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CCA UPDATES MARKET ON ITS OFFER FOR NEVERFAIL

Sydney, 5 June 2003: Coca-Cola Amatil Limited ("CCA”) today announced that it was extending
the closing date of its offer for Neverfail Springwater Limited ("Neverfail”) to Friday 20 June 2003
("the Offer). ~

Mr Davis, CCA’s Managing Director said, “CCA believes the Offer is very attractive in light of
Neverfail’s recent profit downgrade and reflects our commitment to only acquire Neverfail at a price
which meets CCA's financial hurdles. In the event that the offer for Neverfail is not successful, CCA
would examine alternative options for entry into the HOD category”.

Mr Davis added “We are concerned that Neverfail shareholders be given the opportunity to make an
informed decision on our Offer. In its announcement to the ASX on 2 May, Neverfail indicated that it
would pursue all options, which may involve the active solicitation of rival bids. As this statement
was released more than a month ago, in an effort to ensure that the market is fully informed, CCA
believes Neverfail should clarify the status of these efforts.”

CCA believes its $2.25 cash offer for each ordinary Neverfail share is very attractive because it
represents a:

e premium of approximately 31% over the volume weighted average sale price of Neverfail shares
between 26 February 2003 and 28 April 2003 (the day prior to CCA's announcement of its offer
for Neverfail)

¢ multiple of approximately 20 times Neverfail's revised net profit after tax forecast for the year
ending 30 June 2003 of $11.0m

CCA noted that it will not, in isolation, rely on Neverfail's recent profit downgrade to trigger the
condition in section 5.4 (a)(v) of its Offer. CCA had expected that Neverfail’s Independent Expert's
Report would have provided some guidance on 2004 earnings given the recent downgrade to 2003
earnings. Neverfail have so far not provided any guidance to the market on 2004 earnings following
the downgrade.

CCA also noted that the Neverfail Independent Expert, in its report, said that “given the inherent
uncertainty about any long term projections and resultant discounted cash flow analysis coupled with
the absence of detailed forecasts by Neverfail the discounted cash flow and sensitivity analysis
should be treated with considerable caution”. The Independent Expert also said in its report that in
the absence of another bid the Neverfail share price was likely to ™ initially fall back towards pre bid
levels, particularly in view of the shortfall in forecast 2002/03 earnings compared to market
expectations.”

CoCA-COLA AMATIL LIMITED
ABN 26 004 139 397
71 Macquarie Street
Sydney NSW 2000
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CCA today approached ASIC and ASX to request Neverfail to clarify unsubstantiated press
speculation and comments attributable to it, regarding the potential existence of counter bidders for
Neverfail. Clarification will allow all shareholders, including CCA, to be properly informed about
whether there is or is not an alternate bid.

- Yours fajthfully

Coca-Cola Amatil is the largest bottler of non-alcoholic beverages in the Asia Pacific region. It
operates in six countries - Australia, New Zealand, Papua New Guinea, Fiji, South Korea and
Indonesia - employs 16,250 people and has access to 281 million consumers through 600,000 active
customers.

For more information about Coca-Cola Amatil please visit CCA’s website at
www.ccamatil.com

For further information, please contact:
Peter Steel +61 0419 290 767
Alec Wagstaff +61 2 9259 6571

COCA-COLA AMATIL LIMITED
ABN 26 004 139 397
71 Macquarie Street
Sydney NSW 2000
AUSTRALIA
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Coca-Cola Amatil Limited - Takeover Bid for Neverfail Springwater Limited

CCA has today served on Neverfail Springwater Limited a second supplementary bidder's
statement in relation to CCA's takeover bid for all of the ordinary shares in Neverfail Springwater
Limited.

In accordance with Section 647(3)(b) of the Corporations Act 2001 and the Listing Rules, we
attach a copy of the above supplementary bidder's statement.

Coca-COLA AMATIL LIMITED
ABN 26 004 139 397
71 Macquarie Street
Sydney NSW 2000
AUSTRALIA
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Second Supplementary Bidder's Statement

relating to a Cash Offer

from

Coca-Cola Amatil Limited, ABN 26 004 139 397

to acquire all of your ordinary shares in

Neverfail Springwater Limited, ABN 43 003 559 519

1. Preliminary

11 Second Supplementary Bidder's Statement

This document is a further supplementary bidder's statement given pursuant to Chapter 6 of the
Corporations Act 2001 ("Second Supplementary Bidder's Statement").

It is the second Supplementary Bidder's Statement prepared by Coca-Cola Amatil Limited,
ABN 26 004 139 397 ("CCA™") in relation to a cash offer from CCA to acquire shares in
Neverfail Springwater Limited, ABN 43 003 559 519 ("Neverfail") contained in section 5 of
CCA's bidder's statement dated 29 April 2003 (the "Original Bidder's Statement") (as
supplemented by a supplementary bidder's statement dated 8 May 2003 (the "Supplementary
Bidder's Statement'")). This Second Supplementary Bidder's Statement supplements, and is
to be read together with, the Original Bidder's Statement and the Supplementary Bidder's
Statement.

1.2 Defined Terms

A number of defined terms are used in this Second Supplementary Bidder's Statement. Terms
which are not defined in this Second Supplementary Bidder's Statement have the meaning
given to them in Section 9 of the Original Bidder's Statement (as supplemented by the
Supplementary Bidder's Statement).

2. ASX Announcement

Attached as Annexure A to this Second Supplementary Bidder's Statement is the text of an
announcement by CCA to ASX dated 5 June 2003.

That announcement refers to Neverfail's profit downgrade and revised net profit after tax
forecast which was announced to ASX by Neverfail on 26 May 2003, Neverfail's independent
expert's report which was released to ASX in a supplementary target's statement by Neverfail

SYDWORKDOCS\2822\3273846.1



on 4 June 2003 and an announcement to ASX by Neverfail on 2 May 2003. Attached as
Annexure B to this Second Supplementary Bidder's Statement are copies of those Neverfail
announcements/releases.

Dated: 5 June 2003

SIGNED on behalf of Coca-Cola Amatil Limited

ABN 26 004 139 397 by David A Wylie, Secretary, who
is authorised to sign th y Bidder's
Statement followipg-a S
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ANNEXURE A

CCA UPDATES MARKET ON ITS OFFER FOR NEVERFAIL

Sydney, 5 June 2003: Coca-Cola Amatil Limited ("CCA") today announced that it was extending
the closing date of its offer for Neverfail Springwater Limited (“Neverfail”) to Friday 20 June 2003
(“the Offer).

Mr Davis, CCA's Managing Director said, "CCA believes the Offer is very attractive in light of
Neverfail's recent profit downgrade and reflects our commitment to only acquire Neverfail at a price
which meets CCA’s financial hurdles. In the event that the offer for Neverfail is not successful, CCA
would examine alternative options for entry into the HOD category”.

Mr Davis added “We are concemed that Neverfail shareholders be given the opportunity to make an
informed decision on our Offer. In its announcement to the ASX on 2 May, Neverfail indicated that it
would pursue all options, which may involve the active solicitation of rival bids. As this statement
was released more than a month ago, in an effort to ensure that the market is fully informed, CCA
believes Neverfail should clarify the status of these efforts.”

CCA believes its $2.25 cash offer for each ordinary Neverfail share is very attractive because it
represents a:

« premium of approximately 31% over the volume weighted average sale price of Neverfail shares
between 26 February 2003 and 28 April 2003 (the day prior to CCA’s announcement of its offer
for Neverfail)

« multiple of approximately 20 times Neverfail's revised net profit after tax forecast for the year
ending 30 June 2003 of $11.0m

CCA noted that it will not, in isolation, rely on Neverfail’s recent profit downgrade to trigger the
condition in section 5.4 (a)(v) of its Offer. CCA had expected that Neverfail's Independent Expert's
Report would have provided some guidance on 2004 eamnings given the recent downgrade to 2003
earnings. Neverfail have so far not provided any guidance to the market on 2004 earnings following
the downgrade.

CCA also noted that the Neverfail Independent Expert, in its report, said that “given the inherent
uncertainty about any long term projections and resultant discounted cash flow analysis coupled with
the absence of detailed forecasts by Neverfail the discounted cash flow and sensitivity analysis
should be treated with considerable caution”. The Independent Expert also said in its report that in
the absence of another bid the Neverfail share price was likely to " initially fall back towards pre bid
levels, particularly in view of the shortfall in forecast 2002/03 eamings compared to market
expectations.”

CCA today approached ASIC and ASX to request Neverfail to clarify unsubstantiated press
speculation and comments attributable to it, regarding the potential existence of counter bidders for
Neverfail. Clarification will allow all shareholders, including CCA, to be properly informed about
whether there is or is not an alternate bid.

Yours faithfully

D A Wylie
Company Secretary
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Leved 7, Building 2, 423 Pennant Hills Road
Pennant Hills, NSW 2120

Tel: (02) 9483-4200

For release: 26 May 2003

NEVERFAIL SPRINGWATER LTD
TAKEOVER AND OPERATIONS UPDATE

Update on takeover offer by Coca-Cola Amatil Limited

Y

Austrafia’s leading provider of home and office delivered spring water, Neverfail
Springwater Limited ("Neverfail”), recelved an unsolicited takeover offer for 100% of
shares In Neverfail from Coca-Cola Amatil Limited on 29 April 2003 ("CCA Offer”).

On 12 May 2003, the Chairman advised Neverfail shareholders that the Board’s
preliminary recormmendation was to not accept the CCA Offer,

The Neverfail Directors have confirmed their recornmendation not to accept the CCA
Offer in Neverfail’'s Target Statement, to be released today.

The Directors have engaged Grant Samuel 8 Associates to prepare an independent
expert’s report as to whether the Offer Is falr and reasonable.

The independent expert’s report will be despatched ta Neverfall shareholders for their
consideration well prior to 13 June 2003 (the closing date of the Offer, unless extended
by CCA).

The Directors will issue a further communication to Neverfail shareholders at the time
of the despatch of the independent expert's report.

The Board remains committed to pursuing its stated objective of maximizing
shareholder value, which includes actively soliciting rival bids for Neverfail.

Discussions with potential rival bidders may require making available information on
Neverfail's year-to-date performance and full year forecasts, which are discussed
below.



Neverfail Springwater Ltd

Takeover and Operations Update
26 May 2003

Page 2 of 2

Operations Update

> Neverfail's 10 months trading results to 30 April 2003 (based on unaudited
management accounts) and full year 2003 forecast is as follows:

Full year to 10 months to Full year
30/6/02 30/4/03 forecast to
(audited) (unaudited) 30/6/03
_{unaudited)
Revenue ($m) 70.0 65.5 77.4
EBITDA ($m) 28.2 27.6 32.4
EBITDA Margin (%) 40% 42% 42%
NPBT ($m) 13.3 14.2 T 16.4
NPAT ($m) 9.5 9.6 11.0
EPS (cents) 10.2 n/a 11.6
Cooler Customers at 106 nfa 113
period end ('000s)

> The full year 2003 forecast represents:

= year-on-year growth of 15% in EBITDA; 23% in NPBT; 16% in reported NPAT; and
14% in earnings per share.

s« 7% growth in cocler customers (based on cocler numberts at perlod end).

= customer churn rate reduced to 25% (26% in FY02), implying an increased
average customer life of 4.0 years.

*  price per litre growth of 7%.

> The full year 2003 forecast is an update on previous NPAT guidance of $12.1m -
$12.8m pravided to the market on 26 Februaty 2003.

> Assuming full year NPAT of $11.0m, the Directors intend to maintain a full year fully
franked dividend of 8.8c per share.

» The Chairman of Neverfail, Geoff Tomlinsen said: “Whilst it now appears that the
previous guidance provided to the markat in February 2003 will not be met, the full
year forecast NPAT continues the excellent long-term growth and performance profile
of Neverfail, and delivers a strong rise in both EBITDA and NPAT of approximately
15%. It would also represent the largest growth in earnings per share since Neverfail
floated”.

> A number of key factors have influenced the performance against the full year 2003
forecast. The Board believes that action already taken by management will ensure
perfarmance to forecast to June 2003, and that that these factors will not impact
Neverfail's operational performance in FY04. These factors include:

s Total sales for the 10 month period ending April 2003 are 4% less than that
forecast in the February 2003 advice to market, driven by:

- business Interruption attributable to the now completed change in distribution
structure from company-employee to an owner-operated model



Neverfafl Springwater Ltd
Takeover and Operations Update
26 May 2003

Page 3 of 3

- customer service issues impacted by a “bottle odour” problem (now resolved)

transitional issues and costs associated with the introduction of hand-held
technology far delivery and invoicing systems

transitional issues and costs assaciated with the relocation to a new, highly
sophisticated bottling and distribution plant in NSW

A dispute in relation to the treatment of Neverfail's Western Australian production
line with a product supplied by a third party which resulted in:

- damage in excess of 100,000 Neverfail bottles, significant interruption to the
business and impairment of customer supply and service levels,

- substantial direct costs to Neverfail this financial year that have adversely
impacted full year NPAT.

Neverfail has taken legal advice and is currently seeking appropriate compensation
from the supplier. The Board has adopted a conservative view that any settiement
of the compensation claim prior te the end of June 2003 is unlikely. As a result,
Neverfail is including the full costs incurred in the FY03 forecast and has assumed
no recovery against those costs in this financial year.

The sale of property at Thornleigh, NSW, which will positively impact full year
NPAT by approximately $0.6 million.

Product development delays in Neverfail's HomeSpring cooler “start-up”, resulting
in slower than expected export take-up of the product, adversely impacting full
year NPAT by approximately $0.4 million.

The revised forecast does not include costs associated with the CCA Offer.

» The revised forecast follows the Board’s normal review of monthly operating results to the
period ending 30 April 2003, Review of operating results at the end of each of February
and March, and a reforecast undertaken in March, indicated that the then full year forecast
remained within the range previously advised to the market. April 2003 being below
budget and adeption of the assumption that Neverfail will not receive any compensation
for the additional substantial costs this financlal year in respect of the major supplier
dispute discussed above are the key drivers of the revised forecast.

v

Neverfail has achieved an enviable growth profile over the last four years, since listing on
the ASX in 1999, with compound annual growth rates of:

12.2% - net sales;
12.7% - EBITDA;
11.2% - NPAT; and

10.4% - Total cooler customers.

The Director’s believe that Neverfail will continue te perform well in FY04, building on the
emerging benefits of structural changes made in FY03.

---------- ENDS --=rmnnan

For further information, call Chris Muldoon at Richmond Muldoon on 02 9437 9968 or
0411 157 914,
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Neverfail Springwater Limited
ABN43 003559519
Level 7, Building 2, 423 Pennant Hills Road
Penmant Hills, NSW 2120
Tel: (02) 9483-4200

Reply to Registered Office | 7% Flaor, 20 Loftus Street, Sydney NSW 2000

Telephone: (02) 9241 2651 Facsimile: (02) 9235 3001
' FACSIMILE TRANSMISSION

Addressee : Companies Announcement Platform

Addressee’s Company : Australian Stock Exchange Limited

Addressee’s Facsimile Numnber : 1900 999 279

Sender " ¢ Jan Gordon

Date ’ : 4 June, 2003

Number of Pages (including cover sheet) : 69

Message

Please find attached for release to the market First Supplementary Target’s Statement by Neverfail
Springwater Limited in relation to an offer by Coca-Cola Amatil Limited.

Transmission has failed in two attempts to eLodge this document.

The information contained i this Fucsimile is confidential between Neverfail Springwater Limited and the intended recipient, Any other parson
receiving this facsitile is required to respest that confidentiality, If this facsimile is received i error, please notify the registered office of Nevertuil
Springwater Limited immediately.
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Key dates

Date of CCA Qffer 13 May 2003
Date of Target's Statement 26 May 2003
Date of First Supplemerary Target's Statemnent 4 June 2003
Close of Offer Period (unless extended) 13 june 2003

Iimportant notices

“his decument s a supplementary staterment 1o the Target's Statement dated 26 May 2003 (Original Statement”) by Neverfail
Sprirgwater Limited which was lodged with ASIC on 26 May 2€03 In response tc the takeover offer by Coca-Cola Amatil Limited for
all of the shares in Neverfall which it does not already own.

This First Supplemrentary Target's Statement is to be read together with the Qrginal Staternent,

Unless the context requires otherwize, defined terms in the Original Statement have the same meaning in this First Supplementary
Target's Statement

Neverfail Shareholder information

Neverfail has es:ablished a shareholder information line which Neverfail Shareholders may <all if they have any queries in relation to
the CCA Offer, T4e telephone namber for the shareholder information fine is 1800 €54 743 which is avaiable Monday to Friday
between $00am and 5.00pm (2ST).

Neverfall notiffes shareholders that, as required by the Corporations Act, calis to the above information line wili be tape recorded.
Further information relating to the CCA Offer can be abtained from Neverfails website at wwwineverfailcomav,
No actount of pertonal drcumstances

This First Supplementery Target's Staternent does not take into account the individual investment oojectives, finandial situstion and
particuar needs of each Neverfai Shareholder You may wish to seek independent financial and taxation advice defore making a
decision as to whether or nat to accept the CCA Offer for your Shares,

Disclaimer regarding forward looking statements

This Frst Supplementary Target's Statement comtains forward looking statements. You should be aware that such statements are only
predictens and are subject to inberent risks and uncei—ainties. Those riss and uncertainties inclucle factors and risks specifc te the
bottled water industry as well as general economic conditions and conditions in the finandal markets, Acual events or resutts may
differ materiafly from the events or results expressed or implied in any forward looking statement and such deviations are beth normal
and 1o be expected. None of Neverfail any of its officers, or any persor named in this First Supplernentary Target's Statemem with
their consent or any person invalved in the preparation of this First Supplerertary Targat's Statement makes any reprecentation or
warranty (efther express or implied) as to the accuracy or likelihood f fulfiment of any forward looking statement, or any everts or
results expressed or implied in any forward looking statement, and you are cawrioned net to place undue reliance on these statements.

The forward locking staterents in this First Supplementary Target's Statement reflect views he'd only as at the date of this First
Supplementary Targets Statement.

ASIC and ASX disclaimer



JUN 94 ’83 11:4@ MCBURNEY & PTS 61 2 2353001 P.4/68

Level 7, Building 2, 423 Pennant Hills Road
Pennant Hills, NSW 2120
Sl

Tel: (02) 94834200

4 June 2003

Sear Neverfail Sharehsider

You should have recently received aTarget's Statement firom Neverfail in response to the offer by Coca-Cola Amatil Limited to
acquire your shares in Neverfail

This First Supplementary Target's Statement sets out the updated recommendation of the Directors of Neverfall in relation to
the CCA Offer following the retease of the Independent Expert's Report prepared by Grant Samwel & Associates Pty Limited.
Recommendation

The Directors rececmmend thal you do not accept the CCA Offer of $2.25 per Neverfall share.

Reasans for the Directors’ recommendation

The key reasons for the Directors’ recommendation to not accept the CCA Offer are set out In the Target's Stazement sent 10
you by Neverfail, which you should read in full

The Directors note that the Indepencent Expert has concluded that the CCA Offer for Neverfail is neither fair nor reasonable
to Neverfail shareholders, and that the Independent Expert has denermined a valuazion range for Neverfail shares of $2.49 -
$2.80. Tis range was derived by reference to capitalised earnings and a discounted cash flow (DCP) analysis, The Independent
Sxpert considers that the muttiples of earvings implied by this valuation rarge of 9.0-9.9 tmes normalised EBITDA are
reasonable when compared with irrplied multples in recent acquistions in the ‘ndustry as well as relevant trading muktiples,
having regard 1o the differences in circumstances. The independent Expert's DCF analysis gives 2 "base case” net present valye
of $2.69 per Neverfall share.

This velyation range takes into account the revision o forecast FY(3 profit announced by Neverfail on 26 May 2003. 3nd coes
net assume any synergies for CCA other than the elimination of listed corrpany costs,

On this basis, the Directors have reafirmed thei- recommendation to Neverfail sharehclders to not accept the CCA Offer.

Enquiries

If you have enquiries in relation to this documart or your shareholding in Neverfail, please do not hesitate to call the Neverfall
shareholder infarmation fine on 1800 656 743, Monday 10 Friday between 9.0Cam and 5.00pm (EST),

We will update Neverfail shareholders with any material developments in relatior to the CCA Offer

Yours sincerely

Geaoff Tomlitson
Chalrman
Neverfail Springwater Limited

Neverfail Springwater Litnited Supplementary Target's Statement |
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1 FIRST SUPPLEMENTARY TARGET’S STATEMENT
1.1 Purpase of the First Supplementary Target’s Statement

This First Supplementary Target's Statement provides information to Neverfail
Shareholders in connection with the release of the Independent Expert’s Report prepared
by Grant Samuel & Associates Pty Limited as to whether the CCA. Offer is fair and
reasonable.

1.2 Findings of the Independent Expert

The Independent Expert has ascribed a value range of $2.49 - $2,80 to each Share. This
range was derived by reference to capitalised carnings and a discounted cash flow (DCF)
analysis. The Independent Expert considers that the multiples of earnings implied by this
valuation range of 9.0-9.9 times normalised EBITDA are reasonable when compared with
implied multiples in recent acquisitions in the industry as well as relevant trading
multiples, having regard to the differences in circumstances. The Independent Expert's
DCF analysis gives a "base case” net present value of $2.69 per Share.

In the opinion of the Independent Expert, the CCA Offer is neither fair nor reasonable.

Neverfail Shareholders should read the Independent Expert's Report set out in
Annexure A of this First Supplementary Target's Statement in full.

1.3 Directors’ recommendation
The Directors continue to recommend that you do not accept the CCA Qffer.
14 Reasons for the Directors’ Recommendation

The key reasons for the Directors’ recommendation to not accept the CCA Offer are set
out in the Target’s Statement sent to you by Neverfail, which you should read in full.

The Directors have had regard to the Independent Expert’s Report in asseésing the CCA
Offer in this First Supplementary Target's Statement, and contivue to recommend that
you do not accept the CCA Offer.

2 Additional Information
2.1 Consents

Mallesons Stephen Jagues has given and not, before the date of this Supplementary
Target’s Statement, withdrawn its consent to being named in this Supplementaxy Target's
Statement as legal adviser to Neverfail in the form and context in which it is named.

Carnegic Wylie & Company Pty Ltd has given and not, before the date of this
Supplementary Target’s Statement, withdrawn its congent to being named in this
Supplementary Target’s Statement as financial adviser to Neverfail in the form and
context in which it is named.

Grant Samucl & Associates Pty Limited has given and not, before the date of this
Supplementary Target’s Statement, withdrawn its consent to being named in this

2 WNeverfall Springwacer Limited Supplerrentary Target's Statement
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Supplementary Target’s Statement as the Independent Expert in the form and context in
which it is named and to the inclusion of the Independent Expert’s Report and statetients
based on statements tade in the Independent Expert's Report in this Supplementary
Target’s Statement in the form and context in which they are included.

2.2  Date of First Supplementary Target’s Statement

This Suppleroentary Target's Statement is dated 4 June 2003, which is the date on which it
was lodged with ASIC,

Signed pursuant to a resolution passed by the directors of Neverfail Springwater Limited on
3 June 2003,

Director

Neverfail Springwater Limited Supplementary Target’s Statement 3
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ANNEXURE A - INDEPENDENT EXPERT'S REPORT

Neverfail Supp TS1.D0OC

4 Neverfail Springwater Limited Supplementary Target’s Statement
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GRANT SAMUEL
[ ] [ | GRANT BAMUEL & ASS0CIATES

LEVEL 18 SOVERNOR MASAUARIE TOwed
2 June 2003 1 FARRER PLACE SYDNEY NEW 2000
GPO BOX 4201 SYONEY KBW 2001
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www.grantsgmugl, pom ay

The Directors

Neverfai! Springwater Limited
Le¢vel 7, Building 2

423 Pennant Hills Road
PENNANT HILLS NSW 2120

Dear Sirs

Takeover Offer by Coca-Cola Amatil Limited
1 Introduction

On 29 April 2003, Coca-Cola Amatil Limited (“CCA") announced its intention 1o meke an off-market
takeover offer for all the ordinary shares it Nevecfail Springwater Limited (“Neverfail”) that it does not
already owm gt & price of 5$2.25 cash per share (“the CCA Offer”). CCA acquired a stake of
approximately 15% in Neverfail immediately prior to announcing the offer.

The CCA Offer is subjoct to a number of conditions which are set out in full in the Bidder’s Statement by
CCA. The key condirions arte:

" approval of the acquisition under the Foreign Acquisitions and Takeovers Act; and

®  CCA and its associates obtaining 8 relevant interest in at least 90% of the number of Neverfail
ordinary shares on issue,

CCA i3 the largest bottler of non alcoholic beverages in the Asia Pacific region. It operates in six
countries - Australia, New Zenland, Papua New Guines, Fiji, South Korea and Indonesia While its
primary products are the carbonated soft drink brands of The Coca-Cola Company, CCA is also a major
participant in the bottled water industry in Australia, Operating uader several brands including Mount
Franklin, Deep Spring aad pump, it primacily sells packaged bottled water (containers of less than 3
litres) through retail channels, CCA hes no operations in the heme office and delivered (“HOD")
segment of the water industry, CCA is listed on the Australian Stock Exchange (*ASX™) and has a
market capitalisation of approximately $3.9 billion,

There is no regulatory requirement for Neverfail to commission an independent expert's report in refation
to the CCA Offer. However, the directors of Neverfail have engaged Grant Samuel & Associates Pry
Limited (“Grant Samuel™ to prepare an independent expert’s teport in telation to the CCA Offer as if &
report was required pursuant o Section 640 of the Corporations Act. This report is to set out whether, in
Grant Samuel’s opinion, the CCA Offer is fair and reasonable. Grant Sarmuel is independent of Neverfail
and has no other involvement with, or interest in the outcome of, the CCA Offer. A copy of the report is
to be despatched to shareholders prior to the closing of the CCA Offer.

2 Sumumary of Opinion

In Grant Samuel's opinion, the CCA Offer Is not fair or reasonable. Grant Samuel estimates that
the value of Neverfall is in the range $2.49-2.80 per sharc. This estimate represents the full
underlying value of Neverfail's business operations and includes a premium for control. It reflects
the current and potential performance of Neverfall and takes fnto accouut the expected growth ia
its operations and the strategic attractions of Neverfail toe CCA and other participants in the bottled
water industry, The CCA Offer is 52.25 cash per share. Accordingly, Grant Samuc] has concluded
that the CCA Offer is not fair. The CCA Offer is also not reasonable. There are no other factors
which suggest that {t would b¢ in sharcholders’ interests to accept an offer that is not fair.

GRANT SAMUEL & ASSQCIATER PTY LTO ABN 38 050 038 372
Neverfall Springwater Limited Supplemertary Target’s Staterrent 5
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GRANT SAMUEL

3 Key Couclusioas

"  Grant Samue! has valued Neverfail in the range $2.49 to $2.80 per share. Accordingly, the
CCA Offer is not fair,

Grant Samuel estimates that the value of Neverfail is in the range $2.49-2.80 per share. The
valuation is summarised below:

Nevertfail - Valoatien Sontmary (5 niblions)
IR et . Value Range: - L
olewe oy By

Operating business ‘ C O 3000 3300
Net borrowings as 1t 30 April 2003 , (65.4) (65.4)

Other assets / (liabilities) 129 134
Netamebvaton: o0 e T
Fullydxlutcdshuesonmuc\mllm)" . .
| Valueperghape .. D TR LT g T L g

The value of Neverfail has been assessed by estimating the market value of Neverfail's business
operations and other assets and deducting external borrowings and nen trading [abilities as at 30
April 2003. Neverfail’s operating business has been valued &t $300-8330 million by reference to
capitelised earnings (primarily the revised forecast to 30 June 2003) and a discounted cash flow
analysis. The valuation i3 appropriate for the acquisition of Neverfail as & whole and includes a
premium for control. The value does not include synergy benefits unique to CCA., The value
exceeds the price at which Grant Samuel would expect shares in Neverfail to trade on the ASX in
the absence of a takeover offer or similar transaction.

The CCA Offer is $2.25 per share. Accordingly, the CCA Offer is not fair.

®  The focus on the shortfall in the forecast results to 30 June 2003 has obscured the underlying
strength and performance of the business.

Neverfeil released revised forecasts for the year ending 30 June 2003 on 26 May 2003. The net
profit of $11 mallion was well below analysts’ forecasts of $12 million or more. There was
considerable negative reaction to this shortfall in both analyst and media commentary. The share
price fell to below $2.35.

The reaction is wnderstandable and, in part, is probably aitributable to excessive optimism at the half
year coupled with probletus in the second half from poor implementation of certain changes in the
business. Clearly, Neverfail is perceived not to have delivered on promised growth and there is now a
need to restore credibility with investors. However, focus on this aspect tends to obscure the fact that:

' Assumes all in the monsy options are converted w ordinery shares,

. ’ Page 2
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«  the forecast performance for the year (admittedly with a relatively poor second half) shows
strong growth with EBITDA® snd EBITA' up 15% and eamings per sbare (before
amortisation) up 12%. Net profit before tax (and smoctisation) is forecast to grow by 21.5%;

+  the EBITDA result for the year of $32.4 million is only $1.3 million, or 4%, below the median
of analysts' forecasts;

+  the Neverfail business shows remarkably consistent perfonmance in areas such as:
~  new customer signings;
= revenue and expense patterns; and
- earnings margins (as 2 praportion of sales and per custormer);

»  operating cash flow and net cash flow generation is improving, with capital expenditure down
from the peaks of 2001 and 2002 to sustainable levels around $10 million per annum;

«  the problems that afilicted the second half have now been largely resolved; and
= the attractive growth dyaamics for the bottled water industry remain [n place.

*  The multiples of carnings implied by the valuation reflect Neverfail’s growth potential and
strategic position in the bottled water industry.

The valuation of Neverfail's business operations implies the following multiples:

Neverfail .- lmplicd Muitiples

R T iLew s Coo ¢ Hlghe o
Maultiple of EBITDA
Repoeted histotical (year ended 30 Juas 2002) 106 1.7
Forecast (yeur onding 30 June 2003) 93 102
Normalised sdjustod forccast (yoar ending 30 Junc 2003) 9.0 9.9
Multipie of EBITA
Reportod historieal (year ended 30 Junc 2002) 144 15.9
Forccast (ycar ending 30 June 2003) 125 13.8
Narmalised adjusted forecast (ycar ending 30 Junc 2003) 120 13.2
Multiple of nct profit after tax (carningy per share) before amortisstion
Reportod historical (yoar onded 30 Juno 2002) 20.8 233
Forocast (year ended 30 Junc 2003) 186 20.¢
Normalised adjusted forecast (year ending 30 June 2003) 176 19,7
Muitiple of net tangible assets (st 3 April 2003)
Ungeared 52 5.7
Multiple of Sates
Historical 4.3 47
Foreoast 3.9 43
Value per cooler (as at 30 June 2003) $2,639 52,902
2 Eamings before net interest, tax, depreciation and amartisation.
*  Bamings before net interest, tax and amortisation of goodwill,
Paged
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The notmalised forecast EBITDA and EBITA for the year ending 30 June 2003 are based on
Neverfail's revised forecast, adjusted to excluda the following items:

«  public listed company costs (directors’ fees, share registry ete.); and

o various obe-off iterns that affected the year to 30 June 2003 (net cost of the change in
distribution systems, bottle cracking problems in Western Australia, profit on sale of surplus

property etc.).

Grant Samuel considers this measur¢ of eamings to be the most relevant in terms of assessing the
value of 100% of the Neverfail business. These multiples were assessed having regard to:

e the growth prospects of the Neverfail business. Bottled water. sales volumes have been
growing in both Austratia and globally ot rates of moore than 10% per annum and appear likely
to continue to do so for some time yet. The HOD segment in Australia has shown similar,
atbeit slightly lower, growth to the total bottled water category and reasonably strong levels of
growtb are expected to continue for some years, Penefration levels for HOD in Australia are
well below other countries such as the United States and the residential sector in particutar is in
the early stages of development. Neverfail has other arsas of growth potential such as the
“retail” packaged water segment (up to, say, 3 litres) and overseas sales of its innovative
Homespring cooler unit designed for residential customers.

The multiples of 9.0-9.9 times normatised EBITDA and 12.0 to 13,2 tmes normalised EBITA
ar¢ considered reasoneble for a business with the growth potential of Neverfail;

+  the robustness of the business and the benefits of its clear leadership in the HOD segment.
Thert are significant barriers o entry (primarily distribution econommics) which rmtan new
entrants face a long development period before strong cash flows emerge. Neverfail has a
share of approximately 65% of the HOD watex segment in Austrelio and a nationwide
operation. This share underpins the efficiencies of its distribution operation {route density) and
mesns that it enjoys & strong competitive sdvamtage in terins of operating costs;

»  the strategic attraction of the business to a range of potential acquirers. It represents the only
opportunity to acquire leadership of the Australian HOD watet market segment, There is no
comparable target in Australia. For some acquirers there may also be other opportunities to
leverage the brand;

=  the multiples implied by recent acquisitions in the HOD water business particularly in Europe
and the United States. There has been substantial merger and acquisition activity in the seclor
although data on valuc parameters is relatively limited. The transactions for which data is
available show historical EBITDA multiples generally in the range 10-15 times but sometimes
much higher and historical revenuc multiples of up to 4.7 times. At the same time, it necds to
be recognised that:

— Australia s geographically isolated, relatively small and has moderate growth
expectations in the HOD segment compared to some other markets such as Europe or
developing countries in Asig;

= meny of the other transuctions offered the acquirers importent strategic benefits or
synergies such as:

- infegration with existing businesses;
- meaningful steps towards completion of national or pan Eurepean platforms;

- ¢ntry into an important market with high growth potential (which includes much of
Western Europe); and

- significant strengthening of market position in the United States, the world's largest
hottled water market; and

Poge 4
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- seversl were relatively early stage businesses with low profit marging but had scope for
gubstantisl improvement,

In contrast, Neverfail is a well established business that already enjoys high market sharc, high
margins and healthy cash flows. It does not ¢ffer the same level of upside potential or synetgy
benefits.

These factors suggest that the multiples appropriate for Neverfail are lower than the
interaational comparables. In Grant Samuel’s opinion, the lower implied EBITDA multiples of
9.0 to 2.9 for Neverfail adequately reflect these differences;

«  the multiples applying to other listed service companies and smaller companies of similar size
in general that are listed on the ASX. While the implied multiples for Neverfail are
comparatively higher they are not unreasonable in the context of a change in control event (je.
including & premium for control); and

»  the level of free cash flow. With the growth In EBITDA and reduction in capital expenditure,
free cash flow from operations is now approaching $20 million {before tax) per anaum and
represents an increasing proportion of EBITDA.

2 A discounted cash flow analysis gives a “base case” net present value for Neverfail of $2.69 per
share. .

Grant Samuel has prepared 2 discounted cash flow analysis based on projecting ungeared after tax
nominal cagh flows of Weverfiil from 1 July 2003 to 30 June 2013 (“the 10 Year Model”). The cash
flows were discounted using a welghted average cost of capital of 10%, The analysis utiliscs a
“base case” which reflects the following assumptions:

«  gross new signings of 35,000 in 2003/04 growing at 4% per antum for five yesrs, reducing to
2% thereafter (but with higher growth in the Homespring residential component), Coupled
with a reduction in the chum rate, the overall effect is 8 net growth in customers of 5-6% per
anaum until 2011 and slightly under 5% thereafter;

+  water consumption per customer is constant and bettle prices grow at the rate of inflation
{25%). Cooler rentals rernain constant in nominal terms; and

«  operating ¢osts are based on a variety of relationships:
—  distribution costs are based on the new per bottle distribution arrangements; and

- overhead costs grow at the rate of inflation plus a growth factor that is a proportion of the
increase in customer numbers.

The cash flows wete projected for the 10 year period fo 30 June 2013 at which point a terminal
value was calculated based on a perpetual growth rate of 3.2% (equivalent to an EBITDA multiple
of 7.5 times), Ou the basis of these assumptions, the net present valie of Neverfail's business
oporations is $319.7 million which results in a value per share of $2.69,

Page §
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The following table sets out a sensitivity analysis:

Neverfail -- Sensitiviey Analysis
e e

1 Chinnge ta Vailiedon Parametss | yeron - - - Bresent Vaine
L Dt L e siend S %
Net present value based o operating assuniptions in the mode ne.7
Variations to the agsuraptions:
) ’ 11.0% 277.0 @n 134
Discou rate 9.0% 7.1 584 +183
5% 2948 @0 EX)
Pespetual growih rate 4.5% 3539 ur  +107
i i 10% lower cach year 3336 139 +4.3
Capital cxpondi
i e 10% higher cach year 305.8 (13.9) 4.3
Gross signing of acw cooler 5,000 custamerg lower in 2003/04 302.5 (17.2) -54
customers 5,000 customers higher in 2003/04 348.9 292 +4.1
1% highcr cach yar 300.4 (10.3) EY)
Armual ccoler cugtomer chum 1% lowar cach year 330.5 108 +34

The seenarios analysed are arbitrary but reflect concerns that potential buyers of the busincss would

- have. The scenarios analysed do not, and do not purport to, represent possible best and worst case
scenarios that Neverfail could face. They are simply theoretical indicators of the sensitivities of the
10 Year Model.

3 The CCA Offer is not veasonable,

In some takeovers, there are circumstances which suggest that, while an offer is not fair, it is
vevertheless reasonable and should be accepted by shareholders. In Grant Samuel’s view, there are
no such circumstances in this case:

«  there is a realistlc prospect that a higher offer will be made to Neverfail shareholders, either by
CCA or by an alternative bidder. Given the relatively low premium implied by the CCA Offer,
the strategic value for CCA and the level of synergies likely to be availeble to CCA it is not
unreasonable to expect that CCA would be prepared to increase its offer price to secura control
of Neverfail if it receives minimal acceptances of its current offer,

= Neverfail should also be attractive 1o others, particularly major participants in the international
bottled water industry notwithstanding the limitations of the Australian market, Neverfail
represents a once only opportunity to acquire leadership in the Australian HOD water industry.
If CCA is successful, it (s unlikely that any similar or repeat oppovtunity will arise for &
congidersble period. The limited tmeftarae and CCA's existing 15% shareholding in Neverfail
are issues but should not b¢ sn impediment to & counter bidder convinced of the strategic
importance of acquiring the Neverfail business. In this context, it will be in sharcholders’
interests to ensure altemative offerors have the maximum time to take action;

«  the offer price of $2.25 represents a premium to the Neverfail share price immediately prior to
the announcement of the CCA Offer (31.85) of 22%. A takeover premijum at this level is af the
low end of the premiums typlcally paid in successful takeover offers, The opening offer in 2
hostile takeover bid seldom represents the offeror’s view of the full value; and

« @t the date of this report shareholders could realise superior value by selling on market rather
than accepting the CCA Offer. Neverfall shares have uaded above $2.25 since the
announcement of the CCA Offer,

Accordingly, in Grant Samuel’s opinion the CCA Offer is not reasonable. At the same time, it needs
to be recognised that rejection of the CCA Offer carries risks, it appears that trading in Nevettail
shares subsequent to the announcement of the CCA Offer reflects an cxpectation that the offer price

Page 6
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will b¢ in¢reused or that & counter bidder will coms forwsrd, If the CCA Offer lapses and 0o counter
bidder emetges it is likely that the Neverfail share price would initinlly fall back towards pre bid levels,
particularly in view of'the shortfall in forecast 2002/03 eamings compared to mariet ¢xpectations,

On the other hand, Neverfail shares traded at prices above $2.25 as recently as December 2002,
While equity markets are now weaker and thete may be lower growth expectations for Neverfail
(particularly after the 2002/2003 revised forecast), it is not unrealistic to expect that, if the current
short term growth expectations are met, Neverfail shares could trade at prices near 10 the CCA Offer
in the foreseeable future. The Neverfail share price has been adversely impacted by limited liquidity
which may not occur in more positive circumstances. Moregver, the share price may be supporied
by & market perception that CCA and others are interested in securing full control of Neverfail.

However, there can be no assurance that the share price would achieve these levels. Shareholders wiil
be exposed to the future performance of Neverfuil and the cisk that it does not achieve its growth
objectives. Shareholders will also be exposed to the vagaries of future equity market conditions.

®  CCA can achieve substantial synergies from acquiring Neverfail.
CCA is expected to be able to realise substantial synergies in acquiring Neverfail inéluding:
« elimination of public listed compaty costs;
«  reduction of senior management positions and ather corporate administration costs;
¢  elimination of duplicated functions (eg. call centre management);

«  the potential 1o mtilise the Neverfail brand in the retall chaanel for packaged bottled water (up
0 3 litres) using CCA's existing distribution network;

« utilisation of Neverfail's production capacity for CCA’s existing water products;
= utilisation of Neverfail's distribution network to sell CCA products; and

o  cost savings through accessing CCA's scale in procurement, manofacturing, logistics and
information technology.

CCA has not released any estimates of the benefits from the acquisition of Neverfail and their
achi¢vability is not certain, A detailed review will be undertaken by CCA fellowing acquisition.
Neverfail has estimated the benefits to be in the range $35-10 million per annum but they may be
higher or lower,

It would eppesr that little of these synergy benefits are reflected in the offer price of $2.25,
Moreover, Grant Samuel's valuation excludes any consideration of synergy benefits (except for
savings in public listed company costs which are available to sll acquirers). 1f the anticipated
gynergles exist, the value of Neverfall to CCA s materially higher than Grant Samuiel’s valuation of
$2.49 to $2.80 per share.

On the other hand, the majority of the synergies are unique to CCA as the most likely Interested
parties do not generally have existing bottled water operations in Australia. Most would only save
the public Hsted company costs although there would be strategic benefits such as enhancement of
global platforms (for some acquirers).’ The benefits to CCA are therefore arguably greater than they
are to any other potential acquiter,

The extent to which CCA deems it necessary to “pay away” (ie. pay Neverfail shareholders) for
these unique benefits is essentially a question as to the relative bargsining position between CCA
and Neverfail sharehiolders and whether or not any altemative offer arises. In the absence of a
countar bidder, shateholders’ only leverage is to not accept the offer (recognising that this involves
risks).

Page?
Neverfail Springwater Limited Suppiementary Targsts Statement !



- JUN B4 ’83 11:46 MCBURNEY & PTS 61 2 2353801 P.15/68

GRANT SAMUEL

4 Other Matters

The acceptance af rejection of the CCA Offer Is a matter for individual shareholders, based on their own
vigws as to valye and future market conditions, risk profile, liquidity preference, portfolio strategy and tax
position. Shareholders who are in doubt a3 to the action they should take in relation to the CCA Offer
should consult their own professional adviser.

This letter is a summary of Grant Samuel’s opinion. The full report from which this summary hes been
extracted is atrached and should be read In conjunction with this summary.

‘The opinion is mads 08 at the date of this letter and reflects circumstances and conditions as at that date.

Yours faithfully
GRANT SAMUEL & ASSQCIATES PTY LIMITED

Craitumel 4 SociZa

Page 8
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1 Details of the Offer

On 29 April 2003, Coga-Cola Amatil Limited (“CCA”) announced its intention to meke an off-market
takeover offer for all the ordinary shares in Neverfuil Springwater Limited (“Neverfail”) that it does not
alreedy own at a price of $2.25 cash per share (“the CCA Offer”). CCA acquired a stake of
approximately 15% in Neverfail immediately prior to announcing the CCA Offer.

The CCA Offer is subject to & number of conditions, which are set out in full in the Bidder's Statement by
CCA. In summary, they are:

¥ approval of the atquisition under the Foreign Acquisitions and Takeovers Act;

= CCA and its associates obtaining & relevant interest in af least 90% of the number of Neverfail
ordinary shares on issuc;

® o orders being made by, or applications made ta, & public suthority which restrain or prohibit, ot
otherwise materislly adversely impact upon the CCA Offér or the completion of eny transaction
contemplated by the CCA Offer;

¥ no prescribed occurtencs in section 652C of the Corporations Act oceurting in relation to Neverfail;
and

®  no event, change or condition having occurred, been sunounced, or becoming known to CCA which
has had, or is reasonably liksly to have, & material adverse effect on the Neverfuil group.

CCA is the largest bottler of non alcoholic beverages in the Asia Pacific region. It operates in six
countrics — Australia, New Zealand, Papus New Guinea, Fiji, South Korea and Indonesia, CCA is listed
on the Australian Stock Exchange (“ASX™) and has a market capitalisation of approximately $3.9 biltion,
The largest sharebolder in CCA is The Coca~-Cola Company which has a 35% shartholding,

The primary business of CCA is the manufacture and sale of carbonated soft drinks (under brands such as
Coca~Cola, Fanta, Sprite, Lift, et¢,). CCA is the franchizee bowler of The Coca-Cola Compsny {which
owns the brands) in each of the countries where it operates,

In Australia, CCA is also & major producer of packaged bottled water with various brands including
Mount Franklin, Deep Spring and pump (some of which are owned by CCA directly), CCA generally
markets water in confainers up to 3 litres and sells through a variety of retail channels inciuding
supermarkets, convenience stores, petrol stations and outlets such as bars, restaurants and clubs,

Page |
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2 Scope of the Report
2.1  Purpose of the Report

There is no reguiatory requirement for Neverfail to commission an independent expert’s report in
relation to the CCA Offer. However, the directors of Neverfail have engaged Grant Samuel &
Asgociates Pty Limited (“Grant Samuel”) to prepate an indepenident expert’s teport in relation to
the CCA Offer as if a report was required pursuant to Section 640 of the Comorauons Act. This
report is o set out whether, in Grant Samuel's opinion, the CCA Offer is fair and reasonable,
Grant Samuel is independenat of Neverfail and hes no other involveraent with, or intersst in the
outcome of, the CCA Offer. A copy of the report is to be despauched to shareholders priar to the
closing of the CCA Offer.

This report has been prepared to assist the directors of Neverfail in adviging shareholders in
relation to the CCA Offer. The report should not be used for any other purpose. In paticular, it is
not intended that this report should be used for any other purpose other than as an expression of
Grant Samuel’s opition as to whether the CCA Offer is fair and séasonable,

2.2  Basis of the Assessment

The term “fair and reasonable” has no legat definition although over time a commonly accepted
meaning has evolved. In the context of a takeover, an offer is considered to be fair and reasonzble
if the price fully reflects the value of a company’s underlying businesses and assets,

Policy Statetnent 75 issued by the Ausiralian Securities Commission, the predecessor to the
Australian Securities & Investrnents Commission (“ASIC™), attempts to provide & precise
definition of fair and reasonable. The Policy Statement continues earlier regulatory guidelines
which create a distinction between “fuir” snd “reasonable”. Fairness is said to mvolve &
comparison of the offer price with the value that may be attributed to the securities which are the
subject of the offer based on the value of the undarlying busincsses and assets. In determining
faimess any existing entitlement to shares by the offeror is to be ignored. Reasonableness is said
to involve an analysis of other factors that shareholders might consider prior to accepting a
takeover offer such as:

®  the offeror’s existing shareholding;

= other significant shar¢holdings;

= the probability of sn altemative offer; and

u  the liquidity of the mazrket for the target company's shares.

A takeover offer could be cousidered “reasonuble” if there were valid reasons to accept the offer
notwithstanding that it was not “fair”.

For the purpose of this report, Grant Sarmuel has treated “fair” and “reasonable” as separate
concepts in accordance with Policy Statement 75, Faimess is a more demanding criterla. A “fau'”
offer will always be “reasonable” but & “reasonable” offer will not necessarily be “fair”.

A fair offer is one that reflects the full market value of a company’s businesses and assets. A
takeover offer that is in excess of the pre-bid market prices but less than full value will not be fair

. but may be reasonable if shareholders are otherwise unlikely in the foreseeable future to realise an
amount for their shares in ¢xcess of the bid price. This is commonly the case in takeover offers
where the bidder already controls the target company. [a that situation the minority shareholders
have little prospect of recsiving full value from a third party offeror unless the controlling
shareholder is prepared to self its controlling shareholding,

Page 2
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Grant Samuel has detennined whether the CCA Offer is fair by comparing the underlying value of
Neverfail with the offer price. In considering whether the CCA Offer is reasonable, the factors
that have been considered include:
n  the estimated value of Neverfail relative to the offer price;
8 the existing shareholding structure of Neverfail;
3 the likelihood of an alternative offer or altemative transactions which could realise fair valug;
© ®  the likely market price and liquidity of Neverfail shares in the absence of the CCA Offer; and

®  any disadvantages for Neverfail shareholders of accepting the CCA Offer.

23 Soureés of Iaformation

The following information was utilised and relied upon, without independent verification, in
preparing this report:

Fublicly Avatlable Information
®  the Bidder's Statement relating to the CCA Offer issued by CCA,

= the Target’s Statement dated 26 May 2003 issued by Neverfall;

Neverfail's prospectus dated 21 May 1999 relating to its initial public offering;

= wnnual reports of Neverfail for the four years ended 30 June 2002;

the half yearly report for Neverfail for the six months ended 31 December 2002;

corporate brochures and other publicly available information on the business operations of
Neverfail including information available on Neverfail's website;

®  press releases, public announcements, media and analyst presentation material and other
public filings by both Neverfail and CCA,;

" industry data and reports for the bottled water industry;
" recent press articles on Neverfail and its competitors;

"  recent brokers reports on Neverfail and CCA and coraparable publicly listed companies from
a variety of stockbroking firms and investment banks; and

% other information on the bottled water industry and the broader non alcoholic beverages
mdustry and publicly listed companics with operations broadly comparsble to Neverfail
including annual reports, interim financial regults, websites, broker analyst reports, press
Teports, mdust:y studies and information regarding the prospective finanvisl perfomanw of
¢ompanies in Australia and overseas.

Non Public Information provided by Neverféil

" management accounts and monthly management repotts for periods up to 30 April 2003;

®*  board papers up 1o May 2003;

®  Neverfail's latest forecast results to 30 June 2003 (based on actual results for the 10 months

to 30 April 2003 and forecasts for May and June 2003) and supporting report on factual
findings by the auditors; and

Page 3
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= other confidential documents, presentations and working papers provided by Neverfail.

Grant Samue] held discussions with senior menagement and directors of Neverfail and its financial
adviger.

2.4 Limitations and Reliance on Information

Grant Samus] believes that its opinion must bé considered as a whole and that selecting portions of
the analysis or factors considered by it, without considering all factors and analyses together, could
¢reate a misleading view of the process underlying the opinion. The preparation of an opinion is 4
complex process and is not necessarily susceptible to partial analysis of summary,

Grant Samuel’s opinion i3 based on economic, sharemarket, business trading, financial and other
conditions and expectations preveiling at the date of this report. These conditions can change
significantly over relatively short periods of time. If they did change materially, subsequent to the
date of thia repart, the opinion could be different in these changed ciroumstances. However, Grant
Sammuel has no obligation or undertaking to advise any person of any change in circumstances
which has come to iis attention after the date of this report or to review, revise or update its report
or opinion.

- This report is also based upon fimencial and other informmation provided by Neverfail and its
adviser. Grant Samuel has considered and relied upon this information. Neverfail has representad
in writing to Grant Samuel that to its knowledge the information provided by it was complete and
not incorrect or misleading in any material agpect.

The information provided to Grant Samuel has been evaluated through analysis, Inquiry and
review for the pumposes of forming an opinion as to whether the CCA Offer is fair and reasonable.
However, Gramt Samuel does not warant that its inguiries have identified or verified all of the
matters that an audit, extensive examination or “due diligence” investigation might disclose. Due
diligence is beyond the scope of an independent expert putticularly in the time frame available for
the preparaton of an expert’s report. In any event, an opinion of the kind expressed in this report
is more in the nature of an overall review rather than a detailed audit or investigation.

Preparation of this report does not imply that Grant Samuel has audited in any way the management
accounts or other records of Neverfail. It is understoed that the sccounting infonmation that was
provided was prepared in accordance with generally accepted accounting principles and in & msuner
consistent with the method of accounting in previgus years (except where noted),

An important purt of the information used in forming an opinion of the Kind expressed in this
report is comprised of the opinions and judgement of management. This type of information was
also evaluated through analysis, inquiry and review to the extent practical. However, such
information is often not capable of external verification or validation.

The information provided to Grant Samue! included budgets, forecasts and projections for Neverfiil
prepared by management of Neverfull, in particular the latest forecast for the year ending 30 June
2003. Neverfail is responsible for the forecasts. Grant Samuel bas used and relied on these forecasts
for the purposes of its analysis. Grant Samuel has assumed thar these forecasts were prepared
appropriately and accurately based on the information available to managemen: at the time and
within the practical constraints and limitations of such estimates. Grant Samucl hss assumed thet
these forecssts do not reflect any materisl biss, either positive or negative and has no reason to
believe otherwise. The major assumptions underlying these forecasts were reviewed by Grant
Samuel in the context of current economic, financial and other conditions. The achievability of these
forecasts is not watranted or guerenteed by Grent Samuel. Futute profits and cash flows are
inherently uncertain. They are predictions by management of future events that casnnot be ussured
and are necessarily based on assumptions, many of which are beyond the control of Neverfail o1 its
management. Actual resufts may be significantly more or less favourable.

As part of its valuation analysis, Grant Samusl prepared a discounted cash flow analysis based on
a financial model (“the 10 Year Model"). Grant Samuel has reviewed the sensitivity of the

Pagad
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discounted cash flow analysis to changes In key variables, The sensitivity analysis isolates a
limited number of assumptions which are inputs to the 10 Year Model and shows the impact of the
expressed variations to those assumptions, - No opinion is ¢xpressed as to the probability or
otherwise of those expressed variations ocoutring, Actual variations may be greater or less than
those modelled. In addition to not representing best and worst outcomes, the sensitivity analysis
does not, and dees not purport to, show the impact of all possible variations to the business model.
The actual performance of the business may be negatively or positively impuctéd by & runge of
factors itrcluding, but not limited t0;

% changes to assumptions other than those considered in the sensitivity analysis,

8 greater or lesser variations vo the assumptions considered in the sensitivity analysis than those
modelled; and

= ' combinations of different variations to a number of different assumptions that may produce
outcomes different to the combinations modeiled,

In forming its opinion, Grant Samuel hag also assumed that:

= matters such as title, compliance with laws and regulations and contracts in place are in good
standing and will remain so and that there are no material legal proceedings, other than as
publicly disclosed,

®  the information set out in the Target's Statement sent by Neverfail to its shareholders is
complete, acourate and fairly presented in all material respects; and

% the publicly available information relied on by Grant Samuel in its analysis was accurate and
not misleading. ‘

To the extent that thore are legal issues relating to assets, propertics or business interests or issucs
relating to compliance with' applicable laws, regulations and policies, Grant Samuel assumes no
responsibility and offers no legal opinion or interpretation on any issue,

Page 5
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3 Profile of Neverfail
3.1 Background

Neverfail was established as 4 family business in 1987 in New South Wales to develop a direct
delivery bulk bottled water aud cooler rental business. Neverfail was modelled on an established
similar business model in the United States which is referred to as the home and office delivered
(“HOD'") water business. The initial target was cornmercial businesses that might wish to provide
a supply of fresh spring water to employees, Queensland operations started in 1988 and there was
an ‘expansion into Victoria in 1989, Neverfail’s initial strategy was to develop & leading position
in the major eastem seaboard citles of Sydney, Melbourne and Brisbane and focus on the
profitable CBD commercial zonez in these cities. It has continued to build the business through
both organic growth aad acquisition,

The Agua Vital brand was acquired in January 1996 from AV Holdings Limited. Agua Vital was
{nvolved in the delivery of bulk bottled spring water {o commercial and residential customers in
Western Australia, South Australia, Queensland and New South Wales, The acquisition provided
Neverfail with o leading market position in the bulk bottled water industry in Perth, Adelaide and

. Townsville as well as a minor position In the retall packaged warer industry in Queensland and
Western Australia,

In mid 1999, Neverfail undertook an initial public offering (“IPO™) &nd ruised approximately $113
million (before costs) of which $62.5 million was new capital. The company was listed on the ASX
on 1 July 1999 with an initial market capitalisation (based on the retail offer price of $2.00 per share)
of $185 million. The primary purpose of the IPO was to mise capital to repay deb, which would
provide Neverfail with more financial flexibility to capitalise op growth prospects (including growth
through acquisition). The company’s strategy was to build on its national platform to become the
leading participant in each geographic location and the only national operator,

Neverfail acquired the water cooler business (including some companies) from the Piccadilly
group of companies (“Piccadilly”) in February 2000 for $15.8 million. Piccadilly was the leadimg
producer of bottled water in South Australia, This business absorbed Neverfail's existing
operations in Scuth Australia. Eight months later, Neverfail acquired the water cooler business of
Saluté Australasia Pty Limited (“Saluts™ for $11.7 million. Salwé was a small bottled water
business in Westermn Australia. Neverfail also acquired two other small water cooler businesses,
the Aquelle business ($0.7 million) and the Cottonwood Valley business (50.9 million) in August
2001,

Today, Neverfail is the clear market leader with a 65% share of the HOD water business and has
operations throughout mainland Australia (except in the Northern Territory).

3.2 The Bottled Water Industry
3.2.1 Industry Structure

Neverfail operates ptimarily in the bottled water category of the non alcobolic beverage market.
Other categories within the non alcoholic beverage market include the soft drink, fiuit juice,
milk, tea and coffes catepories. The bottled water category is in tm divided into two segments:

" the bulk water segment; and
®  the retail packaged water segment.

Neverfail participates predorainately in the first of these segments. The HOD component
of the bulk water segment normally involves large (10 0 20 litres) recyclable containers
delivered direct to customers’ premises who often rent & water cooler from the supplier to
serve as the water dispenser and chiller. The retail packaged water segment sells water in
contginers ranging from 350ml to 10 liwes in vapacity (but generally less than 2 fitres) and
i normally distributed through rotail outlets such as grocery stores and supetmarkets end

. Bage 6
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through direet delivery to service stations, restaurants, bars and night clubs. Neverfail has
very limited participation in the retail packaged water segment.

322 Growth

Bottled water is the fastest growing category of the non alcoholic beverages market in
Australia and internationally. The United States, the world's largest bottled water market,
has been growing at close to 10% per annum for the last decade and per tapita consuaption
has doubled over this period. The following table shows average annual growth rates in the
toml botlled water industry over the last five years for the 10 largest couatries ranked by
Liv.H

1eading Countries Conumption Growth 1997-2062

 Country Gn-totad yolumearder) .= - 750 e % Growth per Aimpuon (Vokimae)
United States 2.7

Mexico 7.1

Clilng . %2

fly 5.1

Bazil 196

Germany 18

France 08

Indoncsia 22.1

‘Thailand 63

Sain | N

Others 123 )
.Anl P . R ::' ¢ e . . " ERRE .10'3..

Source: Beverage Markefing Corpotation (Boitled Water Raportet April/May 2003}

The table shows below average growth in developed Europesn countries and very high
growth in devetoping countries such as China and Indonesia, At the same time, these
mature European markets have very high Jevels of consumption per capita (including 8 high
component of mineral water consumption).

In Australia, bottled water consumption has grown by more than 12% per annum over the
last five years, a highet rate then the United States or major Europeun countries, However,
the Australian market is relatively undeveloped compared to Europe (which has a long
¢stablished rnineral water business) or the United States and per capita consumption
1emains low by comparison with these countries.

While retail packaged water has grown particularly strongly, the HOD sector has also
enjoyed significant growth over the past five years tn Australia and interoationally, In the
United Kingdom cooler units rose 21% in 2001 and 16% in 2002 and water consumption
grew at similar rates.! HOD represented more than 30% of the total growth in the bottied
water category. Even higher growth was recotded for Western Europe as a whole despite
the lacklustre overall bottled water growth rates (ie. other segments are declining).
However, it should be recognised that the HOD s¢gment in Western Europe is at a fairly
early stage of development having only really started around 1990. It is predominantly a
commercial business with very little residential uptake. [n the United States, the HOD
segment has been estublished for decades (and represents 26% of the totel bottled water
category). Accordingly, growth in the HOD sepment i3 more subdued than in other
countries and over the last 10 years bas grown at less than the total bottled water category,
The annual growth rate over the last five years {3 approximately 5-6% per annum. It is
estimated that the commercial customer penewation of coolers in the United States is

' Source: Zenith fnternutional Ltd website,
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approximately 30%2 The United States HOD business has a significant residential
component (and represents apptoximately 80% of global residential HOD sales).

In Australia, the HOD segment is estimated to have grown by approximately 10% per
sanum over the last five years. This is slightly lcss than the global bottled water industry
and is a rate higher than the United States but well below current growth rates in Europe.
Penetration of commercial customers is estimated at 13% compered to the 30% in the
United States, The residential component is also far loss developed with penetration
estimated at less than 1%.

The factors driving the growth of water éonsumption (both packaged and HOD) in
Australia and internationally include:

" concems as to the quality of municipal tap water supplies. This may be a continuing
issue in maay parts of the world even if the upstream processing issues are solved as
the real problem is the distribution (ie, pipe) network and the cost of remediation

" relative to drinking consumption levels (less than 1% of total water consumption);

= increasing comumunity focus on the bealth benefits of drinking water (compared w soft
drinks) and malntaining hydration levels;

' improved customer service levels by HOD suppliers;
s convenisnce, availability and portability (for packaged water); and
" population growth.

Most industry commentators and analysts expect the growth in both the HOD segment and
the total bottled water category to continue at reasonably high levels at least for the next
five years as the driving factors remain in place. It {s expected that growth will inevitably
taper off over time but even in long established mature markets such as the United States
the total bottlad water industry is forecast to grow at more than 8% per anouny’ over the
next few years. Growth for HOD is expected to be less than the total bottled water category
but again even in the United States growth is forecast to excecd 5%.

Although growth rates and penetration rates in one country cannot be simply applied tw
other countrics (ss local factors play an importetit part), Australia’s relatively low

. penetration rates would suggest that the growth rate for HOD water is likely to continue to
be reasonsbly stroug st least for the next five to ten years, Growth rates of 7-10% per
annum are widely suggested but this will depend at least in part on the level of macketing
spend, At the very least it should be able to match United States growth rates of slightly
over 3% per annum.

3.2.3 Industry Characteristics

The HOD business generally enjoys high margins, provided that sufficient economics of
scale in logistics and distribution are achieved, This is primarily due to;

®  larger bottle sizes which reduce per unit packaging and distribution ¢osts;
" high margin contributions from cooler rental;
»  Jower packaging costs due to the re-using of bottles;

8 very low costs on incremental volume sold to existing customers;

2 Source: Hidcll - Byater (Neverfail Target's Staterment).

1 Source: Beveruge Marketing Coporatioa.
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®  control over the costs of distributing the product to the customer by focusing on route
density; and

" elimination of pricing pressures from supemmarket chains (which flow through to other
retail channels).

Another contributing factor to high gross margins is the comparatively low ongoing ¢ost to
customers of msintaining a water cooler and water delivery costs. relatve to other
expenditure (particuladly for corporates) which reduces price semsitivity, Service and
teliability are key drivers,

However:

¢ marging are impacted by the degres of concentration/fragmentation of the competitive
framework within the HOD segment in each locatlon as well as the level of
competition from other participants in the pon alcoholic beverages market; and

s digtribution econcrmics are critical, The HOD business has a low product cost but is
transection intensive with a high aumber of product units physicslly transporied and
delivered. In the early stages, route deusity is litnited and it can take several years of
in fill customer growth to achieve the necessary efficiencies and margins,

33 Neverfail Operations
3.3.1 Overview

Neverfail's business model essentially involvés:

= rental of water cooling units to commercial and residential customers on & monthly,
half yearly, or annuz! basis (although there are some water only customers particularly
in South Australis). The standard monthly rental is $20.50 plus GST; and

w  reguler delivery of bulk bottled water in either 15 litre or 1] litre moyclable
polycarbonate containers to customers’ premises or homes (and removal of empty
containers).

In addition, Neverfall is involved in:

a  the rental and sale of disposable cups, ceramic crocks, stands and miscellancous items
to support the above activities; and

*  gale of the patented Neverfail residential cooler system to bottlers in Europe, Asia and
the United States.

Water sales represent the majority of revenues but cooler rentals provide an important
stable bage revenue;

Page 9
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Neverfail Revenue Split
Year ending 30 June 2003 (Forecast)

Cooler Renta{
26%

‘Water Sales
68%

Source: Neverfail.

Neverfail is Australia’s largest direct delivery bulk bottled water and cooler rental business
with more than 110,000 cooler upits installed with customers. Operations exist in every
mainland state capital (with the exception of Darwin) and Townsville. Regional and rursl
centres are serviced by agents. Neverfuil opetates under the Neverfail brend in all locations
except South Austrolin where it has retained the Piccadilly brand.
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Production facilities are located in each of the geographic regions in which Neverfail
operates (with two in Queensland), Bach production faoility is responsible for sourcing of
water, production and bottling, installation of coclers, distribution of water, ¢ollection and
reeyeling of bottles, cooler exchanges und pick-ups and customer servies, Water is
delivered by road tankers from company owned or externally contrasted spring sources to
the company's production facilities in ¢ach state. The water Is then transferred to on-site
storege facilities prior to filtering, ozomation end automated bottling in & sealed
environment.

Neverfail has two main types of coolers;

= there are several cooler models which are floor standing and designed primarily for
corporate customers (but algo used extensively by residential customers). These are
sirnilar in height and weight but differ slightly in design snd thelr functionality (eg.
two taps for hot and ¢old water or one tap for cold water only); and

" the Homespring water cboler, a patentad design developed by Neverfail for residential
customers and also small (1-4 person) offices, Homespring, which was launched in
November 2001, was designed to be a “kitchen appliance” so that storage was
convenient and easy. The smaller 11 litre bottles are intended to be primarily used
with Homespring. The cost of producing a Homespring water cooler is approximataly
$40 less than the corporats cooler (ie. & floor standing model) but rental prices are the
samne,

Production of the water coolers is outsourced to a local msnuficturer and the parts are
gssembled by Neverfuil in its Adelaide operations, Water coolers can be refurbished and
many have remained in use for over 12 years.

Production of bulk water bottles is also outsourced. These bowles are made from
polycarbonate by one principal supplier domestically as well as a supplier based in the
United States. Neverfail has its own bottle washing facilities at each of its plants.

3.3.2 Customers

Cooler custorners have increased significantly since Weverfail’s listing in 1999 with &
aversge compound annual growth of 11.6% per annum;

Neverfail Average Cooler Castomers
1999-2003 (Forecast)
120,000 - 110,102
103,140
100,000 045
é 82308
5 EOLOOO | mam S
2 ey
£
g domo
20,000
Q ! - v . s ‘ T
2000 2001 2002 2003 ()
Source: Naverfail
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Besides growth through scquisition, organic growth is achieved through szveral marksting
strategies that Neverfail employs:

¢ large commércial CBD based customers are targeted through a direct sales effort;

¢ telematketing operations target other corporate customérs. Telemacketing is
conducted in-houss in Sydney for the entire operation;

% potential residential customers arc targeted through direct response advertisements on
television and in print media; and

= broad marketing through the yellow pages, internet sites, distributors and agents.

The origin of the business was servicing commercial customers (eg, offices in CBD zones
in state capital cities) and this remains the core business. However, Neverfail has also
targeted residential customers and began a significant push to gain this type of customer in
1998, Much of the racent growth has come from the residential sector. The current
customner base is approximately 73% commercial and 27% residential. Another source of
growth in recent years has been in regional areag which now represent approximately 12%
of toral cocler customers.

Approximately 37% of cooler customers ar¢ based in New South Waleg and 26% in
Victoria, :

There are also approximately 44,000 water oniy customers, of which approximately 22,000
are in Adelaide. The number in Adclaide reflects the particular problems with drinking
water in that ¢ity.

3.3.3 Distribution

During late 2002 and early 2003, Neverfuil implernented a strategy to cutsource the
majority of s distribution of water coolers and water bottles. Previously, Neverfuil leased
the trucks and employed the drivers. The drivers have effectively been tumed into
independent contractors with their own business. Neverfail's fleet of trucks arc now being
[eased by third party distributors (elthough Neverfail will meet part of the lease cost until
2004/05). The distributors do not own the customers and arc paid a fot per bottle delivered.
Neverfail expects to achieve a number of benefits from this change:

" net cost savings from eliminating truck rentals snd running costs and employroent
costs (particularly workers” compensation) compared to the distribution fee;

*  better incentives for drivers to improve customer service, increage volumes and find
new customers; and

®  tansformation of a fixed cost to a variable cost thus increasing cost control. The
specific beuefit will be 1o lower unit costy in the colder months when volumes are
down. :

At the same time, the change reduces the operating leverage of the business (and reduces
profitability) in the wammer months,

Additionally, Neverfail bas over 100 agents in outlying geographic ar¢as who porcbase
bulk bottled water and rent water coolers from Neverfail, then re-selt the water and re-rent
coolers 10 customers in their local area,

Approximately 95% of total distribution is now performed by independents (with important
Sydney routes finalised in March and April 2003). Neverfail expects independents to
eventually be responsible for Neverfail's total distribution.

Page 12
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33.4 Homespring
Neverfail believes there is likely to be substantiad demand in oversgﬁs markets for the
Homespring cooler. There {3 presently no similar product oo the market and initial
reactions from potential purchasers (eg. at trade shows) hes been positive. Currently,
coolers are manufactured in Adelside and exporred. As export valumes grow, Nevetfail
expeots to use an gversess manufacturer (o reduce costs, During the second half of 2002,
Neverfail sold thres-year exclusive distribution licences for Europe and Asia 10 Aqua
Cooler for §0.5 million, with the objective of achicving 10,000 coolec unit sales in 2003.
Neverfail is also exploring opportunities in the Unlted States, The export business is at an
early stage of development and there is oo certainty that it will prove to be viable,

3,3.5 Strategy and Development
Neverfail's business strategy is to achieve growth in earnings by:

®  remaining focused om its cor¢ business where Neverfail enjoys a strong competitive
position and where the market potential is significant

= continuing 10 grow its commercial and residentisl customet base in a balanced and
sustaipable manner;

®  increasing consumption by existing customets;
*  further leveraging existing infrastructure to enhiance profitability and teturns; and
*  underpinning demand by continuing to provide a high level of custorer service,
Neverfail is pursuing a number of specific growth initiatives including:
®  development of a packeged water product to be marketed both to existing customers
(and using the existing disttibution network) and the retail channel (but on a targeted
niche basis);
¥ strategies to increase consumption by existing customers such as:
s  programs to reduce “out of water” occuttences;
«  improved supply of office racks;
+  larger cup sizes; and
. ncces;odes such 83 icetrays and bottles; and
®*  further development of export markets for the Homespring product.
1t is aiso investigating opportunities to sell other products through the disttibution network.
34 Competition
Neverfall faces competition on a number of frons. Within the non alcoholic beverages market,
bottled water faces competition from the other ¢ategories such as soft drinks, juices, milk, tea and

coffee,

In terms of warer, there is competition from a variety of sources, HOD -water is one of several
alternatives available to consvmers, The other choices are:

% packaged water through refail channels. Packaged water is sold on the basis of convenience
and portability but larger size bottles (2 liwes) can be used instead of HOD water. There is also

Page 13
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potential for supermarkets and other outlets such as petrol stations to move into significantly
larger contaitiers up to, say, 10 litres (although there sr¢ prastical transport issues);

= water filters, both portable and installed point of use ("POU") devices, The initial installation
costs of most water filters is comparatively more than the cost of renting a water cooler,
however the periodic rental payments for a water cooler in sddition to the product costs can
often be perveived to be a more expensive option. One of the major negatives with water
filters is the need to constantly maintain the water filter, including time spent cleaning apd
changing filtets. In the absence of such maintenance the filter is not able to separate cut the
contaminants found in most water such as ¢hlorine, ¢hlorine by-produets and lead that may
be present in municipul water supplies, There are very good water filtration systems that can
cotnpete effectively in large scale Instailations (eg. high rise office towers) where they
provide good quality water in reasonably large quantities (and maintenance cun be managed).
However, such systems are not suited or are not warrsnted for small businesses or
households. In eny event, a key issue in the competition between HOD water and filters will
be the perceptions of taste and quality differential of sprmg water compared to filtered tap
water; and

®  (unfiltered) tap water at least where municipal water quality is Jess of an issue, including
refrigerétor dispensing units (an increasingly popular feature).

Within the HOD segment, Neverfail is the leader, with sn estimated ghare of 65%. The most
significant HOD vompetitor is Palm Springs Limited (“Palm Springs™) which is 4 recent roll up of
a oumber of smaller patticipants,  Palm Springs operates primarily along the east coast of
Australin, with distritartion to Brisbane, the Gold Coast, Sydney, Melbourne and Adelaide, Since
2002, Palm Springs has begun servicing Western Anstralia. It malnly competes on a price basis
and does not have the same customer deasity or brand image of Neverfuil, The shares of the HOD
segment can be summarised as follows:

Australian HOD Water Segment Share

Other

Psim Springs
25%

Neverfail
65%

Souree: Neverfail

Thers are ¢stimated to be approximately 100 Independents operating in the HOD bulk botled
water segmetit in Australia, many of which service a limited geographic footprint due to the small
scale of operations. Many of these independents operate as small firms often with the proprietots
delivering goods themselves and also compete largely on price.

The major cost for new entrants in the HOD water industry is the cost of distribution and customer
acquisition costs, Owned and/or leased trucks are used to deliver the water and the ¢oolers to
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customers, At the start up phase of such businesses, the cost of fuel and employee costs associated
with each delivery ste quite high due to the small aumber of customers spread widely across a
particular region. The combination of low unit value and the physical chammcteristics of bulk
bottled water means that route density efficiencies and profimbility are highly correlated.
Accordingly, moving beyond being @ small owner/operator is difficult and requires substantial
cupital backing and a relatively long period before reasonable profitability and cash flow emerges.

3.5 Fioancial Performance

The historical eamings performance of Neverfuil for the five years ended 30 June 2002 and the
forecest for the year ending 30 June 2003 is summarised below:

Neverfail - Earpings Profile (5 millions)

’=, TR 2003 - -

” 1998 A 0
 adewah

" .'__(mnl) . (uiunl) (uml) (W"
14,1 152 172 19.2 202
2.1 316 370 45.7 S1.7
LS 1.8 20 45
Lo oL T s g6l 690 @8]
AT R e e e i T e
Depreciation nd siortisation 4.6) (4.9) (5.9) 74 {8.5)
EBITAS 13.% 152 18.1 208 - 239
Amortisation of goodwill and
intamgibles 0.9 03) .5 (1.4) e .
EBIT* 138 149 17.7 19.7 9.5 223
Net interest expense nm’ nm (2.8) (5.0} (5.9) (5.9)
Profit before tax am am 14.9 14.7 13.3 16.4
‘Tnx am am (4.4) {5.5) (3.1 (5.4)
Notprofitaftortax . *. . amcvooam W08 0 29270 98 a0
‘Netnrwtamrhxmdbefou A " LR ST L R
:nmnimﬁoqol‘goodwﬂlnd . B L T A PR
intangibles ) S ooam o coam - RLD Y CHLEUTTUUIELY UL AL
Statistios
Basic earningz per share -
including amortisation nm nm 113 100 10.2 1i.6
Basic eomings per share —
excluding amordsation : et nm 11.8 114 2.0 154
Divicdends per share nn nm &0 a0 8.8 8.8
Dividand payout ratio( pre

amortisation) mn nm 67.8% 70.2% 73,3% 63.7%
Amownt of dividend franked L mn 100.0% 100.0% 100.0% 100.0%
Souree: Neverfull Annual Repors and Target's Suatement

Earnings before nat interest, tax, deprecintion and vmortsution.
Earniings before tiet interest, tax and amortization of goadwill.
Eomnings befory net interest and tax,

Not meaningful.

- o v o~
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The following table summarises various financial and operating statistics for the Neverfail
business:

Neverfaill - Financial and Operatingy Statistics

S R 0 Vear eat 30Faaé 0 0 o Pl o T
ST Iege a9t 2000 . 2001 2007 2003, CAGRS..
BT S (aergal) - (aetualD | nedidD). - (emal) C: (actual)- ¢ (forecast) | (1998-2003)
Customers
Coolor custornors (yearond) 65272 76484 88312 99,717 106503 113,700 11.7%
Grots now oustomers (exdd
acquisitions) 19,580 31,968 32471 35413 32099 33475 1].4%
Churn 28.0%  280%  290%  30.0%  260%  25.0% om
Sales
Rental income per average
cooler® $215.23  $214.07  $208.77 520447 €186.20 818309 am
Cooler water volume (litres)
per sverage coolr na na S80.7L 5936L S$592L S7LIL nm
‘Water revenue per lire® na na LLT] 4A6p 45¢ 5i¢ nm
* Cooler rentaltomal revenue 3L5% 313% 30.6% 292%  27.6%  264% nm
Expenses
Disufbution cxpense/Sales  183% 183% 11.% 18.6% 18.3% 19.1% nm
Distribution cxpense per litre na na 0.16 0.14 0.14 0.15 nmn
Marketing costs/Sales 6.3% 8.8% 8.5% §1% 7% 8.1% nm
Marketng cost per gross aew
eustemer $143.67 S$(33.76 §147.05 515023  $187.98 $185.47 am
Growth
Ceoler customers (net growth)  (0.3%) 17.2%  155% 13.0% 6.7% 6.8% 11L.7%
Sales na 8.7% 15.8% 17.2% 5.4% 10.1% 114%
EBITDA na 8.9% 17.7% 16.8% 2.2% 14.9% 11.9%
EBITA %] 10.0% 193% 16.2% (1.4%) 15.1% 11.6%
NPAT (before amortisstion) ny nm nm (3.6%) $.4% 13.8% 5.0%"
Margias
EBITDA/Sales 413%  414%  42.0% 419% 4M06% 423% m
EBITA/Sales 31.0% 31.3% 323% 32.0% 29.9% 3L3% nm
EBITDA peraverage ooolor  S282.18  $28329  $2864.79  $293.38  §273.29  £294.04 nm
ERITA por average coolor S211.50 $21450 322014  §224.04 $20133  8217.15 nm
Capital Expeaditure
Capex/Sales 12.3% 21,5% 18.9% 18.7% 18.3% 11.9% nn
Capex/EBITDA 9.8% 52,0% 45.0% 84.7% 45.0% 28.1% am
Capex/Dopreciation and .
amortisation 1189% 2103% 193.6% 1893% (71.0% 107.3% am

There are 2 number of important factors that affect the apparent finsncial performance trends and
ratios set out above and impact on their interpretation:

results below the EBIT lovel for the yoars ending 30 June 1998 and 1999 have been excluded
as they were priot to the IPO when Neverfail had a different financial structure;

Compound annual growth rute.
Average coolers i o simple average of coolers o tie beginting and end of the 30 June year,
Excludes retail revenue,

CAGR calculution is from 2000-2003,
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% Neverfail acquired Piccadilly in 2000 and Saluté in 2001, These acquisitions contributed to
the increase in customers, sales and eamings (both the carnings of the business together with
synergy benefits) in those years and the following year (when the full year effect ocourred).
The acquisition of the Piccadilly business had an impact on & nurnber of the key ratios. Asa
result of Adelzide’s poor water quality, the bottled water segment ig highly developed but is
essentially a low price/high volurie business. There are approximately 22,000 water only
customers. In additon, the Piccadilly business is structured differently with the company
selling to agents on a net basis and incurring no distribution costs, These factors impact on
ratics such as sales volume per cooler, water revenue per litre, distribution costs and margins,

®  che results in the year ended 30 June 2002 were regarded as disappointing with a decline &t
the EBITA and profit before tax levels. The primary contributing factors were;

«  poor weather conditions during the key summer selling period across much of the
country (as evidenced by the drop in water sales volumes per cooler); and

+ 2 bottle cracking problem in Western Australis which resulted in the fajlure of more
than 100,000 bottles between Novetber 2001 and May 2002. The problem has now
been identified (due w0 a product supplied for the conveyor belt) and remedicd.
However, the cosi to the business in Westémn Austtalis was substantial (bottle
replacement, distribution/replacement issues, loss of customer goodwill). The problem
also continued to impact the financial results in the current year ending 30 June 2003;

There was, however, a one-off tax beneflt that resulted in low tax charge for the year (25%);

®  the forecast for the vear ending 30 June 2003 shows & significant all-round improvement in
revenue and eamings despite a faiely modest increase in cooler customers. However, there
are & number of issues relating to the esrnings for the period:

s  the first six months were particularly strong but performance in the second six months
was telatively weak (resulting in the forecast being well below analysts' expectations
and sn edverse market resction on release of the forecast). This deterioration was
cauged by sevetal factors including wet weather conditions in New South Wales in
April and May, and, more importantly, operational shortcemings in relation to:

- delsys with the new Sydney plant;

- the adverse impact of (e néw location on delivery timetables and driver
efficiencies; and

= poar implementation of the changeover to the new distribution system (some
training issues).

‘These were compounded by the loss of the Sydney distribution manager (now replaced)
and the demands of the switch over to hand held devices, Management believes the
problems have now been resolved;

s the forecast results for the year include a number of revenues and costs that can
reascnably be regarded as one-off in nature. These miclude:

~  costs sssociated with the relocation of the Sydney operation;

- costs associated with the changeover of the distribution systems (including truck
upgrade costs and training). In addition, the results include truck rentals which
will no fonger be incurred (pattially in 2003/04 and completely after 2004/05),
These costs are offset by income from tha sale of the distribution routes which will
not recur in future;

~ the net loss ussoviated with development of the intemational market for the
Homespring cooler;

Fage (7
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—  the continued impact of the bottle cracking problem in Western Austrelia;

-~ a “bottle odour” problem in Sydney (now resolved) which resulted in 10,000
sontaminated bottles being delivered to customers aud having to be replaced; and

—  the profit on the sale of the Thomleigh site.

Management has estimated the net effect of these items (excluding the bottle odour
issue) was & cost of $0.4 million before tax ($0.3 million after tax). These costs arc
only the identifisble costs and, for example, exclude the impact on customer goodwill
and sales votumes of the bottle cracking problem; and

« earnings have benefited from a 10% price risc for water in New South Wales
implemented in November 2002;

= the performence statistics provide a useful guide to the underlying performance but also
reflect a number of specific features of the business which need to be taken into account:

«  the moderate growth in net customer numbers in the last two years, despite the
reduction in chum, is the result of a deliberate attempt fo improve the quality of the
customer base, For example, the move to automatic direct debit eliminated less
desirable customers. There has also been less focus on gencral marketing and
promotions and mor¢ targeted campaigns. The slowing growth rate also reflects the
impact of the increasing custamer base. In fact, the gross number of new customers has
been relatively stzble and will increase in the yeat ending 30 June 2003;

« the step up in gross new customers in 1999 reflected the move into the residential
gector: :

«  churn bas improved markedly in the last two years, also due to the improved quality of
the customer base (anmual rentals, direct debit, ete,). Chum is mostly “turn-offs” rather
than switching 1o competitors;

s the decline in rental per cocler is attributable to:

—  a strategy to movc towards annual pre-paid 12 month rental agreements where
customers receive a discouat; and

~  swonger growth in non metropolitan markets where a lower rental structure is
employed (using older coolers);

»  the increasing proportion of residential customer improves water revenues per litre but
vegatively impacts on sales volume per cooler and distribution wnit costs (at lesst up
until the recent change in distribution arrangements);

«  cooler rental has reduced 95 8 proportion of total revenue because of the effects of only
water custorners, some incresse in overall water consumption, prive rises for water and
& jump in other reveaue;

¢  marketing costs per new customer have increased with the move into residential and,
more recently, with the focus on gaining @ lesser number of better quality customers
(reflected in lower churn). Marketing costs have remained steady as a percentage of
sales;

e  margins are high by comparison with international benchmarks. The water business has
a felatively low product cost The critical cost component is distribution costs,
Neverfail's business is of sufficlent scale and maturity and there is enough route density
that unit costs are low enough to generste stromg merging, Furthermore, Neverfail's
65% share of the HOD segment means that the kind of margin ¢rosion that occurs in
other more fragmented markets such as the United States does not occur.

Page 18
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Marging are forecast to improve in the year ending 30 June 2003 sfter falling slightly in
the previous year. This largely reflects the benefit of the better weather and increased
‘consumption levels, Incremental volumes to existing customers have & very low cost
(minimal marginal distribution costs). However, margins ar¢ only retuming to the same
levels 83 thoss prevailing through the 1998 to 2001 period; and

»  capital expenditure in 2000/01 and 2001/02 was relatively high as & result of several
ane-off factors including:

= replacement of 19 litre bottles with 15 litre bottles;

development of the Homespring cooler,

~  replacement of the bottles in Western Australia; and

— the new Sydney plant.

As a result, c;apital expenditure represents a relatively high proportion of EBITDA
meaning that free cash flow is substantially less than EBITDA. A3 can be seen from the
tatios, expendimure is forecast to fall sharply in the year ending 30 June 2003 and is now
almast in line with depreciation expense (which has incressed); and

®  Neverfail has a dividend policy to pay out approximately 70% of net profit after tax (before
amortisation).

Management of Neverfail has not yet completed its budget or any other forecasts for the year
ending 30 June 2004,

3.6 Cash Flow

Neverfail’s cash flows for the five years ended 3¢ June 2002 and the forecast for the year ending
30 Juna 2003 are summarised below:

Noverful = Cash Flow (S wiflioas)

R 0 Yespend 30Jume i -l
Toeerio o188, 18999 . 200 0 20000 . 2002, - 2003 -
. R © o (acteal) - (actusl)  fectusd) T (ectuall | (actusD  (orvcast)
EBITDA 184 20.1 236 276 282 324
Change in working capital & other 2.1 29 “9) (4.6) (1.8 “n
Capitsl axponditurs (not) G5H (10 (08 (123 (27 ©.n
| Operstingewshflow | o 18040 68X a0 Tm L 1een
“Tax paid nm nm (23) @1 “.n 33
Net interest paid nm o 28 (5.0) (5.9) 5.7
Dividends paid (net of reinvesunent) fm nm {7.1) (7.4) 4.5 (5.5)
Acquisitions ! disposals of busincsscs im n (15.8) (1..8) (1.3 ]
Sale of Thornlcigh sitc nm um - - - 2.5
Equity raised am nm - - - 1.8
Nefoabgoeritid 1 T w08 i o2 e
Net borrowings ~ opening nm om 25 423 60.0 63.2
Net borrowings — clasing am nm 423 §0.0 63.2 56.8

Source: Neverfail Annual Reports and management forceasts

During the four years to 30 Junc 2003 operating ¢ash flows (EBITDA less capital expendimre less
working capital) will have grown steadily from $8.1 miltion to §18.6 million. However, operating
cash flows represent a relatively low, albeir increasing, proportion of EBITDA. This was largely
caused by high levels of capital expenditure, in particulsr in 2000/01 wnd 2001402, Capital
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expenditure requirements have moderated in 2002/03 and, in future, are expected to be at levels
below $10 million per annum.

Notwithgiending the improvement in opetating cash flow, net cash flow was negative after
interest, tax and the payment of dividends up until the current year to 30 hune 2003, This wes
largely attributable to the high dividend payout mtio. In addition, the acquisitions of Piccadilly
and Saluté were completed in 2000 and 2001 and funded by debt, resulting in further net cash
outflows and a sigaificont increase in net debt hetwezn 30 June 1999 and 30 June 2001.

3.7 Financial Positipn

The balance sheets for Neverfail at 31 December 2002 at 30 April 2003 are summarised below:

Nevertail - Fi

boos es s

Invegtorics 22 1.9
Creditors (2.6 (23)
Provision fwmcomcm R 2 () N
Networkingespiony e T gyt e e
Property, plant and cquipment 52.8 3138
Coodwill 15.5 150
Intangibkes 88 87
Other not asscts / (lsbilities) L en L B8

.ot fundsemployear "0 0o i et ~,‘1-7 it 818
Borrowings (ot of cash) e (55 4
Sttt ot 7T G ies
Net asseis par share $0.27 017

Net tauglb[e assels per share §(0.09) ' 3(0.08)
Gecing ratlo (Net debi/(Net debt + Shaweholders’ funds)) 80.5% 80.0%

Sowrce: Neverfail Half Yeacly and masagement accounts to 30 April 2003,
Neverfail's financial positior is straightforward. While the balance sheet gearing ratios are

relatively high, gearing is modest in terms of interest cover, EBITA is more than four times
interest expense,

Debtors are relatively high and include a number of iterns which will be converted to cash by 30
June 2003 (proceeds from sale of distributorships, sale of Homespring licence). In addition,
debtors have been adversely impacted by problems arising from the new hand held device. This
issue is in the process of being resolved.

The balance sheet at 30 April 2003 reflects the payment of the interim dividend of 4.4 cents per
share on 7 April 2003,

3.8 Capital Structure and QOwnership

Neverfzil has the following securities on issue:
* 96,110,211 ordinary shares; and

" 3,512,439 options over unissued shares to executives of Neverfail.

Page 20
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The options have been issued under Neverfail's Executive Share Option Plan and are summarised
below:

“Exercise Frice. -

© ¢ Numbeg of Ogtians. . .* -

2962439 ' $2.00 Various

150,000 $2.18 Various

50,000 $4.28 Various

50,000 . £3.79 Varigus

o 200 v IS o mim s e OB

T Y Raagl T T T e e e e e
Source: Neverfail

On 13 May 2003, Mr Harry Hilliam, the former Chairman of Neverfail, exercised all of tis options
within the six month period sfter his resignetion Approximately 0.9 million options were
exercised at $2.00 each, increasing the ordinary shares of Neverfail from 95.2 million to 96.1
million and decreasing the number of optionss from 4.4 millicn to 3.5 million.

Following the acquisition of 14.3 million shares on 28 April 2003, CCA has become the largest
shareholder in Neverfsil with approximately 15%. The remaining shareholders are a mix of
institutional and private investors. However, the share register is rclatively concentrated. There
are approximately 2,539 shareholders and the top 20 hold approximately 80% of the issued capital.

Substantial shareholdar noticas up to 28 May 2003 indicate that the following sharebolders are
entitled to more than 5% of Neverfail’s ordinary shares:

P.38r69

Neverfail - Substantial Shorcholders (as 2t 28 May 2063)
‘ L , . Oxdipary §hares .- .

T umber ;- Percedtage

D SRR (L XTI ¢ N
CCA 14,270,600 15,0
AMP Limited 10,937,764 1S
Morgan Stanley Investment Management Limited 9,757238 104
18 Were Group Holdings Pty Limited 8,692,615 9.1
ING Australia Limited 8,330,386 8.8
Doutsehe Asset Management (Australis) Limited 6,551,641 6.8
Coramonwealth Bask of Austealia 5,280,707 56

Source: Neverfuil
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A summary of the share price history of Neverfail shares since listing in July 1999 iz set out below:

Nevertuil = Shewoe Price Hhistory

. SharePrice®) .

o A

el

Woekly

Year ended ‘
1999 (listed 1 July 1999) 325 213 3.02 1,109 87
2000 443 2.90 424 899 70
2001 430 2.85 3.40 569 79
2002 3.40 195 2.14 1,049 56
Quarter ended
September 2002 250 2,05 2.15 851 34
Drcomber 2002 225 195 214 803 36
March 2003 2.19 158 1.74 705 47
Week ended
4 April 2003 190 1.74 150 207 28
11 April 2003 1.87 170 1.85 an 42
18 April 2003 1.84 1.80 1.82 62 16
25 April 2003 1.88 1.80 181 Is 1n
2 May 2003 (annguncement 28 April 2003)  2.54 135 2.50 20,005 491
9 May 2003 259 250 255 2379 639
16 May 2003 259 2.51 251 4,632 722
23 May 2003 253 2.40 246 3,896 518
30 May 2003 243 223 231 7,493 600
Source: IRESS
This share price and trading volume history is depicted graphically below:
Neverfail - Share Price and Trading Volume
July 1999 - May 2003
$8.00 25,000
.50 |-
$4.00 1 20,000
850
? £.00 15,000 'g"
2 2
E 5250 g
o
& s 4 0000
@ §140 and sd! doem . -
$1.00 1 5000
5050
S Row®9  Apl0  Sopdd Febd) Juldl NowOl  Apn02  Sepe2  Fobe0S
Source: IRESS
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When Neverfail listed in july 1999, its shares initially Gaded at $2.13, a 6.5% premium to its retail
offer price of §2.00 per share, Following listing, the share price ruse steadily over the next nine
months, probably reflecting market enthusiasm for a leader in the growing bottled water category
in Australis, the potential to incresse penetration levels and investor confidence in the company’s
ability to integrate acquisitions that were made just prior to the IPO.

On 31 May 2000, Hellman & Friedman sold its 22.1% shereholdiog in Neverfail to a range of
Austrglian and intemnational investors at $3.10 per shate. Heliman & Friedman had been a
shareholder in Neverfail since 1995. (o a joint announcement with Neverfail, Hellman &
friedman indicated that the sell down reflested the maturity of the investment in Neverfuil relative
to the maturity profile of the iavestment fund, Neverfail also indiceted that prospectus forecasts
reparding the financial forecasts for the yeat ending 30 June 2000 would be met and the position
would be further itaproved by the Piccadilly acquisition. The sell downr temporarily halted the
upward trend that Neverfail's share price had been experiencing over the past year but the share
price recovered its momentum and reached a peak of $4,43 in December 2000 after positive
earning announcements meeting prospectus forccasts as well as sxpectations of synergies from the
Piccadilly and Saluté scquisitions, ‘

Since December 2000, Neverfail's share price has declined steadily, falllng below $2.50 in early
2002 and then generelly trading in the $2.00-2.50 range for the rest of 2002. The share price fell
to a historical low of §1.58 on 19 March 2003 following the release of the half year results 1o 31
December 2002, Qver this period the market appears to have become increasingly less “bullish
about Neverfail. The lacklustre growth in pre tax carnings in the year ended 30 June 2001 and the
fall in pre tax eamings In the year ended 30 June 2002 reduced investor confidence levels
notwithstanding that part of the problem in 2001/02 was due to uncontrollable factors (the
weather), While Neverfail’s eamings recovered strongly in the six months to 31 December 2002,
the company is perceived as having failed to deliver on promised growth, The market appears to
be adopting a more cautious approach until growth s consistently achieved. This downgrading is
similar to the way the market has treated any growth stock that delivers less than expected
performance during this period, The downwards pressure on the Neverfail share price is likely to -
have been: exacerbated by the limited level of rading which accentuates the effect of negative (and
positive) sentiment.

The share price recoversd somewhat during lat¢ March and early April and closed at $1.85 on 28
April 2003, the day prior to the announcement of the CCA Offer. Since the announcement,
Neverfail shares have traded well above the offer price, initialfy in the range $2.50 to $2.60. The
price fell to below $2.35 after 26 May 2003 following release of the Targst’s Statsment which
included a revised forecast to 30 June 2003 that was below market expectations (albeit that there
was 3 15% growth in EBITDA and EBIT and a 12% increzse in earnings per share before
goodwlll amortisation for the year).

A compatison of the performance of Neverfail’s share price against the S&P/ASX Food, Beverage
& Tobacco Index and the S&P/ASX Small Ordinaries Index since the formation of the S&P
indices in March 2000 is shown below:

Page 23
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Neverfail v S&P/ASX 300 Food, Beverage & Tobacco Index

and S&P/ASX Small Ordinaries Index
March 2000 - May 2043

'\"ﬁf & 4 (’é& q*)&f a‘éf f f ";‘\\f 145;'6; ﬁ f ?&\S‘ﬁ\‘ ﬁ‘ef

= NoverGai —= G&PASK 300 Foud. Bverags & Tohacen = = SHP/ASX Small Ordivarios
Source: IRESS

The relative performance graph reveals that Neverfail hes substantially underperformed the
S&P/ASX 300 Food, Beverage & Tobacco Index since its shares pesked in December 2000.
However, it is notable that the S&P/ASX Small Ordinaries Index (essentially companies with a
market capitalisution between $40 million and $1.5 biltion and a median of approximatsly $200
million) has also declined significantly over this period, suggesting that at least part of the reason
for Nevetfail's decline may be attributable to a general weakness in equity markets for smaller
companies (although Neverfail’s decline hes been significantly greater). The S&P/ASX Small
Ordinaries Index is comptised of companies included in the S&P/ASX 300 Index, but not in the
S&P/ASX 100 Index.

Neverfail is relatively thinly traded with limited volumes ¢xcept at times of significant events such
as the resignation for medical reasons of Harry Hilliata (the founder of Neverfail) as Chairman and
sales of his interests in March/April 2002 and CCA's acquisition of its interest on 28 April 2003.
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4 Valuation of Neverfail
4.1 Summary

The business operations of Neverfail have been valued in the range $300-330 million, This vake
range cortesponds to a value of $2.49-2.80 per share. ‘The valuation represents the estimated full
underlying value of Neverfail assuming 100% of the company wes available to bs acquired and
includes a premium for control. The value exceeds the price at which, based on current market
conditions, Grant Sarauel would expect Neverfall shares to trade on the ASX in the absence of a
takeover offer.

The valuetion is summarised below:

Neverbail -

Vialwation Snovmary (5 nullum\)

Op&uﬁngI Lo ' . ; 3000 Ve

Nt borrowings as &t 30 April 2003 (65.9)
Oﬂlcr asscts'(babﬂlhm) 12,9
PNetwssetwalie o< Pl 0 ol T aded T
Pully dilued M onissus milion)” i C 92
. Value per share : R T TR Y I
The veluation was besed on:

®  capitalisation of eamings or cash flows (muitiples of EBITDA, EBITA and net profit afier
tax); and

" adiscounted cash flow analysis.

Grant Samuel also considered other parameters that can be used to benchmark value such as
multiples of sales revenue and value per cooler customer.

The valuation reflects the strengths and weaknesses of the Neverfail business and takes into
account factors such as:

®*  the undetlying growth dynamics for bottled water sales; and
" Neverfail's 65% share in the HOD segment and the strength of the brand and the franchise,

It also reflects the strategic attractions of Neverfail to CCA and to altemative acquirers.
Notwithstanding the isolated and relatively small Australian market, Grant Samuc! believes
"Neverfail may be afiractive to international participants in the HOD busitiess or the bottled water
industry generally, at least if there was sufficient time and if CCA did not own 15% and depending
on other competing corporate priorities. In the present circumstances, Neverfail represents o once
only opportunity to acquire the clear leader in the Australian HOD water industry. Neverfail may
also be attractive to other acquirers in aligned businesses.

The valuation does not reflect the value of “special™ benefits that may be attributed to CCA but
does ke into account the elimination of public Hsted company costs (as these can be eliminated
by any acquirer of Neverfail),

i Assumes oil in the moncy options outstanding ere converted to ordinary shares.
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4.2 Maethodology
4.2.1 Overview

Grant Samuel's valuation of Neverfail has been estimated by aggregating the estimated
market value of the business together with the realisable value of non-txading assets and
deducting extemal borrowings and non-trading Liabilities as at 30 April 2003. The valuc of
the business has beeu estimated on the basis of fair market value as a going concerm,
defined a3 the meximum ptice that could be realised in an open matket over a reasonable
period of time assuming that potential buyers have full information.

‘The valuation of Neverfail is appropriate for the acquisitdon of the company as a whole and,

- accordingly, incorporates a premium for control, The value i3 in excess of the level at
which, under current tarket conditions, shates in Neverfail could be expected to trade on
the sheremarket a5 shares in 2 company normally trade ar & discount of 15-25% to the
underlying velue of the company &s & whole.

The most relinble evidence ag to the value of a business is the price at which the business or
2 comparable business has been bought and sold in an arm’s length tansaction. In the
absence of direct markel evidence of value, estimates of value arc miade using
methodologies that infer value from other svailable evidence. There are four primary
valustion methodologies commonly used for valuing businesses:

= cepitalisation of earnings or cash flows;

¥ discounting of projected cash flows;

*  industry rules of thumb; and

% estimation of the aggregate proceeds from an orderly realisation of assets.

Each of these valuation methodologies has application in different circumstances. The
primacy criterion for determining which methodology is appropriats is the actual practice
adopted by purchasers of the type of business involved. .

Capitalisation of earnings or cash flows is the most common!y used method for valuation of
" industrial businesses. This methodology is most appropriate for mdusttial businesses with
a substantial operating history and & consistent earnings trend that is sufficiently stable to
be indicative of ongoing eernings potential, Thic methodology is not particularly suitable
for start-up businesses, businesses with an erratic camitigs psttern or businesses that have
unusual expenditure requirements. This methodology involves capitalising the earnings or
cash flows of a business 2t a muitiple that reflects the risks of the business and the strears of
income that it generates. These multiples can be applied to a number of different eamings
- or cash flow measures including EBITDA, EBITA, EBIT or net profit after tax. These are
referred to respectively as EBITDA multiples, EBITA multiples, EBIT maultiples and price
eamnings multples, Price eamings multiples are commonly used in the context of the
sharematket. EBITDA snd EBITA multiples are more commonly used in valuing whole
businesses for acquisition purposcs where gearing is in the control of the acquirer.

Where an ongoing business with relatively stable and predictable cash flows is being
vajued, Grant Samuel uses capitslised esrnings or opereting cash fiows as a primary
referenoe point. Application of this valuation methodology involves:

% estimation of earnings cr cash flow levels that & purchaser would utilise for valuation
purposes having regard 10 historical and forecast operating reeuits, non-recurring
items of income and expenditure and known factors likely to impact on operating
performance; and
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®  gousideration of an appropriste cepitalisetion mudtiple having regard to the maricet
rating of comparable businesses, the extent and nature of competition, the fime period
of eamings used, the quality of camings, growth prospects and relative business risk.

The choice between EBITDA, BEBITA or EBIT is usually not critical and should give a
simnilar result. All are commonly used in the valuation of industtial businesses. EBITDA
can be preferable if depreciation or non~cash charges distort earnings or make compatisons
between compenies difficult, EBITA avoids the distortions of geodwill amortisation.

In determining a value for Neverfail's business, Grant Samuel has placed particular reliance
on the EBITDA, and EBITA multiples implied by the valuation range compared with the
EBITDA and EBITA multiples derived from sn analysis of comparabie listed cornpanies
and transactions involving comparable businesses but has also considered the PE multiples.

Discounting of projected cash flows has a strong theoretical basis. It is the most commonly
used method for valuation in & number of industries, including mining, and for the
valuation of start-up projects where eamnings during the first few years can be negative.
Discounled cash flow valuations involve calculeting the net present value of projected cash
flows. The cash flows arc discountcd using a discount rate which reflects the risk
assoclated with the cash flow stream. Conslderable judgement is required in estimating
future cash flows and the valuer generally places great reliance on medium to long term
projections prepared by management, In addidon, even where cash flow forecasts are
available for up to, say, ten years, the terminal or continuing value is usually a high
propottion of value. Accordingly, the multiple used in sssessing this terminal value
becomes the critical determinant in the valuation (le. it is a “de facto” cash flow
capitalisation valuation). The net present value is typically extremely sensitive to relatively
srnal] changes in underlying assumptions, few of which are capable of being predicted with
accuracy, particularly beyond the first two or three years. The arbitrary assumptions that
need 10 be made and the width of any value tange nean the results are often not meaningful
or reliable, In addition, Neverfail has not yet completed its budget for the year ending 30
June 2004 and has no other detailed projections. Notwithstanding these limitations,
discounted cash flow valuations are commonly used in valuing industrial companies snd
can at least play a role in providiag a check on altemative methodologies, not least because
explicit and relatively detailed assumptions as to expected future performance need to be
made. Grant Samuel has therefore also considered a discounted cash flow analysis prepared
for Neverfail’'s business operations.

Industry rules of thumbd are commonly used in some industries, These ara generally vsed
by a valuer as a “cross check” of the result determined by a capitalised eamings valuation
or by discounting cash flows. While they are only used as & “eross check” in most cases,
industry rules of thumb can be the primary basis on which buyers determine prices in some
industries, In this case Grant Samuel has cousidered rules of thumb such as sales multiples
and value per cooler/customer. It should be recognised that such rules of thumb arc
essentially de facto eamings multiples as they reflect inherent assumptions as
to profitability usually based on industry norms (ie. 8 profit margin on sales and profit
per cooler or customer). Moreover, they are usually relatively crude and prone to
misinterpretation.

Valuations based on un estimate of the agpregate proceeds from an orderly realisation of
assets are commonly applied to businesses that are not going concems. They effectively
reflect liquidation values and typically attribute no value to any goodwill associsted with
ongoing trading, Such aa approach is not appropriate in Neverfail's case.

4.2,2 Capitalisation Multiples

The appropriate carnings multiple (s usually the most judgemental ¢lement of a valuation,
Definitive or even indicative offers for n particular agset or business can provide the most
rellable support for selection of an appropriate earpings multiple. In the absence of
meapingful offers it is necessary to infer the appropriate multiple from other evidence.
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The primary approach used by valuers is to determine the multiple that other buyers have
been prepared to pay for similar businesses in the recent past. However, each transaction
will be the product of a unique combination of factors, ivchuding:

®  economic factors (cg. ¢conomic growth, inflation, interest rates) affecting the markets
in'which the company operutes;

8 strategic attractions of the business - its particular strenpths and weaknesses, market
position of the business, strength of competition and barriers to entry;

8 rationalisation or synergy benefits available to the scquirer;
8 the structural and regulatory framework;

® - investment and sharcmarket conditions at the time; and

«  the number of competing buyers for a business,

A pattern may emerge from transactions involving similar businesses with seles typically
taking place at prices corresponding to earnings multiples within a particular range. This
range will generally reflect the growth prospects and risks of those businesscs, Mature, low
growth businesses will, in the absence of other factors, attract lower multiples thaa those
businesses with potential for significant growth in earnings.

An alternative approach used by valuers is to review the multiples at which shares in listed
companies in the same industry sector trede on the sheremarket, This gives an indication of
the price levels at which portfolio investors are prepared to invest in these businesscs,
Share prices reflect trades in small parcels of shures (portfolio interests) rather than whole
companies. To convert sharemarket data to meaningful information on the valuation of
companies as a whole, it is market practice to add a “premium for coatrol” to allow for the
premium which is normally paid to obtain control through a takeover offer, This preminm

1s typically in the range 20-35%.

The premium for contral paid in tekeovers is observable but caution roust be exercised in
assessing the value of a company or business based on the market rating of comparable
companies ot businesses. The premium for control is an outcome of the valuation process,
not a determinant of value. Premiums are paid for reasons which vary from case to case
and may be substantial due to synergy or other benefits available to the acquirer. In other
situations premiums may be minimal or eveén zero. It is inappropriate to apply an sverage
of 20-35% without having regard to the circumstances of each case. In some situations
there is no premium, There are transactions where no corporate buyer is preparcd to pay a
price in excess of the prices paid by institutional investors through an mitial public offering.

Acquisitions of listed companies in different countrles can be analysed for comparative
purposes, but it necessary to give consideration to differences in overall sharemarket levels
aod ratings between countries, economic factors (economic growth, inflation, interest rates)
and market structures and the regulatory framework, It is ool sppropriate to adjust
multiples in a mechanistic way for differences in interest rates or sharemarket levels,

The analysis of comparable transactions and sharemarket prices for comparable companies
will not always lead to an obvious conclusion as 10 which multiple or range of multiples
will apply. There will often be a wide spread of multiples and the application of judgement
becomes critical. Moreover, it is necessary to congider the particular attributes of the
business being valued and decide whether it warrants a higher or lower multiple than the
comparable companies. This assessment is essentially o judgement.
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4.3  Assessment of Implied Multiples
4.3.1 Overview

Grant Samuel estimates the value of the Neverfail business operations to be in the range of
$300-330 million. This value range implies the following multiples.

Neverfail - kmplied Muleiples

Multiple of EBITOA B ' .
Foported historical (yosr ended 30 June 2002) 106 1.7
Forceast (year ending 30 Junc 2003) 9.3 102
Normalised adjusted forecast (year ending 30 June 2003) 2.0 29

Multiple of EBITA
Reported historical (veer cnded 30 Junc 2002) 144 138
Forecast (year ending 30 June 2003) 12,5 13.8
Normalised adjusted forceast (yoar ending 30 Junc 2003) 12.0 132

Multiple of aet profit after tox (carnings per share) befere amertisation
Reported histotical (vear etnded 30 June 2002) 208 233
Forceast (yonr cnded 30 June 2003) 18.6 209
Normalised adjusted forecast (year ending 30 June 2003) 17.6 19.7

Multiple of net tangiblie sxcets (at 30 April 2003)

Ungearcd 52 5.7

Multiple of Sales
Historical 43 47
Foreeast ‘3% 43

Valne per cooler (as at 30 June 2¢03) ' §2,639 §$2,902

The table shows multiples for Neverfail based on thres measutes of cannings. The forecast
figurés are based on the forecasts for the year ending 30 June 2003 set out in the Target's
Statement. The normalised figures have been calculated by Grant Samuel based on
Neverfuil’s forecast, The adjustments made to calculate the normaliscd adjusted forecast
30 June 2003 are to:

= add back public listed company costs (directors’ fees and expenses, listing fees, share
registry, annual report, company secretarial etc.) of $0.7 million on the grounds that
anmy acquirer of Neverfail would be able to eliminate these costs; and

®  add back the net cost of $0.4 million (before tax) of the one off items that were
included the fotecast results to 30 June 2003 (ses Section 3.5 for details), The cost of
the bottle odour problem has not been adjusted as it is arguably more in the natur¢ of 3
normal business risk and the impact has not been measured precisely (although

management believes it wus in the order of $0.2-0.3 million).

Grant Samuel considers this measure of eamnings to be the most relevent in terms of
assessing the value of 100% of the Neverfail business.

Multiples of EBITDA appear to be the primary parameter on which transactions in the bottled
weter industry are based. The valuation of Neverfail imnplics multiples of 9.0 to 5.9 times
normalised adjusted forecast EBITDA to 30 June 2003. However, Grant Samuel believes that
BBITA multiples are also important because EBITDA does not reflect the capital intensity of
the indwtry or 4n individual oprzation (ie. the level of ongoing capitl expenditure o5 o
proportion of EBITDA). The level of relative free cash flow can vary widely, EBITA provides
& proxy (albeit not perfect) for free cash flow from cperations and therefore EB(TA multiples
are meaningfull,
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The table also sets out other industry rules of thumb, primarily multiples of sales and value
per cooler. These parameters provide some mnsight es to the reasonableness of the value,
particularly where & business is not yet generating adequate levels of profitubility, but need
to be treated with caution.

The multiple of net tangible asssts is included for completengss. Given the nature of the
business it is not regarded as particularly relevant.

The following market evidence wes considered in assessing the reasemableniess of these
naltiples:

" acquisitions of bottled water comapanies, specifically those involved in the HOD
industry; and

®  multiples implied by the share market prices of:

s listed bottled water companies;

.« listed service companies in Australia of bioadly comparable size;

«  small listed companies in general;

« CCAj;and

«  Palm Springs, Nevertail’s main competitor in the Australian HOD mdustrv

43.2 Transactions in the Botted Water Industry

There has been a substantial number of acquisition transactions in the global HOD water
industry over the last few years. Grant Samuel regards these transactions as the primary
benchmark against which to judge the valuation parameters for Neverfail,
Unfortunately, most of the acquired companies were privately held and data on the

valuation parameters is often not available. The following table sets out data on selected
teansactions that are considered most relevant and for which data is available:
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Comparable Tramacion Amalysis ~ Suntncary

L
' nternationsl

Feb 03  Clear Water Nestls SA Ussszs 20 8l m 756

Feb (3  Powwow Limited Nestlé SA €5600 - 4.7 >600 €435 na

Dec {2 Sparkling Spring Water  Groupe €300 39 130  €1,357 2
Holdings Danone

0102 Chateaud'can Groupe €200 44 #A 61679 €3,348
International Dangne : .

Jul02  Saint Springs Nestls SA Usss00 1.4 nd D& €49

Feb 02 Rent A Coaler Bden DKK2200 .4 na na €789

Springs (€30}

Dcc 01 Aqua Cool Purc Bottled  Nestlé SA US$220.0 il 13.8 €1,526 na
Water (€247}

Dec00  Black Moundin Spring  Neatié SA uss702 19 ta ns m
Water Inc

Dec 00  Aquarivs Witer Groupe USs43.0 21 s =3 [
Company Limited Dangne

Jan00 McKesson Water Groupe US$870.0 33 10.4  approx m
Produst Costipenty Danone : €1,300

Apr99  Great Pines Water Suntory USsIsT 2.0 153 €2 £615
Company Inc Water

Groug lee

Awstralia

Oct 00 Salué Naverfail AStLY 29 62 AS2 600 na

Febi0 Piccadiily Neverfall A$15.8 1.7 5t As3Si ma

Source: Company Angouncernents, Annug) Reports, IRESS, Bloomberg, Zenith International Lid

The details of the Internarionel transactions are discussed in Appendix 1. Acquisitions of
bottled water companies in the retail packaged water segment have not been included as it
is a different business,

The table shows:

®  multiples for internationsl acquisitions generally in the range 1015 times historical
EBITDA but with higher multiples in some cases, The Awstralian muftiples are
substantially lower but are very small businesses;

" revenue multiples enging from 1.4 to 4.7 times. Some uotable trmassctions within the
last 12 months are arcund four times (Powwew Limited, Sparkling Springs,
Chateaud’eau); and

"  value per cooler or customer varies widely.

In interpreting these multiples, it is important to understand the industry context and the
issues involved in each transaction.

The HOD water industry wes traditionally fragmented and based largely on cities or
regions, Through the 1990% there was a significant degree of consolidation as aational
operstions were developed to capitalise on integration and scale benefits. This wuas
particularly the case in Europe where the HOD business really only started around 1990
(because of previous regulatory constraints). The late 1990°s saw the emergence of some
groups trying to build global platforms in the HOD segment. The twe main acquirers have

® Sstimate provided by Bank Yontobel,
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been Nestlé SA (“Nestld™) and Groupe Danone (*Danone™) both of which are large
Europear food and beverage conglomerates with substantial interests in the packaged
bottled water industry (Nestlé acquired Perrier in. 1992 and Danone owns Svian end
Polvic). Other groups that have emerged os industry leaders inciude Suntory Waters
(which s in the process of being sold) in the United States and Eden Springs (a Swiss based
company) in Europe. Betwern 1999 and 2002 these companies, particularly Nestié and
Datioue, acquired more than 30 companies across the globe but with & focus in Europe and
United States. This was a period of major consolidation as the leaders created their global
platforms end built strong market shares (20% or more) in many countries, Nestlé is now
the leading HOD operator in the United States and Europe. Danone is No. 2 in Europe and
No.3 in United States but is stronger in emerging markets such as Asia. In April 2003,
Danone and Eden Springs announced the merger of their European HOD businesses. An
overview of developments is set out below:

= Nestlé only entered the European HOD segment in 2000 (leveraging off its position in

' the United States), The acquisition of Aquacool in 2001 gave a significant uplift to its

position in United Kingdom (taking it to No.2). (t also provided an additional 80,000

¢ustomers in North Esst and Mid Atlantic United States. Powwow Limited

(“Powwow™) was the European HOD atm of Hutchison Whampoa. The acquisition

cetnented Nestlé's No.l position in European HOD when combined with its existing

business. Powwow was understood to be barely profitable. It was itself a roll up of

businesses m various countries (having started in [998) and many were still in & start

up phase with limited route dengity. Clear Water is the HOD leader in Russia and
supplements Nestlé's existing operations in Russie; and

= the acquisiton of McKesson Water Products Company (“McoKesson™), the No.3
operator in the United Staves but with & particular focus on the West Coast and Texas,
gave Danone powerful entry into the United States, Sparkling Springs Water
Holdings Limited (“Sparkling Springs"”) pravided Danone with HOD businesses that
wete No.l or No.2 inn a number of important geographic regions that completneated
Danone’s existing business — Pacific North West of the United States, Canada, the
United Kingdom (where it doubled the Chateaud’equ business) and the Netherlands,
The acquisition of Chateand’eau gave Danone a significant step up for its Western
Buropean operations.  Chateaund’eau was No.l in Fronce atd Italy and No.2 in the
United Kingdonm,

The transaction multiples need to be considered in this light. It is apparent that the

acquisitions involved very substantial strategic end synergistic benefits for the acquirers,
including: .

®  cost savings through integration with existing businesses {(administration, marketing
snd particularly distribution);

=  substantial increases in market share that underpinned future pricing strength;
*  creation of strong national businesses in particular countries {eg. Aquacool);
% major steps towands a pan European platform; (eg. Powwow, Chateand'eau);

*  entry into immature markats with high growth potential. In this context, virually all
of Eurupe can be classified as immature in 8o far as the HOD segment is concerned.
Growth rates bave been extraordinarily high for the last five years and are expecied o
continue to be in the 15-20% range, even in develtoped countries, for some time yet;
and/ot

®  market strength in the United States (eg. McKesson, Spatkling Springs). While the

HOD segment in the United States has been growing relatively slowly (at

- approximately 5-6% per annum) it is the Jargest and most important bottied water
industry in the world, '
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In contrast:
% Australia is isolated and relatively small. 1t offers neither:
«  the very high growth potential of Western Europe or most of Asia; or

o the perceived strategic importance of a presence in the United States, Eurape or
China;

*  the Neverfail business is well establisied. While it enjoys a very high share in the
HOD gegment, strong eamings margins and hesithy cash flows (amengst the best
internationslly) this provides mor¢ limnited opgide compared to the acquisitions set out
in the table; and

= Neverfail provides limited synergy benefite for most acquiters in the sense that there
is limited opportunity for cost savings though integration with existing operations,
For most acquirers, Neverfail is very much 2 stand alone business.

In addition, the activity in 2001 and 2002 may have represented a peak of enthusiasm on
the part of the acquirets. Much of the desired conselidation has now been achieved.

These factors suggest tha the EBITDA multiples appropriate for Neverfail are lower than
the international comparables. While it is basically a matter of judgement and is inberently
subjective, in Grant Samuel’s opinion, the lower EBITDA multiples of 9.0 to 9.9 (treating
the 2002/03 results as equivalent to historical for this purpose) adequately reflect these
differences.

The implied 2002/03 revenue multiples for Neverfail of 3.9-4.3 are not inconsistent with
those implied by the international acquisitions. However, meaningful comparisons are
difficult to meke. Neverfail does not have the same level of upside potential as some of
these comparables but on the other hand it enjoys far higher margins than most of them.,

The implied value per cooler raises similar issues. The implied value per cooler for
Neverfail of $2,639-2,902" i3 less than that paid in the Powwow, Sparkling Springs and
Chategud’eau tramsactions. Neverfail would generats a substantially higher profit per
cooler but hag relatively lower shott texm growth prospects,

The previous Neverfail acquisitions are of limited relevance in that they were both small
bolt on acquisition in smaller statcs and it is not appropriate to comparc them to the
Neverfail business a5 a whole. The bigh value per cooler for Piccadilly is a result of the
large number of water only customers,

4.3.3 Uijsted Companies

Ther¢ are po listed companies either in Australia or intemationally that are directly
compsrable to Neverfsil. Palm Springs, Neverfail’s main competitor in the HOD segment
in Australia, {s listed and was analysed for completeness but cannot meaningfully be used
95 2 benchmark because of its wenk profitebility. Overseas markets were reviewed but the
only listed comparnies primarily engaged in the HOD water business were so small as 1o not
be useful. In general, companies in the HOD water industry are either privately owned or
part of large diversified conglomeratez, Nestlé and Danone were not copsidered because
HOD water is only a small part of their activities, Accordingly, Grant Samuel considered 8
number of different approaches on which to judge appropriate multiples for the Neverfail
business,

" Bascd on forccast coalars of 113,700 as 4t 30 Juoe 2003,
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The following table sets our:

®*  multiples implied by the share prices (at 30 May 2003) of various listed companies
engaged in the provision of services to corporates on the grounds that they serve a
similar customer base and may be affect in similar ways by economic conditions;

& average multiples for verious permutations of the S&P/ASX $mall Companies ndex
(based on analysis by Macquarie Equitics Limited, April 2003) as Neverfaif falls into
this sector of the market snd

" rmultiples far CCA based on the share price at 30 May 2003.

Comparable Listed Company Multiples
Cr I e Yearend 30 Jonet T
. ; " RBITOA Multiples:, _ERITA Multiples

s 0 00 e a0

Cabohargo Austalin Limited 80 74 o6 89

Corporatc Bxpress Limited 9.9 8.7 10.8 05

Programmed Maintenance :

Scrvices Limited 8.4 6.0 8.3 7.6 10.5 9.5
Spottess Group Limited 7.5 7.3 27 9.4 112 10.6
Tempo Scrviccs Limited 72 6.5 9.3 85 133 12
Smzll Companics Index — .

Emerging Lesders — ox Financials 5.6 6.2 2.2 g4 120 10.2
Small Companics ndcx - All

Coapanics — ¢x Financials 8.3 7.9 11.8 118! 16.0 14.4
CCA (31 December) 88 8.1 1.7 10.7 156 13.8

. These multiples are based on share prices and do nat incorporate & premium for control.

The table indicates multiples in the range 6.4-9.9 times 2002/03 EBITDA for listed service
companies. The averages for small companies as a group alse fall within this range.
Corporate Express Limited (“Corporate Express”) stands out as trading a¢t much bigher
EBITDA multiples than the others. It is arguably the most similar to Neverfail (it sclls
office supplies to corporate customers) but it has an outstanding track record of growth over
the last few yeers. Reveaue has grown by morc than 30% per annum since 1999 and
EBITDA has grown by more than 50% per anhum over the same period,

Apart from Corporate Express, the multiples impHed by the valuation of Neverfail of 9.0 o
9.9 times 2002/03 normslised EBITDA and 12.0 to 13.2 times normelised 2002/03 EBITA
ar¢ higher than these compatables. However, in Grant Samuel’s opinion the extent of that
premium is appropriate having regard to:

®  the context of a change in control event (as apposed to shere merket trading of
portfolio interests); and

=  the growth prospects of Neverfail relutive to the comparables.

CCA itself is trading at spproximiately 8.8 times EBITDA for the yest ending
31 December 2003 and 11.7 times EBITA (excluding a premium for ¢ontrol), While the
CCA and Neverfail businesses cannot be compared directly, it is indicative of multiples in the
broader beverages industry and shows that the Neverfail valug parameters are broadly in line
with CCA's own value, CCA bhas announced that it expects the acquisition of Neverfail to be
earnings per share accretive within the first full {inanclal year (based on the $2.25 offer price).
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4.4 Discounted Cash Flow Analysis
44.1 Overview

Neverfail has not prepared any detailed forecasts for 2003/04 or any period thereafter.
However, Grant Samuel has, in any event, prepared a discounted cash flow analysis of
Neverfuil based on & 10 year financial model from | July 2003 to 30 June 2013 (“the
10 Year Model"). A “‘base case™ was developed in conjunction with Neverfail management
and the assumptions that were input into the model were reviewed by Noverfuil
rmanagement to engure that they were reasonable,

The analysis results in a net present value for the base case of $319.7 million which falls
within the valuation range of $300-330 million and which ¢quates to a value per share of
$2.69. Given the inherent uncertainty about sny long term projections and resultant
discounted cash flow anslysis coupled with the absence of detailed forecasts by Neverfail
the discounted cash flow and sensitivity analysis should be treated with comsiderable
caution. The appearance of precision can be misleading. Discounted cesh flow and
sensitivity analysis provides a framewark for estimating value but does not substitute for
the commercial fudgements that must be epplied when valwing businesses or companics,

Tha 10 ‘Year Model {s not set out in this teport at the request of Neverfail on the basis of
commercial sensitivity,

442 Assumptions Underlying the Flasncial Model
The key operating assumptions in the 10 Year Model are summarised below:
General
s inflation of 2.5% per annum;

" the corporate taxation rate is 30% and there is no change in taxation legislation thet
has a material impact ont Nevetfail’s results; and

®*  no significant changes in legislation, or in the policies and procedures of the
regulstors, and resolution of outstanding issues in 2 manner consistent with
Neverfail's expectations.

Revenue

The 10 Year Model calculates revenues by business segment based on either a combination
of factors such as pricing assuniptions, growth in customer numbers, chumm, and the change
in the customer mix or growth in reverue from the prior year. For example water revenue
comprises:

®  cooler water revenues, which are driven by pricing sssumptions, the mix of 11 litre
botle custorners who use the Homespring coolers compared to the 15 litre bottle
customers who use upstanding coolers, growth in customer numbers and churn in
cooler customers as well as the average annual consumption by customer type; and

& other water revepue, including water only revenues, third party generated watcr sales
and service station generated water sales.

Cooler water prices are assumed to rise with inflation. Over the past two years Neverfail
has successfully increased its prices with limited negative impact. As a vesult future price
increases particularly, if ouly at inflstiondry levels, are expected to be achievable, Cooler
rental ig assumed to remain constant in nominal terms (ie, a real decline).

Despite Neverfail already holding a 65% share in the HOD water segment, significant
growth in cooler customers is still expected to be achievable due to the low penetration rate
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in the HOD segment in Australia, curtently estimated at less than [3% (and less than 1% in
the residential sector)'. The model assumes gross signings of 35,000 in 2003/04 with the
number of signings in the main 15 litre category growing at 4% for five years and then 2%
for the remainder of the 10 Year Mode! (a higher growth rate is assumed for the (1 lire
category reflectiug Neverfuil’s cucrent strategy of targeting selective residential customers).

Cooler customer cburn is assumed to decrcase from arcund 26% per annum in 2003/04
(based on beginning of the year cooler customers) over the pext four years before
stabilising at 24% for the remainder of the 10 Year Model. Neverfail considers this to be
achievable due to a number of factors including increasing credit card based automatic
payment arrangements, more selective marketing and targetmg of new customers, increased
product offerings, betfer data capturing capabilities allowing it to better meet customer
needs and coatinuation of the recent trend in declining churn rates.

The et effect is that average customers grows at rates of 5-6% per anpum until 2011 and
then af rates slightly under 5%. These rates can be regarded as conservative compared to
recant historical growth rates and are in line with the growth rates forecast for more mature
markets such as the United States (at 5-6%)).

While thers are valid reasons for the lower level of penetration of bulk-bottled water in
Australia such as relatively goed municipal water across most states, there i evidence to
suggest that there is still scope for improvement in penetration from current levels as
vonsumers become more health conscions, Relative 10 penetration levels in the United
Stares of 30% for commercial customers, Aastralia’s penetration of 13% for commercial
customers (the majority of Neverfail’s customers) suggests significant scope for growth.

Other assumptions related to revenus include:

®  revenues generated by the sale of bottled water through service stations romsin flat.
This busitess has largely been s remnant of the Aqua Vital acquisition. While
opportunities to exploit this distribution channel have been imvestigated, the net
impact of any opportunity has not been accurately quantified by Neverfail; and

® growth in third party distribution revenue of 10% per annum in the short term,
gradually decreasing aver the residual forecast period, reflecting Neverfail’s priority
to significantly expand its presencs in regional Australis via contracting agents to
distribute Neverfail s products.

- No revenue is assumed from exports of the Homespring cooler or from the initiatives in
relation to packaged water,

QOperating Costs

The key assumptions relating to operating costs are;

" cooler rental and cooler water unit costs decrease in 2003/04 after adjusting for non
recurring costs in 2002/03 (such as development costs assoviated with the Homespring
cooles) before increasing at a rate in line with increasing cooler customets (in relation
to cooler rental costs), bottle usuge (in relation to cooler water costs) and inflation;

®  other water costs are assumed o incresse in line with inflation on a per bottle basis;

®  other costs associated with water related vetail products such as consumer packs, cups
and cracks and stands ure calculated as & percentage of revenue (by business
segment);

Estinated by Neverfail managerment,
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*  distribution costs are based on the per bottle rate under the new distribution agreement
and incresse in line with increases in sales prices of bottles Increases (at 23% of the
dollar value of any price increase). This reflects the contracts put in place as part of
the initiative to wensfer to third party distributors;

*  administrative and head office expenses increase at the rate of inflation and are then
indexed by a proportion of the growth In average cooler customers. The proportional
increase in these costs reflects the economies of scale that should be achievable in
these functions;

®  information technology costs are calculated as a percentage of revenue gver the period
of the model; and

*  marketing costs are a function of the number of pgross new cooler customers. In
addition, unit marketing costs are also expected to jump slightly every few years
reflecting the Incregsing difficulty in attracting and retaining new cooler customers.
New marketing strategizs may be required ns existing marketing initiatives mey no
louger be sufficient to generate the required growth. Increases in marketing costs per
new customer is not URCOMMOon it & Lrowing business, parhcular]y if the business has
shown long periods of consistent growth.

Overall costs excluding depreciation remain steady as a percentage of revenue over the
period of the model.

Capital Cosis
The key assumptions relating to capital costs are:

®  gapital expenditure is assumed to increase steadily over the 10 Year Model petiod, but
remain at broadly the same percentage of revenues over the period. The average
compound annual growth in capital expenditute over the 10 Year Mode! period is
6.7%, which is consistent with revenue and EBITDA growth and the general growth
of the business;

®  the major capital expenditure items are the acquisition costs of coolers and water
bottles. The cost of coolers and water bottles are forecast to remain flat with no
inflationary impact, reflecting the lowering cost of acquisition in real terms; and

*  with the exception of a minor upgrade to the South Australisn botding plant, which is
forecast to cost spproximately $0.8 million in 2004/05, there are no other planned
major capital expenditure items. Water bottling plants arc currently operating at 60%
utilisation.

Outcome

The overall cutcome is that EBITDA grows ot tates of around 7% per anoum until 2008/09
and then growth reduces over time to 4% in 2012/13. Grant Samuel regards these growth
taLes g realistic for valuation purposes.

443 Valuation Parameters

The net presant value of projected cash flows has been caleulated using the following
parameters:

"  gadiscount rate of 10%. This mate represents a nominal after tax weighted average cost
of capital and was applied to nominal ungeared after tax cash flows for the business.
The after tax weighted average cost of capital for Neverfail has been determined by
applying the following formula

Page 37
Neverfail Springwater Limited Supplementary Target's Statement 31



JUN @4 ’'e3 12:87 MCBURNEY & PTS 61 2 23530881 : P.55/69

GRANT SAMUEL

WAOC=[Rex%)+(Rdx(I—t)x%J

&

ere

= proportion of equity

<lg <ot

= proportion of debt

Re = cost of equity
Rd = cost of debt
t = the corporate tax rate

The debt/equity mix has been estimated as 85% equity and 15% debt in line with
Neverfail's long term target debtequity mix. A cost of equity of 10.4% has been
derived using the capital asset pricing model which, in turn, is based on the following
assumptions:

«  arisk fres rate of 5,0%":

+  a market rigk premium of 6%. Grant Samuel believes this figure is within the
range of generally accepted figures of long term market risk premiums in the
Australian capital macket; and

«  gbew factor of 0.9, This beta factor is the mid point of beta factor meagured by
Bloomberg of 1.0 against the Australian sharemarket and 0.8 as measured
against the Morgan Staniey Capital Index. This beta ls greater than the betas of
CCA, Nestlé and Danone.

A cost of debt of 7.0% has been adopted, representing a margin of approximately
2.0% over the risk free rate and 2 corporate tax of 30% has been applied.

The calculated rate of 9.6% has been rounded to 10%; and

"  a terminal value at 30 June 2013 has been calculated using a multiple of 15.4 times
forecast 2013/14 ungeared afier tax cash flow"”, The multiple of 15.4 times {s based
on the discount rate of 10% and a perpemal growth rate from 2013 of 3.5% (ie.
approximately 1% ceal growth), The termunal value corresponds to an EBITDA
multiple of 7.5 times.

' Approximates te yi¢ld to muturity on 10 year Australian Govemnment bonds prevailing during April and May 2003.
7 (ngeared after tax cash flow is defined 2g EBITDA adjusted for movements in working capital, tax peid and capital expenditure.
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4.4.4 Seasitivity Analysis

The fmpact on net present value of changes in key assumptions has also been tested. The
analysis is summacised below:

ation P!

' Netpresznt value based on ox;eratmg nmmpiiouls ln Hl; model .

Variations to the assumptions:
. 11.0% 2770 42D -134
Distount cate 9.0% 181 584 +183
25% 946 (5.1} =T
Porpotual growth rats 45% 3539 342 4107
, - ' 10% lower cach year 36 139 W3
Cupital ture
pitel oxpendi 10% higher each year 3058 (139 43
Gross signing of new cooler 5,000 customers lower in 2003/04 3023 (17.2) -S54
CSIOmeTs 5,000 custosmers higher in 2003/04  348.9 292 +9.1
: 0. ) 32
Annual cooler customer churts 1% higher each year ®4 (103 3

1% Jower cach yoar 3308 10.8 +34

The scenarios analysed are arbitrary but reflect concemns that pofential buyers of the
business would have. The seenarios analysed do not, and do not purport to, represent
possible best and worst case scenarios that Neverfail could face. They ar¢ simply
theoretical ndicators of the sensitivities of the 10 Year Model. 7These scenarios are
indicative of the wide renge of potential outcomes that could be faced by Neverfail and
more extreme outcomes are quite conceivable. Morsovet, the 10 Year Model is essentially
static i nature and cannot adequately reflect the potential for changes in multiple variables.
The net present values are very sensitive fo small changes in variables and small changes in
a number of variables can result in substantial changes in net present value.

The sensitivity analysis in the above table indicates the following:

" the value is extremely semsitive to the discount Tates. Bstimation of discount rates
involves a substantial element of professional judgement;

" the value is also very seusitive to the terminal value multiple. It is not possible to
precisely determine growth rates in perpewity. The various terminal value multiples
correspond to the following EBITDA muldples:

Neverfual = Ferminal Value Paramerers
- ‘Perpetual Growth *' Flow Muwitiplé " . Implied EBITDA Multiple
25% 13.3 6.5
3.5% 154 7.5
4.5% 182 8.8

While the perpetual growth rate of 3.5% appears low, it reflects the increasing
difficulty of attracting new customers after the business has shown continual growth
over a long period. Esch additional customer becomes more difficult to attain afier
Neverfail reaches a certain size and market presence. Positive growth of the same
magnitude that Neverfail is currently enjoying is unlikely to still be present in 2013.
Competition is tikely to increose over time as competitors attempt to draw on the

Page 39
Neverfail Springwater Limited Supgementary Target's Statemeart 53




JUN 84 ’83 12:98 MCBURNEY & PTS 61 2 2353801 ' P.o7/€9

GRANT SAMUEL

strong marging that Neverfuil has generated and is expected to confinue to generate,
As a result, growth in ungeared after tax cash flows will slow down over time: and

®  the net present value does not appear to be particularly sensitive to changes in capital
expenditure, por apnual cooler customer churn,

There are possible scenarios that are more positive than the 10 Year Medsl. However, in
the present circumastances Grant Samuel does not believe they are likely to be rclevant for
valuation purposes.
4.5 Other ltems
4.5.1 Net Borrowings
As at 30 April 2003, Neverfail had net borrowings of $65.4 million.
4.8.2 Other Assets and Liabilities

Otber asscts and liabilities comprise:

=  cash of $1.8 million received from the exercise of 0.9 million options which occurred
subsequent to 30 April 2003;

% proceeds to be received from the sale of Neverfail’s Thomleigh site, Neverfail will
receive $2.5 million prior to 30 June¢ 2003 and 30.7 million in the following year.
Grant Samuel has included an amount of $3.0 million (to reflect the deferral of part of
the proceeds);

=  cash received from the exercise of the “in the money” options still outstanding of
$6.3 million;

= employee loans of $0.3 million; and
= @ working capital adjustment of $1.5-2.0 million 0 reflect a number of debiors owtside
the ordinary courge of buginess (distibutorship sales, sale of Homespring rights)
which will be collected prior to 30 June 2003,
4.5.3 Litigation

No allowance has been included for:

=  potential recoveries from the supplier in relation to the bottle ctacking problem in
Western Australia; or

" costs and damages relating to the claim by Wet Distribution Pty Limited in relation to
the supply of tainted water by Piccadilly prior m Neverfail’'s purchase. Neverfail
expects to recover any 10ss from the previous owners of Piceadilly.
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5 Evaluation of the CCA Offer
5.1 The CCA Offer is not Fair

The CCA Offet is $2.25 cush per Noverfail share, The offer is below Grant Samuel’s valuation
range for Neverfail of $2.49-2.80 per share. Accordingly, the CCA Offer is not fair,

The valuation reflects Grant Samuel’s views about the performance end growth poteatial of the
Neverfail business and the velue of its leadership position in the Australian HOD water industry.
The itnplied multiples are below those that have been paid in recent interhational acquisitions in
the HOD industry reflecting differences between those marksts and Australia, The multiples are
above those applylng % tiost other comparably sized listed service companies and the velue
Tépresents 2 substantial premium over the pre-bid share prics of Neverfuil (35% at the low end of
the valus tange). Bowever:

% the value of Neverfail includes a premium for control (premivrus of 35% ate not uncommon)
and the share prices of listed companies do not; and

% the share price was close to historical lows snd had arguably been oversold in this market,

In Graut Samuel’s opinion, the implied multiples of EBITDA and EBITA (which are virwally
historical multiples) are not ¢xcessive for a company with the reasonably solid (but aot
spectacular) growth expectations of Neverfail, particularly in a context where sharehelders are
s¢lling control.

Neverfail released revised forecasts for the year ending 30 June 2003 on 26 Mzy 2003. The net
profit of §11 million wes well below analysts’ forecasts of $12 million or more. There was
conziderable negative reaction to this shortfall in both analyst and media commentary. The share
price fell 10 below $2.35 and there was some questioning of the value of Neverfail,

The teaction is understandable and, in part, is probably attributable w0 excessive optimism at the
half year coupled with problems in the second half from poor implementation of certain changes in
the business. Clearly, Neverfail is perceived not to have delivered on promised growth and thers

is now a need to restore credibility with investors, However, focus on this aspect tends to obscure
the fact that:

®  the performance for the year (admittedly with a relatively poor second half) shows strong
growth with:

« EBITDA and EBITA up 15%;
«  carnings per share (before amortisation) up 12%; and
= net profit before tax and amortisation up 21.5%,

" the EBITDA result for the year of $32.4 million compares to analysts’ forecasts of
$32.8-34.0 million with a median of $33.7 million®, X is therefore only approximately
$1.3 million, or 4%4, below analysts' forecasts;

®  the Neverfall business shows remarkably consistent performance in areas such as:

«  new customer signings;
« . tevenue and expense patterns; and

«  camings margins (as a proportion of sales snd per customer).

¥ Source: Reutcra Ressarch Ine (Multex Global Estimates) us at 16 May 2003,
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This can be seen from the tables set out in Section 3.5;

% operating cash flow end net cash flow generation is iaproving, with capital expenditure
down from the peaks of 200{ and 2002 to sustainable Jevels of around $10 million per
anmum, Opereting cash flow will approach $20 million in the year eading 30 June 2003;

8 the problems that afflicted the second helf (impact of Sydney relocation, distributor
restructuring and bottle odour problem) have now been largely resolved; and

¥ the sttractive growth dynamics for the bottled water industry remain in place.

8.2 The CCA Offer is not Reasonable

In some takeovers there are circumstances that suggest thet, while en offer is not fair, it is
nevertheless reasonable, and shareholders would be justified in accepting it. In Grant Samuel's
view such circumstances do not apply in the case of the CCA Qffer:

= there is a realistic prospect of receiving a higher offer;

" the CCA Offer represents a premium to the pre-offer Neverfail share price that is at the low
end of premiums typically paid in successful takeover offers;

" atthe date of this report shareholders could realise superior value by selling on market rather
than accepting the CCA Offer; and

= there are significant synergy benefits that are likely to be available to CCA.

In Grant Samuel’s view, there is a realistic prospect that & higher offer will be made to Neverfail
shareholders, either by CCA or by an alternative bidder. Given the relatively low premium
implied by the CCA Offer, the strategic value to CCA of a successful acquisition and the level of
gynergies available to CCA it is not unreasonable to expect that, despite the dowanwards revision of
the 2002/03 forecast, CCA would be prepared to increase its offer price to secure control of
Neverfail, if it receives minimal acceptances of its initial offer. The prospects of such o higher
offer would obviously be diminished if CCA was to secuts significant aceeptances of its current
offer.

Neverfeil should also be atieactive to othet acquirers, particularly major participants in the
international botded water industry and other pares, norwithstanding the limitations of the
Australian market. There are some factors that mey make it more diffioult to secure an alternative
offer:

= many of the likely buyers are based offshore (at least in relation to the relevant business unit).
Remoteness always slows decision making. The timeframe to respond (depending on
whether or not CCA extends its offer) is relatively limited. In this context, it will be in
shareholders’ interests to ensure that alternative offerors have the maximum time to take
action;

*  for some alternative offerors, a counter bid will involve & very public auction process directly
against a majot competitor.. This may or may not be a concern;

®  CCA has en existing sharcholding of 15%. This is sufficieat (o block compulsory acquisition
{which may be important) if CCA decided not to sccept any higher counter offer, For
example, such & situation arose in Lion Nathan Limited's bids for Banksia Wines Limited
(although there were particular circumstances in that case); and

= the Likelihood of a counter bid is slways affected by whether the timing cueently conflicts
with othet prionities of the altemative offerors.
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These Issues should not be an impediment o a counter bidder convinced of the strategic
importance of acquiring the Neverfail busiess. In the curent circumstances, Neverfail represents
a once only opportunity to scquire the clear leader in the Australian HOD watet industry (with &
65% share), The next largest is Palm Springs with a 25% share. CCA. Is the leader in retajl bottled
water in Australia and The Coca-Cola Company and its bottlers are major participants globally.
The acquisition of Neverfuil represents a significant strategic move into a new distribution chanmel
and i possibly a precussor 10 a similer move internationally, Moteover, if CCA is suceessful in
acquiring Neverfail, it is unlikely that any repeat opportunity in Australia would be svailable to
other industry operators for a considerable period, There is no other comparable point of entry into
the Australian HOD water industry. No other target offers the same quality of business as
Neverfail. A start up is possible but it has sigvificant drawbacks, Nevertheless, it is possible that
no ¢ounter bid will arise,

The offer price of $2.25 represents & premium to the Neverfall share price immediately prior to the
announcenent of the CCA Offer ($1.85) of 22%. The premium is similar if the Neverfail share
price is measured as an average over o longer period of, say, 1 to 3 months prior to the
anmouncement. A tzkeover premium at this level is at the low end of the premiums typically paid
in successful takeover offers which are genemlly in the range 20-35% aod have been materislly
higher in some cases.

In auy event, as at the date of this report Neverfail shareholders could realise more than the CCA
Offer price by selling their shares on market, Since the announcement of the CCA Oﬂet.
Neverfuil shares have traded above $2.25. The closing price on 30 May was $2.31.

Accordingly, in Grant Samuel's opinion, the CCA offer is not reasonable.

At the same time, it needs to be recognised that rejection of the CCA Offer carries risks.
Judgements regarding the likely price of Neverfail shares in the absence of the CCA Offer are
subject to some uncertainty, It appeats that wading in Neverfuil shates subsequent to the
announcement of the CCA Offer reflects an expectation that the offer price will be increased or
that a gownter bidder will come forward. If the CCA Offer lapses and no counter bidder emerges it
is likely that the Neverfail share price would initially fall back towards pre bid levels, particularly
in view of the shortfall its forecast 2002/03 camings compared to market expeatations.

On the other hand, Neverfail shares iraded at prices sbove $2.25 us recently as December 2002,
While equity markets are now weaker and there may be lower growth expectations for Neverfail
(particularly after the revised profit forecast to 30 June 2003), it is not unrealistic to expect that, if
the current short term growth expectations are met, Neverfail shares could trade at prices vear to
the CCA Offer in the foreseesble future. The Neverfail share price bas been adversely affected by
limited liquidity and this can have the opposite effect in & more favoursble climate. Morcover, the
share price may be supported by a market perception that CCA and others are {merested fa
securing full coatrol of Neverfail, ‘

However, there can be 00 assurance that the share price would achicve these levels. Sharcholders
will be exposed to the future performance of Neverfail and the risk that it does not achieve its
growth objectives. Shareholders will also be exposed to the vagaries of future equity market
conditions.

5.3 Synergy Benefils
CCA is expected to be able 1o realise subsiantial synergies in acquiring Neverfeil including:
% elimination of public listed company costs (dircctors' fees, listing fees ctc.),

®  reduction of senior management positions and other corporate administration costs;

¢ climination of duplicated funotions (cg. call contre management);
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= the potential to utiliss Neverfuil brand in the retail channe! for packaged baktled water (up to
2 litres) using CCA's existing distribution network;

*  utilisation of Neverfail's production capacity for CCA’s existing water products;
«  utlisation of Neverfail’s distribution network to sell CCA products; and

®  cost savings through accessing CCA's scale in procurement, manufacturing, logistics and
information technelogy.

CCA has not released any estimates of the benefits and their achievability is not certain. A
detailed review will be undertsken by CCA fellowing acquisition. Neverfail has estimated the
benefits to be in the range $5-10 million per anmun but they may be higher or lower.

It would appear that little of these synergy bencfits are reflected in the offer price of $2.25. Grunt
Samuel's valuation excludes any consideration of synergy benefits (except for savings in public
listed company costs which are availsble to all asquirers). This approach is consistent with
general valuation practice where the valuation of a business normaily:

T includes symexgies (such as cost savings) that arc likely to be available to several of the
patential purchasers on the grounds that they sre likely to be “paid away” in a competitive
bidding process; and

8 excludes synergies which are unique to 2 single acquirer on the grounds that even in a
competitive bidding process there would be no need to pay more than a nominal amount
greater than the next highest bidder,

The majority of the synergies are unique to CCA as the most likely interested parties do not
generally bave ¢xisting bottled water operations in Australis. Most would only save the public
listed company costs although there would be strategic benefits such as enhancement of plobal
platferms (for some acquirers). The benefits to CCA are therefore arguably greater than they are to
any other potential acquirer. If the anticipated synergles exist, the value of Neverfall to CCA is
materially higher than Grant Samuel’s valuation of $2.49.2.80 per share.

" The extent to which CCA deems it necessary to “pay away" (ie, pay Neverfail sharebolders) for
these unique benefits is assentially & question as to the relative bargaining position between CCA
and Neverfail shareholders and whether or not any slternative offer arises. In the absence of 8
counter bidder, shareholders only leverage is to not accepr the offer (recognising thar this involves
risks).

54 Sharcholder Decision

The decision of each shareholder as to whether to accept the CCA Offer is a matter for individual
shareholders baged on each sharcholder’s views as to value and future market conditions, risk
profile, liquidity preference, investmenit strategy, portfolio structure and tax position. In particular,
taxation consequences may vary from sharebolder to shareholder. If in eny doubt, shareholders
should consult an independent professional adviser.
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6 Qualifications, Declarations and Consents
6.1 Qualifications

The Grant Samue} group of companies provide corporate advisery services (in relation to mergers
and aequisitions, capltal raisings, corporate restructurings and financial matters generally),
property advisory services and manages private equity and property development funds, The
primary sctivity of Grant Samuel & Associates Pty Limited {s the preparadon of corporte and
business valuations and the provision of independent axpert's reports in connecticn with mergers
and acquisitions, takeovers and capitsl reconstructions, Since inception in 1988, Grant Sammcl
and its related companies have prepared more than 270 public independent expert and appraisal
repotts,

The persons responsible for preparing this report on behalf of Grant Samuel are Stephen Wilson
MCom(Hons) CA(NZ) FSIA, Atagun Bensan BSc(Hons) LLB and Alison Long BCom CFA CA.
Each of the above persons hes 4 significant number of years of experience in relevant corporate
advisory matters and is an authoriged representmve of Grant Samuel pursuant to its Dealers
Licence under Part 7.3 of the Corporations Act.

8.2 Disclaimers

It is not intended ¢hat this report should be used or relied upon for any purpese other than as an
expression of Grant Samuel's opinion as to whether the CCA Offer is fair and reasonable. Grant
Samuel expressiy disclaims any liability to any Neverfail shareholder who telies or putports to rely
on the report for any other purpose and to any other party who relies or purports to rely on the
report for any purpose whatsoever.

This report hay been prepared by Grant Samue! with care and diligence and the statements and
opinions given by Grant Samuel in this report are given in good faith and in the belief on
reasonable grounds that such statements and opinions are correct and not misleading. However,
no responsibility is accepted by Gramt Samuel or any of its officers or eraployees for efrors or
omissions however arising in the preparation of this report, provided that this shall not nbsolve
Grant Samuel from llability arising frora an opinlon expressed recklessly or in bad faith,

6.3 Independence

Grant Samuel and its related entities do not have at the date of this report, and have pot had within
the pravious two yeacs, any sharsholding in or other relationship with Noverfail or CCA, that
could reasonably be regarded as capable of affecting its ability to provide an unbiased opinion in
relation to the CCA Offer, Grant Samuel hes previously been ¢ngsged by CCA w0 prepare the
following independent expert’s reports:

®  in May 1998, Grant Sansuel completed an independent expert’s report in telation to a proposed
restructuring of CCA and the acquisition of the bottling operations In South Korea and ltaly:
and

" in Juae 1997, Grant Samuet ared an independent r's report in relation to the
prep expe pol
acquisition of CCA and Coca-Cota Bortlers Philippines Inc by CCA.

Grant Samue] will receive a fixed fee for the preparation of this report. This fee i not contingent
on the outcome of the CCA Offer, Grant Samuel will receive no other benefit for the preparation
of this report,

Grant Samuel considers itself to be independent in terms of Practice Nate 42 issued by the ASIC
(previously known ag Australiap Secutities Commisaion) on 8 December 1993,

6.4 Declarations

Neverfall has agresd that, Neverfail will indemnify Grant Samuel and its employees and officers
in respect of any liability suffered or incurred as a result of or in connection with the preparation of
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the report. This indemnity will not apply in regpect of the proportion of any liability found by a
court to be primarily caused by any conduct involving gross negligence or wilful miscondust by
Graat Samuel. Neverfail has also agreed to indemnify Grant Samuel and its ernployees and
officers for time spent and reasonable legal costs and expenses incurred in relation to any inquiry
or proceeding initiated by any person. Where Grant Samuel or its employees &nd officers are
found to have been grossly negligent or engaged in wilful misconduct Graxnt Samuel shall bear the
propartion of such costs caused by its action. Any claims by Neverfail are limited to an amount
equal to the fees paid to Grant Samuel. ‘

Advance drafts of this report wore provided to Neverfail and its advisers. Certain changes were

made fo the drafting of the report as a result of the circulation of the draft report. There was no
alteration to the methodology, ¢valuation or conclusions as a result of issuing the drafts.

4.5 Consents

Grant Samuel consents to the issuing of thig report in the form and context in which it is to be
included in the document to be sent to sharcholders of Neverfatl. Neither the whole nor any part
of this repott nor any reference thereto may be uciuded in any other document without the prior
written consent of Grant Samuel as to the form and context in which it appears.

6.6 Other
The accompanying letter dated 2 June 2003 and the Appendix form part of this report.

GRANT SAMUEL & ASSOCIATES PTY LIMITED
2 Jupe 2003

G- fumel & Soci e
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Apperdix 1
Comparable Intcraational Company Transaction Analysis

The following table sets out the data on selected interational transactions in the home and office
delivered (“HOD™) water industry since 1999 for which data is available:

il - (@O

Closr Water Nestlé SA

na 736

Powwow Limited Nestlé SA 4.7 >60.0 2,435 na
Spackling Spang Water  Groupe Donoue 3.9 13.0 1.857 e
Holdings

Qct)2  Chateaud'sau Groupe Danane 8200 44 24.4 L6879 3,548
Intcrnational

Jui 02 Saint Springs Nostié SA U8350.0 {4 na na 2493

Feb02  Rent A Cooler Eden Springs DKK220.0 1.6 na .0 784

DecOt  Aque Cool Pure Bottled  Nesté SA U8$220.0 3l 13.8 1,526 na
‘Water

Dec®  Binck Mounmin Spring ~ Nestld SA ussr0.2! 1.9 % ne na
Wiger I

Dec  Aquaring Water Groupe Danone ~ US341.0 2.1 na ua na
Company Limited .

a0 MeKessos Waker Croupe Danonc US$870.0 2.3 10,4 approx na
Praduct Company 1,300

Aps 99 Grest Pines Water Suntory Wator Ussi8.7 2.0 153 482 615
Company Inc Grovp lng

Source: Company Announcements, Aanual Repatts, ﬁESS, Bloombery, Zenith tatetaational L1d
Note: EV/Coolers and EV/Customers have been convertad into Bunas for cotaparative purpases.

Nesué acquisition of the Clear Water gronp

On 19 February 2003, Nestlé S.A. (“Nestlé™) announced that it had acquired 100% of the Clear Water
grovp (“Clesr Water™), Clear Water is the leader in the HOD segment in Russia and is understood to
represent more than half the industry. Clear Water has sales of approximately €15 million and 40,000
clients in the greater Moscow area but has the capacity to supply up to 120,000 clients. Combined with
its previous purchase of Saint Springs in July 2002, Nestlé became the clear market leader in Russia, The
consideration paid for Clear Water was not disclosed although press speculation suggests a price of
US$25-40 million. Grant Samuel has used the mid point of US$32.5 million for the multiples, Westlé
expects growth of 30% plus from the Russien market.

Nestlé acquisition of Powwow Limited from Hatchison Whampoa Lintited

On 4 February 2003, Nestlé anuounced it biad acquired Powwow Limited (“Powwew™) fom Hutchison
Whatipoa's subsidiary A.S. Watson. Powwow is one of the leading HOD water companies in Europe
with operations in Fragce, Germany, United Kingdom, the Netherlands, Denmark, Italy and Portugal,
Powwow comtmenced operations in 1998 growing by acquisition and organic growth. Powwow
generated sales cevenve of €120 million for the year ended 31 December 2002 but was understood to be
barely profitable cven at the EBITDA level (due to its refatively sacly stage of development). Nesti€ paid
a total purchase price of €560 million, The Fowwow acquisition enabled Nestis to significantly incrcase
its presence in Europe and build a true pan European presence in the ROD segment and to maintain its
market leading position. Synergies were also expected 1o be genetated in the countries (hat Nestié alteady
had operations and there was believed 1o be substantial scape to imprave profitability.

' Batimats provided by Back Voatobet
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" Group Danone acquisition of Sparking Spring Water Holdings Limited

On 12 November 2002, Groupe Danone (*Danone”) announced the acquisition of Sparkling Spring Water
Holdings Limjted (*Sparkling Springs’). Founded in Canads in 1992, Sparkling Springs had developed
leading positions in Canada (No. 2), United Kingdom (No. 3), the United States (No. 1 in Pacific North
West) and the Netherlands (No. 3). Sparkling Springs owns approximately 210,000 coolers end is one of
the top five HOD companies in the world. The consideration paid by Danono has been estimeted to be
€390 million. The acquisition consolidates Danone’s position in the United States (where it was already
stroog on the West Coast and Texas), Canada (following the acquisition of Patrimoine des Eaux du
Quebec it held No. 1 in Quebec and Ontario and Sparkling Springs vompleted the geographie coverage)
and the United Kingdom (where it had just acquired Chateaud’eau).

Groupe Danone acquisition of Chateaud’eas International from Suez Group

. On 9 October 2002, Danove announced it would acquire Chateaud’ean Interaational (“Chateaud’ eau”™) for
a consideration of €220 million. Chateaud'eau is the French market leader with 28% of the market. it
also has strong positions in Italy (No. 2), Spain (No. 3) and the United Kingdom, Chateand’eau supplies
62,000 customers and operates nearly 150,000 coolers. This acquisition represented Danone’s entry into
the European HOD industry, which is onc of the fastest growing regions in the world,

Nestlé acquisition of Saint Springs

On 16 July 2002, Nestlé snnounced the scquisiion of Saint Springs in Russie for s estimarted US$S0
million. Saint Springs sold 108 million litres of bottled water in 2001. 75% of its sales are m retail water
with only 25% in the HOD sector. At én estimated 8 litres per capite snnually, bottled water consumption
in Russia remains among the lowest in Europe. Nestlé believe that the markets growth prospects could
exceed 20% per year. The acquisition gave Nestlé 4 foothold in Europe’s most populous countey.,

KEden Springs acquisition of Rent A Cooler

Qn 14 February 2002, Carlsberg Breweries AS (“Catisberg™ announced that it would sell its Rent A
Cooler companies in Sweden, Norway, Estonia, Latvia and Lithuania to Eden Springs for a consideration
of DKK$220 million, Rent A Cooler began operations in 1938 and has developed into a leading brand in
the HOD market. Rent A Cooler owned two water springs and had approximately 35,000 custoumers,
The Danish operation wag not included in the sale and Carlgberg continues to operate the business.

Nestlé acquisition of Agua Cool from fonies Inc

Ou 3 December 2001, Nestlé announced that it would acquire the Aqua Coo! pure bottled water
operations (“Aqua Cool”) from lonics Inc. Nestlé paid a total consideration of US$220 million for the
HOD operations in the United States, the United Kingdom and France. Aqua Cool had approximately 2%
of the HOD mayket in the Uanited States, 18% in the United Kingdom and 7% in France. In the United
States, Aqua Cool had over 80,000 customers located primarily in the Northeast and Mid Atlantic regions
strengthening Nestlé's No.1 position in the HOD iodustry in the United States and giving it a substantial
boost in Europe.

Nesilé acquisition of Black Mountain Spring Water Inc from McKesson Corporation

On 11 December 2000, Nestié annownced that it would acquire the United States bottler Black Mounain
Spring Water Inc (“Black Mountain™) for an undisclosed sum. Analysts have estimated the consideration
to be approximately US$70 million, WBlack Mountaln Is based in Northemn Celifornia and has 276
employees, Black Mountain was expected to bave sales of US$37 million for year ended 31 December
2000.

Danone acquisition of Aquarius Water Company Limited

On 6 December 2000, Dancne announced it would acquire 50% of Aquarius Water Commpeany Limited
(“Aquaring™) for US$21.7 million. Aquarfus is the lacgest HOD company in China and is based i

Paoge 2
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Shanghai (where it has a 55% market share), The compeny has 650,000 customers and serves its
customers through direct delivery and on-line through the lntetnet, Danone also acquired a 10% minority
stoke in Shanghai-Aquarius Ounline Ssles Company Limited, which sells Aquarius water and was
anticipated to sell other Danone products in the futwre in China.

Danone acquisition of McKesson Water Producis Company

On 11 January 2000, Danone announced the acquisition of the mineral water business of McKesson
Corporation, McKesson Water Products Company (MoKesson Water™) in the United States, MoKesson
primarily focuses oo the HOD segment which generated 80% of its sales. The remasining sales were
derived from retai) channels. McKesson Water was the third leading bottlad water company in the United
States with a well recognised portfolio of brends including Sparkleletts, Alhambra and Crystal snd a
market share estimated at slightly under 10%. MceKesson Water opsrated 14 production facilities
throughout the United States and marketed bottled water in 30 states. [t was particularly sttong in
California and Texas, McKesson Water has 650,000 cooler customers, of which 40% were offices.
Danone paid US$L.1 billion in cash for the business of which US$230 million represeated future tax
savings for Danone, The acquisition represented Danone’s entry into the United States HOD water
industry and wok it immediately to a leading market position. It also moved Danone to No.2 in the total
bottled water market in the United States. Merrill Lynch forecast synergy benefits of more than (S$15
million.

Suntory Water Group Inc acguisition of Great Piries Water Company Ing

On 1 April 1999, Suntory Water Group Inc (“Suntory”), the second largest botded water companty in the
United States, anmounced the acquisition of a controlling intevest {n Great Pines Water Company Inc
{*Great Pines™) through the purchase of §7% of the company's stock from its principal shareholders.
Grtat Pines offered three types of water, spring water, drinkiog water and purified water to commercial
and residential customers in the greater Houston and Daltas ~ Fort Warth areas. The transaction vatued
Great Pines at an entetprise value of US$18.7 million. Through the acquisition, Suntory extended its
presence in the Texas HOD market.

Puge 3
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Level 7, Building 2, 423 Pennant Hills Road
Pennant Hills, NSW 2120
For release: 2 May 2003

NEVERFAIL SPRINGWATERLTD
UPDATE ON OFFER FROM COCA-COLA AMATIL LTD

BOARD URGES SHAREHOLDERS TO TAKE NO ACTION UNTIL FURTHER NOTICE

Neverfail Springwater Limited ("Neverfail") recelved on Tuesday, 28 April 2003, an unsolicited takeover offer
for 100% of Neverfail from Coca-Cola Amatil Limited (CCA), at $2.25 per Neverfail share.

Neverfail share price (as at close of trading on 1 May 2003) was $2.48.

As foreshadewed in the annauncement to the market of 28 Apyil 2003, the Board of Nevetfail has met to
formally consider the offer received.

The Board confirmed its preliminary views that the CCA offer is inadequate and undervalues the Company,
and accordingly has resolved fo develop an approach to this situation which will seek to maximise value for
shareholders. Ta this end, the Board will pursue all options, which may involve the active solicitation of rival
bids for the Company.

The Board considers that the CCA offer:

¥ is inconsistent with the premium multiples that comparable bottled water businesses have achieved
globally;

* ignores the unique domestic and regional strategic opportunity that Neverfali represents to major
international players; )

* offers no value for the substantial synergies available to CCA;

* does not fully value the leadership position of Neverfail in a growing category;

* fails to recognise the attractive economic fundamentals of Neverfail's business; and

* opportunistically capitalises on a near record low-point in the Neverfall share price, given that the
volume weighted average price of Nevetfail shares for the 12 months prior to the CCA offer was
$2.22,

The Board therefore confirms Its earlier position of advising shareholders not to sell their shares at this stage,
and await further information from the Company. A defaifed response and direcfor’'s recommendation will be
sef out in the Company's Target Statement.

Cther outcomes from the Board's meeting are:
* The Board has authorised a Board sub-committee to consider the CCA offer and any other offers

that may be received, administer the day-to-day running of this situation, and keep the market fully
informed of any materal developments.

* The Board has appointed advisers as follows:
o Carnegie, Wylie & Company - financial advisers;
o Mallesons Stephen Jaques - legal advisers; and
a Richmond Muldoon - communications advisers.

Faor further information, contact:
Eytan Uliet

Camegle Wylie & Company

03 9871 3600
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Postal Address:
GPO Box 145

Sydney NSW 2001

AUSTRALIA

5 June 2003

Company Announcements Office
Australian Stock Exchange Limited
by electronic lodgement

Coca-Cola Amatil Limited - Takeover Bid for Neverfail Springwater Limited

We refer to CCA's offers for shares in Neverfail pursuant to the above takeover bid.

CCA has todéy extended the offer period in respect of the offers from 13 June 2003 to- 20 June
2003 unless extended or withdrawn as permitted by the terms of the offers.

We attach a copy of the Notice of Variation of Offers under section 650D of the Corporations Act
(Cth).

Neverfail shareholders who accept CCA's Offer will be paid within 7 days after the later of the
date the Offer becomes unconditional and the date they accept the Offer.

We also attach, in accordance with section 630(5) of the Corporations Act 2001 (Cth), a Notice
of New Date for Giving Notice of Status of Defeating Conditions, pursuant to section 630(2) of
that Act.

Pursuant to ASX Listing Rule 3.2, CCA notes:

> CCA and its associates had a relevant interest in 14.85% of shares in Nevetfail when the
first of the offers was made; and

> CCA and its associates had a relevant interest in 14.86% of shares in Neverfail at the date
of the extension to which the attached Notice of Variation of Offers relates.

Yours faithﬁqV

COCA-COLA AMATIL LIMITED
ABN 26 004 139 397

71 Macquarie Street
Svdnev NSW 2000




Notice under Section 650D of the Corporations Act

NOTICE OF VARIATION OF OFFERS

Coca-Cola Amatil Limited ABN 26 004 139 397-
Offer for Shares in Neverfail Springwater Limited ABN 43 003 559 519

To:

1. Neverfail Springwater Limited ABN 43 003 559 519 (" Neverfail")

2. Everyone to whom Coca-Cola Amatil Limited ABN 26 004 139 397 ("CCA")
made offers dated 13 May 2003 to acquire shares in Neverfail (" Offers')

CCA hereby gives notice under section 650D of the Corporations Act that it varies the Offers
by extending the period during which the Offers will remain open for acceptance by 7 days so
that the Offers are now scheduled to close at 7:00pm (Sydney time) on 20 June 2003.

The Offers, as set out in section 5 of the bidder's statement relating to the Offers dated 29
April 2003, are amended by replacing the first paragraph of section 5.5 of that bidder's
statement with the following:

"Unless the period is extended in accordance with this section or the Offer is
withdrawn in accordance with the Corporations Act, the Offer will remain open for
acceptance during the period commencing on the date of the Offer and ending at
7.00 pm (Sydney time) on 20 June 2003".

The Offers are also amended by replacing all references to "13 June 2003" in the acceptance
and transfer form enclosed with the bidder’s statement (which forms part of the Offer), with
"20 June 2003".

Dated: 5 June 2003

Approved by a resolution passed by the directors of Coca-Cola Amatil Limited.

A copy of this notice was lodged with the Australian Securities and Investments Commission on 5 June 2003. The
Australian Securities and Investments Commission takes no responsibility for the contents of this notice.



Notice under Section 630(2) of the Corporations Act
NEW DATE FOR GIVING NOTICE OF STATUS OF CONDITIONS

Coca-Cola Amatil Limited ABN 26 004 139 397 - Offer for
Shares in Neverfail Springwater Limited ABN 43 003 559 519

Coca-Cola Amatil Limited (""CCA") hereby gives notice under section 630(2) of the
Corporations Act 2001 (Cth) that the offers dated 13 May 2003 for shares in Neverfail
Springwater Limited ("Offers") have been varied by extending the Offer Period so that the
Offer Period is now scheduled to close at 7.00pm (Sydney time) on 20 June 2003 and that:

(a) the new date for giving the notice of the status of conditions referred to in section
630 of the Corporations Act is 13 June 2003;

(b) the Offers are not free from any of the conditions referred to in section 5.4(a) of the
bidder's statement in relation to the Offers;,

() so far as CCA knows, the conditions referred to in section 5.4(a) of the bidder's
statement in relation to the Offers were not fulfilled on the date this notlce is given;
and

(@ CCA's voting power in Neverfail is 14.86%.

Dated: 5 June 2003

Signed for CCA

/ Ve
//,'
/
%7/

Signaturg {V d Wylie
Secretaty; CCA
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