 36% an@f8%spectively, LVMH and
Bulgari revenues.

Fashion and Leather (i.e. accessories) creation rmadufacturing must remain
exclusive to each brand as these are designer géodsssories segment is lighter in
terms of raw materials costs; the segment is egdect account for a lower percentage
of cost of goods sold (as compared to Watchesamellery).

The potential source of cost synergy is in the &itjon of raw materials (e.g. leather,
silks, ) through pooled purchasing.

LVMH suppliers of fabrics are mainly Italian, whiclould facilitate the pooled
purchasing having in mind that Bulgari is basettaty.

It's important to notice that the merged entity@aoats for EUR 7.6 billion sales in this
segment whereas LVMH by itself accounted with EUR Million, hence it will not
gain that much negotiating power. Bulgari, on tkieeo hand, by merging with LVMH,
will highly benefit from the new entity dimension.

This potential synergy, decrease of raw materiafg,ds expected to be reflected on a
decrease of the merged entity cost of goods sobdbop.

It would be necessary to reorganize the procuremepartment of the merged entity in
order to accomplish this synergy, as such, theyldvbe expect to be in place only as of

2013.

Watches and Jewellery:

Figure 34: Segment weight on Merged entity Revenues

Segment Revenues (2010) 1.016 € 706 €
Segment Revenues ( as % of sales) 5% 66%
Total revenues (2010) 20.320 € 1.069 €

The consolidated entity will have a Watch & Jewsllsegment with almost the double
of LVMH watch and jewellery segment. Watches & Jibevg segment are Bulgari's
core business and the main deal driver.
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Hard luxury (i.e. jewellery and watches) is assmdato heavier procurement costs,
mostly due to gold and precious stones. Here, fiignit cost synergies are forecasted
in raw materials procurement. By almost doublisgsize, the merged entity will highly
profit from an increased negotiation power.

The procurement of row materials for this segmentparticularly expensive as it
includes precious stones and gold. For gold, irtiqdar, Bulgari has in place a
centralized hedge management procedure to mitigateolatility of margins.

Even if LVMH doesn’t disclose it on its financiaport, it's likely to have a similar
procedure in place aiming to mitigate gold’s vdigti The acquisition of metals and
precious stones if combined is a potential soufagmergies.

The potential synergy in terms of raw material asitjon (reduction of their price and
unique purchase process for both companies) iscéeghealso to decrease its cost of
goods sold by 50 b.p.

Due to the reorganization efforts and time necgssaraccomplish this cost synergy
these synergies are expected to become effectR@lia.

Both companies have production sites in Switzerlamdere their watches are
manufactured. LVMH outsources only a small paritefwatches manufacturing. The
outsource accounts for 5% of cost of sales. Hehw®/H potential synergies from

Bulgari “Verticalized” manufacturing process argigible.

LVMH is expected o profit from the transferencekafow-how of Bulgari's Jewellery
and watches division. However, this will be handdedthe revenue synergies.

Perfumes and Cosmetics

Figure 35: Segment weight on Merged entity Revenues

Segment Revenues (2010) 3.048 € 246 €
Segment Revenues ( as % of sales) 15% 23%
Total revenues (2010) 20.320 € 1.069 €

Perfumes and cosmetics Research & development x@ected to be maintained
separately. However the manufacturing can be mer@eshsequently, some cost
savings are expected.
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A potential source of synergy is the pooled purtita®f the necessary ingredients
involved on the production of the Perfumes and Ca®®. In addition, packaging
materials (e.g. perfume bottles) can also be pseghaia pooled purchasing.

A cost reduction of 10 b.p. is estimated.

Due to the reorganization necessary to accomghishcost synergy as well as the time
it take for the transference of knowhow, these myies are expected to become
effective in 2013

The manufacturing process, more specifically, theclpase of row materials is expected
to impact the cost of goods sold in 65 b.p. AHgetabove synergies, require a
restructuring the procurement organization. Theetas expected to be carried out in
2012 and hence the synergies will be fully impletadnn beginning 2013.

General & Administrative expenses

General and administrative expenses represent &t of sales of the merged entity
without synergies (2008-2010 period). The rate el@ses on the explicit period due to
Bulgari General and administrative costs restrustuassumed earlier the standalone
valuation.

LVMH and Bulgari even if merged will continue asawdifferent companies (head
offices in France and in Italy). Even so, it's gbtsto reduce and eliminate several
administrative costs.

Bulgari’'s investors’ relations department will cea® exist due to the companies
delisting. The consolidated entity is expected &wveh economies of scale in some
support services as Counterfeit, Legal departmedtFanance / Accounting (i.e. a part
of the services will have to remain such as localoant / finance for local salaries /
taxes).

Bulgari reports a salary charge (i.e. related tbngeand administrative functions) of
17.36% of sales revenues. 13% of the number of @epk included in this charge is
executives and middle management. This expenseected to be reduced particularly
in terms of executives.

Bulgari has a very High charge of general and athtnative costs when compared to
LVMH. It's also expected that the target company caake some benchmarking in
order to improve its General and administrativexos
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The impact of the salary charge reduction (i.eestors department, the reduction of
executives) and the merger of some back officeisesvare estimated to reduce the
G&A costs in 10 b.p.

In order to allow the executive staff re-organiaatithis synergy is expected to become
effective on the second semester of 2012 (leavirggy@ar to the restructuring).

Marketing, Selling and Distribution

Distribution

Even if LVMH can’t distribute Bulgari’s products dar Own brand stores, a margin for
synergies still exists on distribution.

It's important to highlight that the companies h&eene similarities in their geographic
sales mix.

The first potential synergy is the warehouse sigai@iven the similar geographic sales,
the companies are expected to benefit from thershaf warehouses, particularly in
Asia where LVMH has a warehouse (i.e. Singaporestmg platform) aiming to supply
customers in Asia Pacific, United States and Canada

The second potential synergy is the transport ofipcts. Shared transport can decrease
the transportations fares, specially having in ntimak the two companies geographic
sales mix have some similarities.

The watches are distributed by wholesalers, hemee ta significant potential in terms
of distribution synergies.

The warehouse and transport synergies imply a amtrgtion of the distribution
stocking and routes, hence they will be effectimaro2013.

The distribution synergy is materialized on a reducof 10 b p. of the merged entity
marketing and selling costs. This synergy is exgedo become effective as off
beginning 2013.
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Advertising

Luxury sector is very sensitive to brand awaren&bg. brands must be managed and
communicated separately. This means that advegtsampaigns and cross sellipgr

se will not be a source of cost reduction (i.e. norgimeg of costs). However, both
companies are expected to have access to loweranfieels. Both companies target,
roughly, the same target consumers. Consequertti, dompanies will use the same
media channels to advertise their brands and toraomcate new products (e.g. Vogue,
Marie Claire, TV generalist channels for perfumeseatising). So by combining the
purchase of media, they will have a higher bargaimower that is expected to translate
in significant lower fees.

LVMH and Bulgari disclose only advertising and ption expenses (not media costs
in particular). Both companies have similar adeanty costs (in terms of sales
percentage). Advertising and promotion costs awstagyound 11.2% and 10.6% of
LVMH and Bulgari revenues, respectively, on theigue2008-2010.

Advertising and promotion costs synergy from thedo media fares is estimated at a
20 b.p. decrease on this expense and to beconwedfas off beginning 2012.

Revenues synergies
Cosmetics and perfumes represent around 15.4% ahénged entity sales revenues.

Bulgari can benefit also from LVMH selective anavel retailing (e.g. Sephora, Le bon
Marche and DSF) by having more visibility at thenpaf sale which would boost its
cosmetics and perfumes sales. For this reasonhemease of 25 b.p on Bulgari
Perfumes and cosmetics revenue is forecasted. Gherlow weight of Bulgari’s
cosmetics and perfumes on the merged entity tatiglssthe impact of this synergy
comes to an increase of 2 b.p. of the merged esdips.

The cosmetics and perfumes Revenues depend orthedraining and communication
being provided by LVMH to its employees (i.e. sdl@ge), hence it's expected to be in
place as off beginning 2012.

A second potential source of revenue synergiesMMMH watches and Jewellery
division. This segment of business is Bulgari ceggment (66% of sales revenues) and
the deal main driver, but accounts only for 5% &MH sales. The merged entity
watches and Jewellery will account for 8.05%.
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LVMH is expected to profit from LVMH expertise akaiow how on this business and
to boost its design and creation.

LVMH sales are expected to increase 125 b.p , wheghesents a growth of 6 b.p. of
the merged entity sales. This synergy is expeasdthtve an impact on sales as off the
beginning of 2013.

5.2.2. Financial Synergies
Cash Slack

By integrating LVMH, Bulgari will have access toetlzapital it need to expand itself,
particularly on Asia, where the company still hasigh potential to increase its
presence. LVMH can support Bulgari store-openingAsia, both financially and in

terms of know-how, where the brand presence i§, wtider expectations.

“The luxury-goods giant will help Bulgari open stia Asia, where the jeweller has
been slow to develop”

In Wall street journal, March"™82012

The capex from the standalone valuation is of 706%ales in order to finance the Asia
store opening program (of 5 stores p.a.) that Bulgad already planned before the
deal. With the financial capacity of LVMH, Bulgawiill be able to reinforce its capex
even more on a 3 years period (from 2013-2015)demto consolidate its position in
Asia and be able to profit from the market with thghest expected growth. Thus an
8% capex is assumed for the Bulgari stores fron2202015.

The impact of it on the sales revenues would bearease of Bulgari expected sales
revenues of 20 b.p. This sales growth would conaniy from Asia, the target of
capex investment.

This capex additional investment would be in pl&oen 2012 until 2015. As off this
stage, Bulgari Asian market would be expected todsesctly covered in terms of store
positioning. The impact on the sales revenues wstad in beginning 2013.
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5.2.3. TheValue of Synergie

When considering the above synergies, the mergéty éras anEnterpris: value of
EUR 65.16billion. By deducting the merged entity debt an equity valuef EUR
61.34 billion is obtained.

The synergies amount to EUR 2125. However, witthéigcash flows the tax char
will also be impacted. In addition the reveniincrease ispartially, financed by a
additional investment in capeThe synergies aréence, valued in EUR 176 billion.

Figure 36. Sources of synerg)
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Figure 37: Synergy sharing between LVMH and Bulgari
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Synergies Source

0%
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- Revenue 290 € 156 €

é Cost of Goods sold 604 € 495 €

E Marktg & Selling expenses 303 € 202 €
General & Administrative expenses 48 € 0€

Revenues will be improved via capex investment uhgBri made by LVMH. Increase
of sales from Watches & jewellery segment is exgectesulting from Bulgari
knowhow. LVMH is expected to profit from the targeexpertise, which will be
materialized on greater segment revenues.

Additionally, Bulgari perfumes and cosmetics saes expected to improve motivated
by LVMH selective retailing segment.

Cost of goods sold synergies arrive when Bulgaith ws small scale, joins such a huge
company like LVMH, profiting from significant econoes of scale in raw materials
purchase (Leather, fashion, accessories, cosmegcfjmes). However, Bulgari will
significantly contribute to this synergy given tpee-size deal of its watches &and
jewellery segment.

The synergies on the watches and jewellery segarenshared by the two companies,
through the gross margin improvement (i.e. improsetmof sales revenues, cost of
production and distribution cost reduction). Onra-geal stage, both companies have
high segment sales. LVMH has around 60% of the eteemtity watches and jewellery
sales. However Bulgari will bring its expertiseth@ new merged entity as it is its core
segment.

Marketing and selling expenses synergies resulbljm&iom the already existing scale
at LVMH. Media purchasing is more frequent in tlesmetics and perfumes segment,
where Bulgari holds a small position in terms okahte value if compared with
LVMH. Bulgari, again will add value to the potentisynergies via its watches and
jewellery segment mainly in distribution channel.
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The company General & administrative costs willreduced via a restructuring made
by LVMH.

The general idea here is that Bulgari will profiaimly from the scale of the new entity.
The scale is provided by the significant dimensiér.VMH operations. LVMH will
also profit from this, but the deal is small fos size, hence there will be a minor
impact. LVMH will win a reinforced position on theatches and jewellery segment,
being in a better position to compete with othewuhy conglomerates as Swatch and
Richemont. This segment is particular, is Bulgémo is given value to the new merged
entity, its high scale and its knowhow.

Bulgari accounts for 40% of the gross synergies.
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6. THE DEAL

6.1. Target price

On a pre-stage deal, Bulgari share price was of El#8 (average 1 month preceding
the deal announcement).

The valuation however revealed a much lower rarigaioes. DCF valuation revealed
a stock price of EUR 4.76. The multiples calculgbeavided a stock price that ranged
between EUR 4.35 and EEUR 10.22. In practice,dlsparity is due to the company’s
cost efficiency. If valued considering only its esl Bulgari yields a high share price.
However, once the cost structure is brought ineoviluation, the stock price decreases.

This clearly reflects the company’s inefficient tesucture.

Figure 24: Bulgari Valuation results

Multiple Bulgari Equity value € M  Share price €

EV / EBITDA 1.800 5,96
V/S 3.085 10,22
P/E 1.312 4,35
DCF 1.436 4,76

The market valuation however is much more relate@ulgari sales than to its cost
structure. The company has a stock price of EUR {aGerage 1 month preceding the
deal announcement). The sensitive analysis shoatsirthorder to be near this value,
WACC should be decreased in 100 b.p. whereas tbetlgrrate on the continuing

period would have to be 4.5 p.a.. The averageeatiove values is about EUR 6.32.

In addition, because research estimates luxurysing growth rates until 2020 quite
above the real GDP growth, the DCF valuation mightlerestimate the company
growth potential. So the price is targeted at BBMR 20% below the market price.

LVMH valuation provides quite homogeneous sharegs; once the P/E was corrected.
On a pre-stage deal, LVMH share price value rafges EUR 117.25 and 122.89. The
LVMH share price to be considered, pre-deal, isE6fR119.89, the average of the
below four valuation results values.
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Figure 29: LVMH valuation results (corrected for P/E)

Multiple LVMH Equity value €M  Share price €
EV / EBITDA 58.526 119,28
V/S 57.530 117,25
P/E 60.296 122,89
DCF 58.937 120,12

The merged entity without synergies is valued aRE&0 billion. The value moves to
EUR 61.34 when synergies are taken into accourd. siimergies have a net value of
EUR 1.376 billion. The merged entity will have @uwe of EUR 125.027.

The deal would increase LVMH equity value in aroldR 2.4 billion.

If the synergies were completely provided by Bulghan the target price would be
restated with an increase of EUR 4.56. Howevects synergies are, mostly provided
by LVMH. With the exception of the Watch scale angbertise which is shared by both
companies. Bulgari accounts for 40% of the groseesyes. If we consider this on
Bulgari share price, then the stock price shoulddstated with an increase of EUR
1.82. Hence, Bulgari stock price for this deal vabné EUR 8.14.

6.2.Financing Cash vs. stock

In order to acquire Bulgari, LVMH would have alwais choose between debt or
equity issuance as the money it holds would barelser the transaction amount.

Bulgari is a family owned company. For this reastdowbts exist that the deal would
take place if the purchase was made solely in daghmaking the purchase in stock,
LVMH is allowing Bulgari family to continue to aely participate on the company’s
future. The latter is seen as pre-requisite fordia to happen.

The valuation of LVMH provides a stock price of EUR9.89. On the context of the

payment of Bulgari with stock, the shares were edlat EUR 113. So theoretically, as
the shares are considered to be undervalued itdvoake sense to make the deal in
cash.
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6.3. The offer

The acquisition of Bulgari by LVMH was announced thye acquirer on March 7th
2011.

LVMH has being consolidating its position as a lpkuwiant through acquisitions.
Before the acquisition of Bulgari, LVMH had recgnéicquired a 20% stake on Hermes
capital. After Bulgari purchase, Tiffany’s is sessithe probable next target.

Bulgari is a family-managed company. The deal dtdig the purchase of 50.43%
family stake and was followed by a mandatory terdtar on the remaining shares.

The controlling stake of 50.43% (152.5 million Balgshares) was bought via newly
issued 16.5 million LVMH securities. The ratio @id is 0.108407 new LVMH shares
for each Bulgari share.

The deal with the family was estimated in EUR 1ilBdm. This valuation is based on a
Bulgari share price of EUR 12.25 and a LVMH shaiegpof EUR 113.00 (share prices
from the March 2011). This made Bulgari family, tlsecond biggest LVMH
shareholder.

The second part of deal is to buy the remainingyBuilshares via a tender offer with a
price of EUR 12.25.This purchase was estimatedUiR B.9 billion Bulgari price of

12.25 included control premium of around 59%.

The transaction would have a value of EUR 4.3dilli44% in cash and 56% in stock.
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7. CONCLUSION

The deal motivation from LVMH point of view resultsainly from the Watches and
Jewellery division. Following the merger, LVMH witlonsolidate its position on this
segment, by almost duplicating its sales level aicies and jewellery. Being this
segment more cyclical, and due to its distributtbannel (i.e. wholesale) more difficult
to monitoring (in terms of sales results), the @mte into a conglomerate will also bring
more stability into Bulgari.

In addition, by being part of a conglomerate, Bulgdll improve its exposure to the
Asian market. Additionally, the company will alsoofit from LVMH expertise (e.g.
superior cost efficiency) Moreover, the companiagehsome common segments (i.e.
Perfumes & cosmetics, leather, fashion and acdes$ahat even if bringing added
value to the deal are considered secondary (assedpto watches and jewellery
segment).

LVMH has the good purpose to acquire Bulgari: Thaancement of its performance
(i.e. cost reduction) and acquisition of skille (iwatch segment).

The Bulgari family assuming an executive role oa mherged entity will likely smooth
the integration issues. Additionally the two brandgl continue to be managed
separately.

In Bulgari standalone valuation, the only measurat tyielded a significantly high
valuation is based on Bulgari’'s sales. This hassequences on the acquisition price
purposed. The acquisition price (average of the f@uation measures) of EUR 6.32
plus the synergy added value per share EUR 1.84da® an acquisition price of EUR
8.13.

In reality the company acquisition price was cadted with a base price of EUR 7.6
and a premium of 60% was paid. The acquisitionepnias of EUR12.25.
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8. APPENDICES

Appendix 1: Bulgari WACC calculation

Net financial debt 135€| RFR 3,21%
Netinterest 7 €| Beta 1,2
Kd 4,80%| Market premium 6,67%
Tax 31,34%| Ke 11,21%
D/V 10,00%| E/V 90,00%
WACC 10,42%| g 3,50%

Appendix 2: Pan-European WACC calculation

Net financial debt 135€| RFR 3,93%
Netinterest 7 €| Beta 1,2
Kd 4,80%| Market premium 5,44%
Tax 31,34%| Ke 10,46%
D/V 10,00%| E/V 90,00%
WACC 9,74%| g 3,50%

Appendix 3: LVMH beta per segment

Industry Name Unlevered Beta LVMH Segment
Retail (Special Lines) - World 0,99 Fashion and Leather Goods
Beverage World World 0,70 Wines and Spirits
Precious Metals World 1,43 Watches and Jewelry
Retail (Special Lines) - World 0,99 Selective Retailing
Toiletries/Cosmetics US 1,13 Perfumes and Cosmetics

Source: Damodaran
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Appendix 4: LVMH WACC calculation

WACC

Net financial deb 2.678 € RFR 3,61%
Netinterest 150 € Beta 1,06
Kd 5,60% Market premiun 5,50%
Tax 33,33% Ke 9,44%
D/E 10,00% E/V 90,00%
WACC 8,87% g 3,5%

Appendix 5: WACC calculation for the merged entity withouhsygies

WACC

Net financial debt 2.813€] RFR 3,63%
Net interest 157 €| Beta 1,07
Kd 5,56%| Market premium 5,50%
Tax 33,33%| Ke 9,49%
D/E 10,00%| E/V 90,00%
WACC 8,92%| g 3,50%
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Appendix 6: LVMH Income statement (Standalone valuation)

€M FY2008 H FY2009 H FY2010 H FY2011 F FY2012 F FY2013 F FY2014 F FY2015 F TV
Revenue 17193 17053 20320 22161 24169 26359 28748 31353 32450
Cost of sales -6012 6164 -7184 -7867 8580 9358 -10205 11130 -11520
Net Contibution Margin 11181 10889 13136 14294 15589 17002 18542 20222 20930
Gross margin (%) 65,0% 63,9% 64,6% 64,5% 64,5% 64,5% 64,5% 64,5% 64,5%
Marketing and selling expenses 6104 -6051 7098 -7825 8534 -9307 -10151 11071 -11458
General and administrative expenses 1449 1486 -1717 1890 2062 -2248 -2452 2674 -2768
Profit from recurring operations 3628 3352 4321 4579 4993 5446 5939 6477 6704
Profit from recurring operations margin (%) 21,1% 19,7% 21,3% 20,7% 20,7% 20,7% 20,7% 20,7% 20,7%
Other operating income and expenses 485 510 633 879 959 1046 1141 1244 1330
EBITDA 4113 3862 4954 5458 5953 6492 7080 7722 8035
EBITDA margin (%) 23,9% 22,6% 24,4% 24,6% 24,6% 24,6% 24,6% 24,6% 24,8%
Depreciaton & Amortization expense -628 -701 -785 -968 1056 -1151 -1256 1370 -1460
EBIT 3485 3161 4169 4490 4897 5340 5824 6352 6574
EBIT margin (%) 20,3% 18,5% 20,5% 20,3% 20,3% 20,3% 20,3% 20,3% 20,3%
Total Financial expense -257 -187 -151 -151 -151 -151 -151 -151 -151
Other financial income and expenses 7 -17 -152 -95 0 0 0 0 0 0
EBT 3211 2822 3923 4339 4746 5189 5673 6201 6423
Income taxes -893 -849 1469 -1446 -1582 -1730 -1891 -2067 -2141
NET PROFIT BEFORE MINORITY INTERESTS 2318 1973 2454 2893 3164 3460 3782 4134 4282
Minority interests -292 -218 -287 -289 -316 -346 -378 -413 -428
NET PROFIT, GROUP SHARE 2026 1755 2167 2603 2848 3114 3404 3721 3854
Net profit margin (%) 11,8% 10,3% 10,7% 11,7% 11,8% 11,8% 11,8% 11,9% 11,9%
BASIC GROUP SHARE OF NET PROFIT PER SHARE (€) 4,28 3,71 4,54 5,46 5,97 6,53 7,14 7,80 8,08
Number of shares on which the calculation is based 473554813 473597075 476870920 476870920 476870920 476870920 476870920 476870920 476870920
DILUTED GROUP SHARE OF NET PROFIT PER SHARE (€) 4,26 3,70 4,52 5,43 5,94 6,49 7,10 7,76[ 8,03
Number of shares on which the calculation is based 475610672 474838025 479739697 479739697 479739697 479739697 479739697 479739697 479739697
Appendix 7: LVMH Cash flow analysis (Standalone valuation)
€M FY2008 H FY2009H FY2010H FY2011F FY2012F FY2013F FY2014F FY2015F TV
EBIT (1-t) 2592 2312 2700 2993 3265 3560 3883 4235 4383
CAPEX (1039) (748)  (1002)] (1135)  (1237)  (1350)  (1472)  (1605)|  (1460)
Depreciation & Amortization 628 701 785 968 1056 1151 1256 1370 1460
Change in Net working capital (813) (66) (70) (168) (184) (200) (218) (240) (247)
Free Cash to the Firm 1368,0 2199 2413 2658 2899 3162 3449 3759 4137
Discount factor 1,089 1,185 1,290 1,405 1,529 1,665
Valuation Parameters

Target D/E 10%

Corporate Taxrate 33,3%

Rd 5,6%

Re 9%

Rf 3,61%

Levered beta 1,06

Market premium 5,50%

WACC 8,87%

CAGR 11-2015 9,0612%

g (as of 2015) 3,50%

Valuation Results

EV beginning 2011 62.621

Net financial debt 2.678

Minority Interests 1.006

Equity 58.937

Number of shares 490.642.232

Price per share (€) 120,12

Tania Farinha
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Appendix 8: Bulgari Income statement (Standalone valuation)

€M FY2008 H FY2009 H FY2010 H FY2011F FY2012 F FY2013 F FY2014 F FY2015 F TV
Revenue 1075 927 1069 1169 1278 1397 1527 1669 1727
Cost of sales (384) (379) (404) (437) (474) (513) (555) (601) (622)
Net Contibution Margin 691 548 665 731 804 884 972 1068 1106
Gross margin (%) 64,3% 59,1% 62,2% 62,6% 62,9% 63,3% 63,6% 64,0% 64,0%
Personnel expense (190) (183) (186) (195) (205) (215) (226) (237) (245)
Variable selling expenses (48) (42) (45) (51) (56) (61) (67) (73) (76)
Advertising and Promotion Expenses (121) (96) (109) (124) (135) (148) (162) (177) (183)
General and administrative expenses (221) (230) (245) (258) (272) (287) (302) (317) (328)
Profit from recurring operations 111 3) 81 103 135 173 215 264 273
Profit from recurring operations margin (%) 10,3% -0,3% 7,6% 8,8% 10,6% 12,4% 14,1% 15,8% 15,8%
Other operating income and expenses 54 49 73 83 91 99 109 119 98
EBITDA 165 46 154 186 226 272 324 383 372
EBITDA margin (%) 15,3% 5,0% 14,4% 15,9% 17,7% 19,5% 21,2% 22,9% 21,5%
Depreciaton & Amortization expense (54) (65) (69) (83) (91) (99) (109) (119) (98)
EBIT 111 -19 85 103 135 173 215 264 273
EBIT margin (%) 10,3% 2,0% 8,0% 8,8% 10,6% 12,4% 14,1% 15,8% 15,8%
Total Financial expense (15) (15) (13) 7) (7) 7) (7) 7) (7)
Other financial income and expenses b (7) (13) (25) (15) (15) (15) (15) (15) (15)
EBT 89 (47) a7 81 113 151 193 242 251
Income taxes (7) 347 (9) (25) (36) (47) (61) (76) (79)
NET PROFIT BEFORE MINORITY INTERESTS 82 (47) 38 56 78 103 133 166 172
Minority interests 0,00 0,00 0,14 0,15 0,15 0,16 0,17 0,18 0,19
NET PROFIT, GROUP SHARE 82 (47) 38 56 78 104 133 166 173
Net profit margin (%) 7,6% -5,0% HVALOR! 4,8% 6,1% 7,4% 8,7% 10,0% 10,0%
BASIC GROUP SHARE OF NET PROFIT PER SHARE (€) 0,17 (,155) 0,13 0,18 0,26 0,34 0,44 0,55 0,57
Number of shares on which the calculation is based 473554813 300969435 301827361| 301827362 301827363 301827364 301827365 301827366| 301827367
DILUTED GROUP SHARE OF NET PROFIT PER SHARE (€) 0,17 0,12 0,18 0,25 0,34 0,43 0,54 0,56
Number of shares on which the calculation is based 475610672 302938343  306357356| 306357357 306357358 306357359 306357360 306357361 306357362
€M FY2008 H FY2009H FY2010H FY2011F FY2012F FY2013F FY2014F FY2015F vV
EBIT (1-t) 104 -19 76 71 93 118 148 181 188
CAPEX (85) (78) (50) (88) (96) (105) (115) (125) (104)
Depreciation & Amortization 54 65 69 83 91 99 109 119 104
Change in Net working capital (146) 128 (39) (38) (42) (46) (50) (55) (57)
Free Cash to the Firm (73) 97 56 28 46 67 92 120 131
Discount factor 1,097 1,204 1,322 1,450 1,592 1,747
Valuation Parameters

Target D/E 10%

Corporate Taxrate 31,4%

Rd 4,8%

Re 10%

Rf 3,93%

Levered beta 1,2

Market premium 5,44%

WACC 9,74%

CAGR 11-2015 9,3194%

g (as of 2015) 3,50%

Valuation Results

EV beginning 2011 1.572

Net financial debt 135

Minority Interests 1

Equity 1.436

Number of shares 301.827.361

Price per share (€) 4,76

Tania Farinha
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Appendix 10: Merged entity Income statement (without synergies

€M FY2008 H FY2009 H FY2010 H FY2011 F FY2012 F FY2013 F FY2014 F FY2015 F TV
Revenue 18268 17980 21389 23330 25447 27756 30275 33022 34177,
Cost of sales 6396 -6543 7588 -8305 9054 -9870 10761 -11731 12142
Net Contibution Margin 11872 11437 13801 15025 16393 17886 19514 21291 22036
Gross margin (%) 65,0% 63,6% 64,5% 64,4% 64,4% 64,4% 64,5% 64,5% 64,5%
Marketing and selling expenses 6273 6189 7252 -8000 -8726 -9517 10380 11321 11717
General and administrative expenses 1860 1899 2147 -2343 2539 -2750 2980 3228 3341
Profit from recurring operations 3739 3349 4402 4681 5129 5619 6155 6742 6978
Profit from recurring operations margin (%) 20,5% 18,6% 20,6% 20,1% 20,2% 20,2% 20,3% 20,4% 20,4%
Other operating income and expenses 539 559 706 963 1050 1145 1250 1363 1429
EBITDA 4278 3908 5108 5644 6179 6764 7404 8105 8406
EBITDA margin (%) 23,4% 21,7% 23,9% 24,2% 24,3% 24,4% 24,5% 24,5% 24,6%
Depreciaton & Amortization expense -682 -766 854 -1051 1147 1251 1364 1488 1559
EBIT 3596 3142 4254 4593 5032 5513 6040 6616 6848
EBIT margin (%) 19,7% 17,5% 19,9% 19,7% 19,8% 19,9% 19,9% 20,0% 20,0%
Total Financial expense -272 -202 164 158 -158 -158 -158 -158 -158
Other financial income and expenses b -24 -165 120 -15 -15 -15 -15 -15 -15|
EBT 3300 2775 3970 4420 4859 5340 5867 6443 6675
Income taxes -900 -849 1478 -1473 1620 1780 -1955 2148 -2225
NET PROFIT BEFORE MINORITY INTERESTS 2400 1926 2492 2947 3240 3560 3911 4296 4450
Minority interests -292 -218 -287 -289 -316 -346 -378 -413 -428
NET PROFIT, GROUP SHARE 2108 1708 2205 2658 2923 3214 3533 3882 4022
Net profit margin (%) 11,5% 9,5% 10,3% 11,4% 11,5% 11,6% 11,7% 11,8% 11,8%
BASIC GROUP SHARE OF NET PROFIT PER SHARE (€) 4,45 3,61 4,62 5,57 6,13 6,74 7,41 8,14 8,43
Number of shares on which the calculation is based 473554813 473597075 476870920 476870920 476870920 476870920 476870920 476870920 476870920
DILUTED GROUP SHARE OF NET PROFIT PER SHARE (€) 4,43 3,60 4,60 5,54 6,09 6,70 7,36 8,09 8,38
Number of shares on which the calculation is based 475610672 474838025 479739697 479739697 479739697 479739697 479739697 479739697 479739697
€M FY2008 H FY2009H FY2010H FY2011F FY2012F FY2013F FY2014F FY2015F vV
EBIT (1-t) 2696 2293 2776 3062 3355 3676 4027 4411 4565
CAPEX (1124) (826)  (1052)| (1222)  (1333)  (1454)  (1586)  (1730)]  (1564)
Depreciation & Amortization 682 766 854 1051 1147 1251 1364 1488 1564
Change in Net working capital (959) 62,0 (109) (207) (226) (246) (268) (295) (303)
Free Cash to the Firm 1295,071 2296 2469 2684 2943 3226 3536 3874 4262
Discount factor 1,089 1,186 1,292 1,407 1,533 1,670
Valuation Parameters

Target D/E 11%

Corporate Taxrate 33,3%

Rd 5,563%

Re 9%

Rf 3,63%

Levered beta 1,067

Market premium 5,50%

WACC 8,92%

CAGR 11-2015 9,07%

g (as of 2015) 3,50%

Valuation Results

EV beginning 2011 63.784

Net financial debt 2813

Minority Interests 1.007

Equity 59.964

Number of shares 490.642.232

Price per share (€) 122,22

Tania Farinha
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Appendix 12 Merged entity Income statement (with synergies)

€M FY2008 H FY2009 H FY2010 H FY2011 F FY2012 F FY2013 F FY2014 F FY2015 F TV
Revenue 18268 17980 21389 23330 25467 27781 30302 33051 34208
Cost of sales 6396 6543 7588 8305 9054 9806 -10691 -11655 12063
Net Contibution Margin 11872 11437 13801 15025 16413 17975 19611 21397 22146
Gross margin (%) 65,0% 63,6% 64,5% 64,4% 64,4% 64,7% 64,7% 64,7% 64,7%
Marketing and selling expenses 6273 6189 7252 8000 8708 9488 10348 11287 11682
General and administrative expenses 1860 1899 2147 -2343 2537 2748 2977 3225 3338
Profit from recurring operations 3739 3349 4402 4681 5168 5739 6286 6885 7126
Profit from recurring operations margin (%) 20,5% 18,6% 20,6% 20,1% 20,3% 20,7% 20,7% 20,8% 20,8%
Other operating income and expenses 539 559 706 963 1050 1145 1250 1363 1429
EBITDA 4278 3908 5108 5644 6218 6884 7536 8248 8555
EBITDA margin (%) 23,4% 21,7% 23,9% 24,2% 24,4% 24,8% 24,9% 25,0% 25,0%
Depreciaton & Amortization expense -682 -766 854 1051 1147 1251 1364 1488 1559
EBIT 3596 3142 4254 4593 5071 5634 6171 6759 6996
EBIT margin (%) 19,7% 17,5% 19,9% 19,7% 19,9% 20,3% 20,4% 20,5% 20,5%
Total Financial expense -272 -202 164 -158 158 158 158 -158 -158
Other financial income and expenses 7 -24 -165 120 -15 -15 -15 -15 -15 -15
EBT 3300 2775 3970 4420 4898 5461 5998 6586 6823
Income taxes -900 -849 1478 1473 1633 1820 1999 2195 -2274
NET PROFIT BEFORE MINORITY INTERESTS 2400 1926 2492 2947 3266 3641 3999 4391 4549
Minority interests r -292 -218 -287 -289 -316 -346 -378 -413 -428
NET PROFIT, GROUP SHARE 2108 1708 2205 2658 2949 3295 3621 3978 4121
Net profit margin (%) 11,5% 9,5% 10,3% 11,4% 11,6% 11,9% 11,9% 12,0% 12,0%
BASIC GROUP SHARE OF NET PROFIT PER SHARE (€) 4,45 3,61 4,62 5,57 6,18 6,91 7,59 8,34 8,64
Number of shares on which the calculation is based 473554813 473597075 476870920 476870920 476870920 476870920 476870920 476870920 476870920
DILUTED GROUP SHARE OF NET PROFIT PER SHARE (€) 4,43 3,60 4,60 5,54 6,15 6,87 7,55 8,29 8,59
Number of shares on which the calculation is based 475610672 474838025 479739697 479739697 479739697 479739697 479739697 479739697 479739697
€M FY2008 H FY2009H FY2010H FY2011F FY2012F FY2013F FY2014F FY2015F vV
EBIT (1-t) 2696 2293 2776 3062 3381 3756 4114 4506 4664
CAPEX (1124) (826)  (1052)| (1222)  (1340)  (1461)  (1594)  (1739)]  (1564)
Depreciation & Amortization 682 766 854 1051 1147 1251 1364 1488 1564
Change in Net working capital (959) 62,0 (109) (207) (226) (246) (268) (295) (303)
Free Cash to the Firm 1295,071 2296 2469 2684 2963 3299 3616 3961 4361
Discount factor 1,089 1,186 1,292 1,407 1,533 1,670
Valuation Parameters

Target D/E 11%

Corporate Taxrate 33,3%

Rd 5,563%

Re 9%

Rf 3,63%

Levered beta 1,067

Market premium 5,50%

WACC 8,92%

CAGR 11-2015 9,0740%

g (as of 2015) 3,50%

Valuation Results

EV beginning 2011 65.161

Net financial debt 2813

Minority Interests 1.007

Equity 61.341

Number of shares 490.642.232

Price per share (€) 125,02

Tania Farinha
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