


 







 
 

 
  
  
  
  
  
  
 

 
  

 

 
  
 

 
 

 
  
  
  
  
  

 
  
  
  
  
  

 
  
  
  
  
  
  
  
  
  

 
  
  
  
  



  
  
  
  
  

 
  
  
  

 
  
  
  
  
  
  
  
  
  

  
  
  
  
  
  
  

 
  
  
  
 

 
  
  
  
  
  

  
  



 

 

 

 

 

 

 

 









Please note that the timetable above is indicative only and certain dates and times are subject to receipt of all necessary 
approvals from PayGroup Shareholders, the Court and other Regulatory Authorities. PayGroup, in consultation with 
Deel, may vary any or all of these dates and times, subject to Court approval where required.   

Any changes to the above timetable will be announced to ASX, please refer to 
https://www2.asx.com.au/markets/company/pyg.  The actual timetable will depend on factors outside the control of 
PayGroup and implementation of the Scheme is subject to the satisfaction or, if applicable, waiver of the Scheme 
Conditions (see Section 8.8). 

All references to time are to the time in Melbourne, Victoria unless otherwise stated. 
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* Members of Chartered Accountants Australia and New Zealand and holders of Certificate of Public Practice. 
Liability limited by a scheme approved under Professional Standards Legislation 1 

The Directors 
PayGroup Limited 
Level 1 
325 Flinders Lane 
Melbourne  VIC  3000 
 
18 August 2022 
 
Subject: Independent Expert’s Report on proposed acquisition by way of Scheme 
 
 
Dear Directors  

Introduction 
1 On 23 June 2022, PayGroup Limited (PayGroup or the Company) announced that it and Deel, 

Inc. (Deel) had entered into a Scheme Implementation Agreement (SIA or the Agreement) 
under which Deel1 has agreed to acquire 100% of the ordinary shares on issue of PayGroup 
for a cash price of A$1.00 per share (Scheme Consideration).  

2 The proposed acquisition of the PayGroup shares is to be implemented via a scheme of 
arrangement between PayGroup and its shareholders (the Scheme) and is subject to a number 
of conditions precedent (as summarised in Section I of our report)2.   

3 If the Scheme is approved and implemented, PayGroup shareholders will receive A$1.00 cash 
for each PayGroup share they hold on the Scheme Record Date3, subject to a maximum 
equity value of $119,830,380.  If the number of fully paid ordinary shares on issue as at the 
Scheme Record Date exceeds 119,830,380, then the cash price per PayGroup share will be 
adjusted down on a proportional basis.   

PayGroup 
4 PayGroup is a provider of a broad range of payroll and human capital management (HCM) 

solutions to over 2,800 clients across 82 countries predominantly in the Asia Pacific (APAC) 
region.  Through its subsidiaries; PayAsia, Talent Oz, Payroll HQ, Astute Payroll (formerly 
Astute One) and Integrated Workforce Solutions, PayGroup delivers payroll, compliance, 

 
1  The acquirer is Deel Australia Holdings Pty Ltd, which is a wholly-owned subsidiary of Deel.  For the purpose of 

our report we have referred to both entities as Deel.   
2  Capitalised terms used, but not defined, in our report have the meaning given to them in the Scheme Booklet in 

respect of the Scheme (Scheme Booklet). 
3  The Scheme Record Date is presently expected to be 5:00pm on the second business day after the Scheme becomes 

effective. 
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billing, rostering, global payment and various strategic human resources (HR) solutions to 
corporate, workforce management and franchise clients.  

Deel 
5 Founded in 2019 Deel is a leading global compliance and payroll solution provider that helps 

businesses hire anyone, anywhere.  Deel’s technology offers payroll, HR, compliance, perks, 
benefits, and other capabilities needed to hire and manage a global team.  Deel’s employees 
are based worldwide and using a technology-enabled self-serve process customers can hire 
independent contractors and full-time employees in over 150 countries, compliantly and in 
minutes.  Deel enables any business to create, sign and send compliant localised contracts 
from a library of templates and pay teams of employees in more than 120 currencies. 

Purpose of report 
6 There is no regulatory requirement for the PayGroup Directors to commission an independent 

expert’s report (IER) and it is not a condition of the Scheme.  However the Directors’ 
recommendation of the Scheme is in the absence of a superior proposal and subject to an 
independent expert concluding, and continuing to conclude, that the Scheme is in the best 
interests of PayGroup shareholders4. 

7 In addition the Australian Securities & Investments Commission’s (ASIC) Regulatory Guide 
111 – Content of expert reports (RG 111) states that where a scheme of arrangement is used 
as an alternative to a takeover bid to give effect to a control transaction, the form of analysis 
undertaken by any appointed independent expert should be substantially the same as for a 
takeover bid, and that form of analysis should consider whether the transaction is “fair and 
reasonable”. 

8 Accordingly, the Directors of PayGroup have requested Lonergan Edwards & Associates 
Limited (LEA) to prepare an IER stating whether, in our opinion, the Scheme is fair and 
reasonable and in the best interests of PayGroup shareholders and the reasons for that opinion.   

9 LEA is independent of PayGroup and Deel and has no other involvement or interest in the 
proposed Scheme. 

Summary of opinion 
10 In our opinion, the Scheme is fair and reasonable and in the best interests of PayGroup 

shareholders in the absence of a superior proposal.  We have formed this opinion for the 
reasons set out below. 

Value of PayGroup 
11 We have assessed the value of PayGroup shares on a 100% controlling interest basis at $0.91 

to $1.01 per share as shown below:   

 
4  Subject to these qualifications the Directors have advised an intention to vote all PayGroup shares they hold or 

control in favour of the proposed Scheme.  The Directors of PayGroup together hold or control approximately 19% 
of the issued share capital in PayGroup. 
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PayGroup – valuation of shares on a 100% controlling interest basis 
 Enterprise value 

Valuation method 
Low 
$m 

High 
$m 

Enterprise value 107.0 118.0 
Surplus cash 2.0 2.0 
Equity value 109.0 120.0 
Fully diluted shares on issue 119.3 119.3 
Adopted range per share $0.91 $1.01 
   

 
12 In arriving at our enterprise value of PayGroup we adopted both the DCF and revenue 

multiple approaches, with a greater weighting to the DCF valuation outcome given the 
comparatively more robust nature of this valuation methodology. 

13 For valuation purposes we have adopted 119.3 million shares on issue.  However, as noted in 
Section VI, the SIA also includes a recognition of the further potential issue of shares to a 
third party depending on the outcome of a current mediation (where a binding decision from 
the mediator is awaited).  In the event of an outcome favourable to the Company no additional 
shares will be issued.  In the event certain performance hurdles are determined by an 
independent mediator as having been satisfied, PayGroup will be required to issue new shares 
to the value of $1.5 million (which reduces our valuation range per share slightly) and the 
Scheme Consideration will be adjusted downwards (as discussed in Section VI).  However, as 
noted in Section VI, the mediation outcome (favourable or adverse) does not change our 
opinion on the Scheme. 

Fair and reasonable opinion 
14 Pursuant to RG 111 a scheme is “fair” if the value of the Scheme Consideration is equal to or 

greater than the value of the securities the subject of the Scheme.  This comparison for 
PayGroup shares is shown below: 

Position of PayGroup shareholders 

 
Low 

A$/share 
High 

A$/share 
Mid-point 
A$/share 

Value of Scheme Consideration 1.00 1.00 1.00 
Value of 100% of PayGroup  0.91 1.01 0.96 
Extent to which the Scheme Consideration exceeds (or is less 
than) the value of PayGroup 0.09 (0.01) 0.04 
    

 
15 As the Scheme Consideration is consistent with the high end of our assessed valuation range 

for PayGroup shares on a 100% controlling interest basis, in our opinion, the Scheme 
Consideration is fair to PayGroup shareholders when assessed based on the guidelines set out 
in RG 111.   

16 Pursuant to RG 111, a transaction is reasonable if it is fair.  Accordingly, in our opinion, the 
Scheme is also “reasonable” in the absence of a superior proposal. 

In the best interests 
17 There is no legal definition of the expression “in the best interests”.  However, RG 111 notes 

that if an expert concludes that a scheme is “fair and reasonable”, or “not fair but reasonable”, 
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then the expert will also be able to conclude that the scheme is “in the best interests” of 
members of the company. 

18 In our experience, if a transaction is “fair” and “reasonable” under RG 111 it will also be “in 
the best interests” of shareholders.  This is because if the consideration payable pursuant to a 
scheme is fair, shareholders are implicitly receiving consideration for their shares which is 
consistent with the full underlying value of those shares. 

19 We therefore consider that the Scheme is also “in the best interests” of PayGroup 
shareholders in the absence of a superior proposal. 

Assessment of the Scheme 
20 We summarise below the likely advantages and disadvantages of the Scheme for PayGroup 

shareholders.  

Advantages 
21 In our opinion, the Scheme has the following benefits for PayGroup shareholders: 

(a) the Scheme Consideration of $1.00 cash per share is consistent with the high end of our 
assessed valuation range for PayGroup shares on a 100% controlling interest basis 

(b) the Scheme Consideration represents a significant premium to the recent market prices 
of PayGroup shares prior to the announcement of the Scheme 

(c) furthermore, the premium is well above observed premiums generally paid to target 
company shareholders in comparable circumstances (reflecting our view that there was 
a clear disconnect between the value attributed by share market investors in PayGroup 
prior to the announcement of the Scheme and the inherent value of the Company)  

(d) if the Scheme does not proceed, and in the absence of an alternative offer or proposal, 
PayGroup shares are likely to trade at a significant discount to our valuation and the 
Scheme Consideration due, in part, to the portfolio nature of individual shareholdings. 

Disadvantages 
22 PayGroup shareholders should note that if the Scheme is implemented they will no longer 

hold an interest in PayGroup.  PayGroup shareholders will therefore not participate in any 
future value created by the Group over and above that reflected in the Scheme Consideration.   

23 However, as the high end of the range of our assessed value of PayGroup shares is consistent 
with the Scheme Consideration, in our opinion, the present value of PayGroup’s future 
potential is adequately reflected in the Scheme Consideration. 

Conclusion 
24 Given the above analysis, we consider the acquisition of PayGroup shares under the Scheme 

is fair and reasonable and in the best interests of PayGroup shareholders in the absence of a 
superior proposal. 

General 
25 In preparing this report we have considered the interests of PayGroup shareholders as a 

whole.  Accordingly, this report only contains general financial advice and does not consider 
the personal objectives, financial situations or requirements of individual shareholders. 
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26 The impact of approving the Scheme on the tax position of PayGroup shareholders depends 
on the individual circumstances of each investor.  PayGroup shareholders should read the 
Scheme Booklet and consult their own professional advisers if in doubt as to the taxation 
consequences of the Scheme.   

27 The ultimate decision whether to approve the Scheme should be based on each PayGroup 
shareholder’s assessment of their own circumstances.  If PayGroup shareholders are in doubt 
about the action they should take in relation to the Scheme or matters dealt with in this report, 
shareholders should seek independent professional advice.  For our full opinion on the 
Scheme and the reasoning behind our opinion, we recommend that PayGroup shareholders 
read the remainder of our report. 

Yours faithfully 
 
 
 
Craig Edwards Martin Holt 
Authorised Representative Authorised Representative 
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I Key terms of the Scheme 

Terms 
28 PayGroup has entered into the SIA with Deel that sets out the terms and conditions under 

which the Scheme is to be implemented.  An overview of the key terms of the Scheme is set 
out at paragraphs 1 to 3.   

Conditions 
29 Implementation of the Scheme is subject to a number of customary conditions, including 

PayGroup shareholder approval at the Scheme meeting, Court approval, no “prescribed 
occurrences” or “material adverse changes” occurring (in relation to PayGroup), and each of 
the respective warranties given by PayGroup and Deel being true and correct (in all material 
respects).  Implementation of the Scheme is not subject to a financing or funding condition. 

30 In addition, PayGroup must ensure that before 8.00am on the Second Court Date: 

(a) the Restructure and Confirmation Steps (within the existing PayGroup corporate 
structure) are completed to Deel’s reasonable satisfaction 

(b) no Third Party has any entitlement to be issued PayGroup shares on or after the 
Effective Date of the Scheme, including in relation to any Contingent Target Share 
issues.  As noted in Section VI, the potential exists for the further issue of shares to a 
third party depending on the outcome of a current mediation (where a binding decision 
from the mediator is awaited).  In the event of an outcome favourable to the Company 
no additional shares will be issued.  In the event of an adverse mediation outcome, 
PayGroup will be required to issue new shares to the value of $1.5 million  

(c) PayGroup has taken all actions required to enable all Escrowed Target Shares to be 
acquired by Deel under the Scheme. 
 

31 Further information on these conditions is set out in the Scheme Booklet. 

Exclusivity provisions and break fees 
32 The SIA also contains certain customary exclusivity provisions, including “no shop”, “no 

talk” and “no due diligence” restrictions, a notification obligation and a matching right in 
favour of Deel in respect of a Competing Proposal that emerges during the Exclusivity Period.  
The SIA also provides for certain circumstances under which PayGroup is required to pay a 
break fee of approximately A$1.2 million to Deel, or Deel is required to pay a reverse break 
fee of approximately A$1.2 million to PayGroup. 

33 PayGroup may undertake any of the activities restricted by the “no talk” and “no due 
diligence” provisions where the PayGroup Board has:  

(a) determined in good faith that, after consultation with its advisers, such a bona fide 
Competing Proposal is a Superior Proposal or could reasonably be expected to become 
a Superior Proposal; and 

(b) after having considered external written legal advice from external advisers, that not 
undertaking that act would, or would be reasonably likely to, constitute a breach of the 
fiduciary or statutory duties owed by any Director of PayGroup, provided that the 
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Competing Proposal was not brought about by a breach of the exclusivity provisions in 
the SIA. 

Resolution 
34 PayGroup shareholders will be asked to vote on the Scheme in accordance with the resolution 

contained in the Notice of Scheme Meeting accompanying the Scheme Booklet. 

35 If the resolution is passed by the requisite majorities and subject to all other conditions 
precedent in the SIA (other than Court approval) being satisfied or waived (where permitted), 
PayGroup must apply to the Court for orders approving the Scheme, and if that approval is 
given, lodge the orders with ASIC (at which time the Scheme will become effective) and do 
all things necessary to give effect to the Scheme.  Once the Court approves the Scheme and 
the Scheme becomes effective, it will become binding on PayGroup, Deel and all PayGroup 
shareholders who hold PayGroup shares as at the Scheme Record Date, whether or not they 
voted in favour of the Scheme (and even if they voted against the Scheme). 
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II Scope of our report 

Purpose 
36 The Scheme is to be effected pursuant to Part 5.1 of the Corporations Act 2001 (Cth) 

(Corporations Act), which governs schemes of arrangement.  Part 3 of Schedule 8 of the 
Corporations Regulations 2001 (Corporations Regulations) prescribes information to be sent 
to shareholders in relation to a member’s scheme of arrangement pursuant to s411 of the 
Corporations Act.   

37 Paragraph 8303 of Schedule 8 of the Corporations Regulations provides that, where the other 
party to the transaction holds not less than 30% of the voting shares in the company the 
subject of the scheme, or where a director of the other party to the transaction is also a 
director of the company the subject of the scheme, the explanatory statement must be 
accompanied by an IER assessing whether the proposed scheme is in the best interests of 
shareholders and state reasons for that opinion.   

38 Deel has no current shareholding in PayGroup5 and has no representation on the PayGroup 
Board.  Accordingly, there is no regulatory requirement for an IER to be prepared for 
PayGroup shareholders pursuant to the Corporations Act or the Australian Securities 
Exchange (ASX) Listing Rules.  However: 

(a) a qualification to the PayGroup Directors’ recommendation of the Scheme is that an 
independent expert concludes, and continues to conclude, that the Scheme is in the best 
interests of PayGroup shareholders 

(b) as the Scheme will give effect to a control transaction (as an alternative to a takeover 
bid), RG 111 also requires any appointed independent expert to provide an opinion on 
whether the Scheme is fair and reasonable. 
 

39 The Directors of PayGroup have therefore requested LEA to prepare an IER stating whether, 
in LEA’s opinion, the proposed acquisition of the shares in PayGroup by Deel under the 
Scheme is fair and reasonable and in the best interests of PayGroup shareholders and the 
reasons for that opinion. 

40 This report has been prepared by LEA for the benefit of PayGroup shareholders to assist them 
in considering the resolution to approve the Scheme.  Our report will accompany the Scheme 
Booklet to be sent to PayGroup shareholders (which will include the Notice of Scheme 
Meeting).  The sole purpose of our report is to determine whether, in our opinion, the Scheme 
is fair and reasonable and in the best interests of PayGroup shareholders. 

41 The ultimate decision whether to approve the Scheme should be based on each PayGroup 
shareholder’s assessment of their own circumstances.  If in doubt about the action they should 
take in relation to the Scheme or matters dealt with in this report, shareholders should seek 
independent professional advice. 

 
5  We understand that Mr Philippe Bouaziz (a Director of Deel Guarantor and an associate of Deel pursuant to 

s12(2)(c) of the Corporations Act) holds 353,229 PayGroup shares (representing a 0.3% interest). 



 
 
 
 

 11 

Basis of assessment 
42 In preparing our report we have given due consideration to the Regulatory Guides issued by 

ASIC including, in particular, RG 111, which, inter alia, provides guidance as to how an 
expert should assess the merits of a transaction. 

43 When an IER is prepared for a scheme that involves a change of control (like the proposed 
Scheme concerning PayGroup), ASIC expects the form of the analysis undertaken by the 
expert to be substantially the same as for a takeover bid.  That is, the expert is required to 
assess and provide an opinion on whether the scheme is “fair” and “reasonable” to the 
shareholders of the company which is the subject of the scheme (in addition to the inclusion 
of a statement as to whether the scheme is “in the best interests” of shareholders, being the 
opinion required under Part 3 of Schedule 8 of the Corporations Regulations). 

44 Fairness involves the application of a strict quantitative test that compares the value of the 
consideration offered against the value of the shares that are the subject of the scheme 
(assuming 100% ownership of the target company and a knowledgeable and willing, but not 
anxious, buyer and a knowledgeable and willing, but not anxious, seller acting at arm’s 
length, noting that any special value that may be derived by a particular “bidder” should not 
be taken into account6).  A scheme is “fair” if the value of the scheme consideration is equal 
to, or greater than the value of the shares that are the subject of the scheme.  Fairness 
effectively measures whether shareholders (in the company the subject of the scheme) are 
being compensated for the actual (or deemed) change of “control” in ownership. 

45 Reasonableness involves the consideration of other significant quantitative and qualitative 
factors that shareholders might consider prior to accepting a proposal (e.g. the bidder’s 
existing shareholding in the company, the likely market price of the company’s shares if the 
scheme is unsuccessful, the likelihood of a superior alternative offer emerging etc.).  A 
scheme is considered “reasonable” if it is “fair”.  A scheme may also be considered 
“reasonable” if, despite being “not fair”, the expert believes there are sufficient reasons for 
shareholders to vote in favour of the scheme, in the absence of a superior proposal. 

46 There is no legal definition of the expression “in the best interests”.  However, RG 111 notes 
that if an expert concludes that a scheme is “fair and reasonable”, or “not fair but reasonable”, 
then the expert will also be able to conclude that the scheme is “in the best interests” of 
members of the company. 

47 Similarly, RG 111 notes that if an expert concludes that a scheme is “not fair and not 
reasonable”, then the expert would need to conclude that the scheme is “not in the best 
interests” of members of the company. 

48 Having regard to the above, our report has therefore considered: 

Fairness 

(a) the market value of 100% of the shares in PayGroup 

(b) the value of the consideration offered by Deel (i.e. A$1.00 cash per share) 

 
6  For example, synergies that are not available to other bidders. 
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(c) the extent to which (a) and (b) differ (in order to assess whether the Scheme is fair 
under RG 111) 

Reasonableness / in the best interests 

(d) the extent to which a control premium is being paid to PayGroup shareholders 

(e) the extent to which PayGroup shareholders are being paid a share of any synergies 
likely to be generated if the Scheme is implemented 

(f) the listed market price of PayGroup shares, both prior to and subsequent to the 
announcement of the proposed Scheme 

(g) the likely market price of PayGroup securities if the proposed Scheme is not 
implemented (and a comparable or superior proposal does not emerge) 

(h) the value of PayGroup to an alternative offeror and the likelihood of a higher alternative 
offer being made for PayGroup prior to the date of the Scheme Meeting 

(i) the advantages and disadvantages of the Scheme from the perspective of PayGroup 
shareholders  

(j) other qualitative and strategic issues associated with the Scheme. 

Limitations and reliance on information 
49 Our opinions are based on the economic, share market, financial and other conditions and 

expectations prevailing at the date of this report.  Such conditions can change significantly 
over relatively short periods of time.  

50 Our report is also based upon financial and other information provided by PayGroup and its 
advisers.  We understand the accounting and other financial information that was provided to 
us has been prepared in accordance with the Australian equivalents to International Financial 
Reporting Standards.  We have considered and relied upon this information and believe that 
the information provided is reliable, complete and not misleading and we have no reason to 
believe that material facts have been withheld.   

51 The information provided was evaluated through analysis, enquiry and review to the extent 
considered appropriate for the purpose of forming an opinion on the Scheme from the 
perspective of PayGroup shareholders.  However, we do not warrant that our enquiries have 
identified or verified all of the matters which an audit, extensive examination or “due 
diligence” investigation might disclose.  Whilst LEA has made what it considers to be 
appropriate enquiries for the purpose of forming its opinion, “due diligence” of the type 
undertaken by companies and their advisers in relation to (for example) prospectuses or profit 
forecasts is beyond the scope of an IER. 

52 Accordingly, this report and the opinions expressed therein should be considered more in the 
nature of an overall review of the anticipated commercial and financial implications of the 
Scheme, rather than a comprehensive audit or investigation of detailed matters.  Further, this 
report and the opinions therein, must be considered as a whole.  Selecting specific sections or 
opinions without context or considering all factors together, could create a misleading or 
incorrect view or opinion.  This report is a result of a complex valuation process that does not 
lend itself to a partial analysis or summary. 
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53 An important part of the information base used in forming an opinion of the kind expressed in 
this report is comprised of the opinions and judgement of management of the relevant 
companies.  This type of information has also been evaluated through analysis, enquiry and 
review to the extent practical.  However, it must be recognised that such information is not 
always capable of external verification or validation.   

54 We in no way guarantee the achievability of budgets or forecasts of future profits.  Budgets 
and forecasts are inherently uncertain.  They are predictions by management of future events 
which cannot be assured and are necessarily based on assumptions of future events, many of 
which are beyond the control of management.  Actual results may vary significantly from 
forecasts and budgets with consequential valuation impacts. 

55 In forming our opinion, we have also assumed that: 

(a) the information set out in the Scheme Booklet is not misleading or deceptive (including 
by omission) in any material respect 

(b) if the Scheme becomes legally effective, it will be implemented in accordance with the 
terms set out in the SIA and the terms of the Scheme itself. 
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III Profile of PayGroup 

Overview 
56 PayGroup is a provider of a broad range of payroll and HCM solutions to over 2,800 clients 

across 82 countries predominantly in the APAC region.  Through its subsidiaries; PayAsia, 
Talent Oz, Payroll HQ, Astute Payroll (formerly Astute One) and Integrated Workforce 
Solutions, PayGroup delivers payroll, compliance, billing, rostering, global payment and 
various strategic HR solutions to corporate, workforce management and franchise clients.  

History 
57 PayGroup was established in Singapore in 2006 with a focus on supporting multi-national 

corporates through payroll solutions.  The Company listed on the ASX in May 2018 and has 
since grown to serve over 2,800 clients across 82 countries as of June 2022.  Since its initial 
public offering (IPO), PayGroup has made a number of acquisitions to complement its 
existing payroll and HCM offering and facilitate continued growth.  A summary of these 
acquisitions is set out below:  

PayGroup – acquisitions 

Date(1) Company 
Consideration 

$m Operations 
Aug 19 Astute One 11.0 The company operated a cloud-based HCM 

platform that simplified complex compliance, 
employment and payment processes.  During 
FY19 Astute generated pro-forma ARR of 
$6.9 million 

Jul 20 Talent Oz 1.2 A Malaysian provider of cloud-based HCM 
software with payroll modules for Malaysia and 
India 

Nov 20 Payroll HQ 2.5 A Sydney-based company, which offered 
software-as-a-service (SaaS) payroll outsourcing 
services to over 100 corporate clients across 
Australia and New Zealand.  Payroll HQ was 
expected to contribute approximately 
$2.25 million in revenue to PayGroup in FY21 

Mar 21 Integrated Workforce 
Solutions (IWS) 

15.3 The company operated a cloud-based workforce 
management platform specialising in solutions 
for the franchise sector in Australia and New 
Zealand 

    
Note: 
1 Date of transaction announcement. 
 

 
58 In 2019, PayGroup strengthened its offering with the acquisition of Astute One, a workforce 

management gross to net solution software platform, which facilitated entry into the 
Australian and New Zealand markets, with access to payroll solutions involving contractors 
and a significant increase to its overall SaaS capability.  The acquisitions of Talent Oz and 
Payroll HQ in 2020 further enhanced PayGroup’s payroll offering as well as its operational 
expansion into the Oceania market.  The 2021 acquisition of IWS provided PayGroup with a 
new client base with IWS’ platform providing solutions in rostering, payroll and financial 
dashboarding solutions tailored specifically for franchise businesses.      
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Current operations 
59 PayGroup operates from a Melbourne, Australia corporate head office with an additional head 

office in Singapore and a regional head office in Bengaluru, India.  In total the Company 
operates out of 14 office locations across the APAC region and employs over 400 staff.  The 
Company offers a broad suite of payroll and HCM solutions servicing the corporate, 
workforce management and franchise sectors.  A diagrammatic overview of PayGroup’s 
operations is set out below: 

PayGroup – operations 
 
 

 
 

 
60 PayGroup’s core product and service offerings are split into three categories as displayed 

above, multi-country payroll service delivery, global pay-to-bill and rostering and payroll 
solutions, which are summarised below: 

(a) multi-country payroll service delivery – mission critical payroll and compliance 
solutions for corporate clients, particularly those that operate cross-border.  Specific 
services offered include: 

(i) management of all employee data related to payroll 

(ii) web-based employee self-service such as e-payslips, e-leave and e-expense claims 

(iii) gross to net calculations 

(iv) manager self-service solutions and management reports 

(v) reporting to meet the requirements of the HR and Finance departments 

(vi) approval processes to maintain segregation of duties 
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(vii) lodgement services 

(viii) maintenance of statutory compliances  

(b) global pay-to-bill – focused on clients that require contractors and general workforce 
management solutions, enabling them to streamline and digitise HCM processes 
including: 

(i) employee onboarding and self-service 

(ii) pay and award interpretation 

(iii) timesheets, expenses and leave 

(iv) invoicing, payroll and receipting 

(v) integration with accounting software 

(vi) invoice fund factoring 

(c) rostering and payroll solutions – targeted towards retail and franchise businesses with 
offerings including: 

(i) rostering 
(ii) time and attendance 

(iii) outsourced payroll 

(iv) automated award calculation 

(v) bookkeeping 

(vi) financial dashboarding. 
 

61 In addition to its core product and service offerings, PayGroup seeks to further monetise its 
existing client ecosystem through complementary services including: strategic HR software, 
global payments and payee monetisation, which are described below: 

(a) strategic HR software – PayGroup’s suite of HR modules are highly complementary to 
its core payroll solution and there is an opportunity to leverage its existing network of 
payroll clients by offering them a wide range of HCM solutions 

(b) global payments – reducing complexity for multi-national corporations through cross-
border and domestic payment solutions ensuring payees and statutory bodies are paid on 
time.  This service offering is highly complementary to core payroll services, is high 
margin and deepens customer relationships, potentially unlocking additional 
monetisation opportunities 

(c) payee monetisation – providing payees high value, complementary services including 
access to earned wages without waiting until pay day and a chance to select their super 
fund of choice while onboarding through the PayGroup platform. 
 

62 PayGroup has established a network of global partners through its Global Partner Program 
(GPP), which enables the Company to access markets it does not serve directly and service 
multi-national corporations needing specific APAC expertise.  

63 The Company derived most of its FY22 revenue from Australia, with almost all of the 
remainder coming from the APAC region.  Approximately half of all FY22 revenue came 
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from the PayAsia business (which includes Payroll HQ and Talent Oz), with the remainder 
split between Astute and IWS, as shown below: 

PayGroup – revenue for the year to 31 March 2022 
Revenue by segment Revenue by location 

  

  
 

 

Financial performance  
64 The reported financial performance of PayGroup for the three years ended 31 March 2022, is 

set out below: 

PayGroup – statement of financial performance(1) 
Year ended 31 Mar 20 

$000 
31 Mar 21 

$000 
31 Mar 22 

$000 
Payroll services 7,434  8,497  17,908  
SaaS 2,753  7,130  8,324  
Total revenue 10,187  15,627  26,233  
Operating expenses(2) (10,823) (13,427) (26,376) 
EBITDA(3) before significant items (636) 2,200  (143)  
Depreciation and amortisation (1,402) (2,265) (2,762) 
EBIT(3) before significant items (2,039) (64) (2,905) 
Net interest (101) (130) (157) 
Significant items(4) -  (565) 1,151  
Profit before tax (2,140) (759) (1,911) 
Income tax (expense) / benefit 66  248  1,553  
Profit after tax (2,074) (511) (358)  
 
Note: 
1 Rounding differences exist. 
2 Net of other income. 
3 Earnings before interest, tax, depreciation and amortisation (EBITDA); earnings before interest and 

tax (EBIT). 
4 Significant items include: gain on fair value of contingent consideration ($0.55 million in FY22), 

reversal of impairment charge on non-trade receivables ($0.6 million in FY22), impairment charge 
related to non-trade receivables ($0.6 million in FY21). 

     
 
65 Below is a summary of the factors impacting the annual financial performance of PayGroup 

in the three years to 31 March 2022. 
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FY20 results 
66 Revenue increased 115% to $10.2 million in FY20, reflecting the first full year of business 

performance post the Company’s ASX listing (compared to 10 months in FY19), organic 
growth and the significant contribution from the acquisition of Astute One (completed in 
November 2019), which added over 400 clients, enhanced SaaS capability and provided a 
much stronger presence in Australia and New Zealand. 

FY21 results 
67 FY21 revenue increased by 53.4% to $15.6 million, which was primarily driven by the full 

year contribution of Astute One and the acquisitions of Talent Oz and Payroll HQ (completed 
in July 2020 and December 2020 respectively) as well as organic growth. 

FY22 results 
68 PayGroup achieved significant revenue growth of 67.9% to $26.2 million in FY22, reflecting 

both organic growth driven by high margin monetisation opportunities and the contribution 
from the acquisition of IWS (completed in May 2021).  

FY23 outlook 
69 On 31 May 2022, PayGroup management provided the following FY23 outlook for the 

Company: 

“The record results and the significant operational progress achieved over the year sets a 
strong foundation for growth heading into FY23.  The Company anticipates FY23 to be a 
transformative year, as management focuses on growing revenue, optimising implementation 
to drive contracts to cash, generating operating leverage and increasing margin to unlock the 
earnings potential of the PayGroup.  The Company also aims to increase value generated 
from the GPP, with the foundational investment in establishing new geographies and in-
country partners largely complete.  This early investment to establish a global footprint will 
lead to increased contribution margins from the GPP. 

The Company expects to continue the strong cash flow momentum into FY23 which improved 
significantly throughout FY22, with net cash outflows reducing from $(6.2m) in 1Q FY22 to 
just $(0.2m) in the final quarter of the year.  This improvement in cash from Q1 FY22 to Q4 
FY22 highlights the significant evolution in the Company’s financial profile towards self-
sustainability.  PayGroup is well positioned to achieve its strategic objectives, with a cash 
balance of $6.2m.” 

Annual recurring revenue 
70 Annual recurring revenue (ARR) represents the revenue that a company expects to receive 

based on its existing customers at a point in time, normalised to a one year period.  
PayGroup’s ARR has increased significantly in the four years to 31 March 2022 and provides 
a reasonable estimate of next year’s reportable revenue as displayed in the chart below: 
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PayGroup – Annual revenue and ARR as at 31 March(1) 
$m 
 

 
 
Note:  
1 FY21 ARR has been adjusted to exclude IWS, as the acquisition was not completed until May 2021.  
 

  
71 PayGroup’s ARR as at 31 March 2022 (including ARR related to contracts awarded but not 

yet commenced) was $39.1 million, which given the relatively predictive relationship between 
ARR and next year’s revenue, indicates that PayGroup’s FY23 reportable revenue will 
significantly exceed the level of revenue reported in FY22. 

Financial position 
72 The financial position of PayGroup as at 31 March 2021 and 31 March 2022 is set out below: 

PayGroup – statement of financial position(1)   

 
31 Mar 21 

$000 
31 Mar 22 

$000 
Cash and cash equivalents(2) 12,112  25,313  
Debtors, prepayments, contract assets and other current assets(3) 4,934  6,802  
Creditors, accruals, provisions and contract liabilities (15,677) (27,338) 
Net working capital (including cash) 1,369  4,776  
Property, plant and equipment 251 393  
Intangible assets (including goodwill) 18,724  33,097  
Deferred tax assets 77  1,190  
Non-current receivables 474  845  
Non-current contract assets / net of non-current contract liabilities 487  423  
Right of use assets / net of associated lease liabilities (22) (49) 
Non-current provisions (533) (703) 
Net assets attributable to PayGroup shareholders 20,826  39,973  
   
Note: 
1 Rounding differences may exist. 
2 Refer paragraph 73. 
Other current assets includes income tax recoverable. 
   

Net cash position 
73 PayGroup held $25.3 million in cash as at 31 March 2022 and had no interest-bearing 

liabilities.  However, $19.1 million of this cash belonged to clients for the payment of salaries 

 -
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to their employees7 (and was only held by PayGroup as part of the payroll processing services 
provided to clients).  Accordingly, PayGroup’s company owned cash was $6.2 million at 
31 March 2022 ($3.1 million as at 31 March 2021). 

Intangible assets 
74 The carrying value of PayGroup’s intangible assets is set out below: 

PayGroup – intangible assets(1)   

 
31 Mar 21 

$000 
31 Mar 22 

$000 
Goodwill  5,491  15,289  
Trademark and tradename 143  218  
Customer contracts and relationships 1,789  3,784  
Software 10,252  10,377  
Software under development 1,048  3,430  
Total intangible assets  18,724  33,097  
   
Note: 
1 Rounding differences exist. 
   

 
75 The majority of PayGroup’s intangible assets relate to purchased goodwill from recent 

acquisitions and capitalised software costs from both acquisition and the capitalisation of 
development costs.  With the material acquisition of IWS, which was completed during FY22, 
the level of intangible assets increased substantially. 

Share capital  
76 As at 23 June 2022 (the date of the SIA), PayGroup had 118.3 million fully paid ordinary 

shares on issue.  The Company also had 2.4 million options on issue at that date, which were 
exercisable at prices of $1.10 (50%) and $1.20 (50%) per share on or before 14 July 2023.  
These options were subsequently cancelled by agreement with the optionholder for nil 
consideration. 

Significant shareholders 
77 As at 23 June 2022 there were three significant shareholders in PayGroup, which are outlined 

in the table below: 

PayGroup – significant shareholders 
 Shares held 
Significant shareholder million % interest 
Michele Samlal(1) 22.1 18.7  
Lawrence Pushpam 7.1 6.0  
Salter Brothers Emerging Companies Limited 6.0 5.1  
   
Note: 
1 Related to the PayGroup CEO, Mr Mark Samlal. 
   

 
7  Accordingly a corresponding liability of $19.1 million was also included in creditors. 
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Share price performance 
78 The following chart illustrates the movement in the share price of PayGroup from 

1 January 2019 to 22 June 2022 (being the last trading day prior to the announcement of the 
Scheme): 

PayGroup – share price history(1) 
1 January 2019 to 22 June 2022  

 

Note:  
1 Based on closing prices. 
Source: Bloomberg and LEA analysis. 
 

 
79 Whilst the PayGroup share price has generally traded downwards since 1 January 2019, we 

note that the ARR of the business has increased significantly since the date of the IPO (from 
around $7.3 million at the date of the IPO in 2018 to $39.1 million as at 31 March 2022). 

Liquidity in PayGroup shares 
80 The liquidity in PayGroup shares based on trading on the ASX over the 12 month period prior 

to 23 June 2022 is set out below: 

PayGroup – liquidity in shares  
    No of shares WANOS(1) Implied level of liquidity 
    traded outstanding Period(2) Annual(3) 
Period Start date End date 000 000 % % 
1 month  23 May 22 22 Jun 22  1,705   118,327   1.4   17.3  
3 months  23 Mar 22 22 Jun 22  4,148   118,327   3.5   14.0  
6 months  23 Dec 21 22 Jun 22  13,526   118,276   11.4   22.9  
1 year 23 Jun 21 22 Jun 22  31,991   116,624   27.4   27.4  
       
Note: 
1 Weighted average number of shares outstanding (WANOS) during relevant period. 
2 Number of shares traded during the period divided by WANOS. 
3 Implied annualised figure based upon implied level of liquidity for the period. 
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81 As indicated in the table above, total share turnover in PayGroup shares is relatively low, 
which reflects (in part) the 29.8% of total shares outstanding that were held by significant 
shareholders as of 23 June 2022. 
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IV Industry overview 

Introduction 
82 As noted in Section III PayGroup is a provider of business process outsourcing (BPO) payroll 

services and HCM software products / modules and solutions to corporate, workforce 
management and franchise clients, primarily in the APAC region. 

BPO payroll services market 
83 The BPO payroll services market covers the provision of payroll services to businesses of all 

sizes.  Payroll services are fully or partially outsourced for single or multiple countries.  Key 
participants in the global BPO payroll market include Automatic Data Processing, Ceridian 
and Paychex. 

Fully outsourced BPO payroll services 
84 In a fully outsourced situation the service provider is responsible for all payroll functions 

whilst meeting payroll-specific performance standards.  This includes providing the cloud, 
staff and payroll experience, lodgement and banking services, whilst giving the client’s HR 
managers and all other employees access to data and analytics through online technology.  

85 As the service provider performs most if not all of the client’s payroll functions, the client 
does not need to employ internal payroll staff.  The client may want only the service provider 
to manage the existing cloud environment, or they might require modifications for 
consistency and efficiency.  

Partially outsourced BPO payroll services 
86 In partially outsourced situations the service provider only provides part of the client’s payroll 

function, whilst meeting payroll-specific standards tailored to those chosen outsourced 
functions.  The client entity is responsible for all remaining payroll functions in-house, 
including the method of integration with the outsourced components from the external 
provider.  During this process, the client’s internal payroll function may be standardised with 
the service provider to streamline operations.   

87 Partially outsourced services are generally used when the client wants to retain administrative 
responsibility of payroll internally for confidentiality reasons, or when some aspects of 
payroll are required by legislation to be internally administered. 

88 Both fully and partially outsourced payroll service agreements are usually structured using a 
menu-based approach, with a combination of per-transaction, per-activity and flat-rate pricing 
options.  

Development of BPO payroll services  
89 Whilst the BPO market is now mature across North America, Europe and Mature Asia, there 

has recently been significant growth in the BPO payroll services market in the Emerging Asia 
Pacific region.  In the mature United States of America (US) market the combined HR and 
payroll software sector experienced annualised revenue growth of 7.1% for the period 2015 to 
2020, with the rate of growth expected to slow to 5.2% for the period 2020 to 2025.8 

 
8  Source: IBISWorld (Dec 2020) HR & Payroll Software. 
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90 Today BPO payroll service providers have recognised a need to rely on other than traditional 
BPO payroll services to generate sustainable growth.  Accordingly service providers have 
commenced the process of transforming their operations through cost optimisation and 
consolidation. 

91 Before the introduction of payroll automation technology, BPO service providers would 
optimise costs by moving service centres to countries with lower labour costs.  However, the 
increased adoption of payroll automation technology allows the service provider to increase 
its client base without increasing its associated employee head count. 

92 Industry consolidation enables service providers to expand or focus their coverage.  This is 
typically achieved through a merger or acquisition, however it can also be via strategic 
alliances.  

HCM software market 
93 Gartner forecasts the global HCM software market to grow from US$18.3 billion in 2020 to 

U$25.9 billion in 2024, growing at a compound annual growth rate (CAGR) of 9.1% (this 
represents both cloud-based and on-premise installations).9   

94 The industry proved to be highly resilient in the face of the COVID-19 pandemic in 2020, 
with revenue growth of 7% over the previous year10 as the pandemic forced businesses 
globally to shift from having employees come into office buildings everyday to working from 
home.  This shift had the effect of acceleration in the adoption of cloud-based SaaS 
applications that enable critical business processes to continue while workforces are 
geographically distributed.  By 2023 SaaS is expected to account for 76% of the HCM 
software market, up from 57% in 2018.11 

95 The major legacy HCM vendors including SAP, Automatic Data Processing and Oracle 
control around 25% of the global market, but are steadily losing market share to new cloud-
based software companies including Workday, Ceridian and Ultimate Software.12 

Overview of HCM software 
96 The HCM software market includes HR administration functions, expense management, 

electronic payslips, leave management, workflow and employee updates.  These can be 
deployed in the cloud to businesses of all sizes. 

97 HCM software products or applications are capable of supporting a range of capabilities for 
clients including (inter alia):  

(a) administrative HR includes organisational and employee data, transactional employee 
and manager self-service, benefits and payroll administration.  It may also include 
occupational health and safety, grievance tracking, travel expense management, or other 
areas 

 
9  Source: hSenid Business Solutions IPO prospectus. 
10  Source: hSenid Business Solutions IPO prospectus. 
11  Source: Conrad Capital Group (July 2021) PayGroup investment summary. 
12  Source: Conrad Capital Group (July 2021) PayGroup investment summary. 
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(b) talent management applications are composed of recruiting, on-boarding, 
performance management, compensation planning, career and succession planning, 
learning and development, and workforce planning 

(c) workforce management includes absence management, time and attendance 
management, task management, budgeting an forecasting, and scheduling 

(d) HR service delivery includes direct access to policy and procedure guidance for 
employees and managers.  It may also include case management, knowledge base and 
digital document management. 

Cloud software applications 
98 HCM solutions are provided via cloud (internet) software applications.  The term “cloud 

computing” is a method of describing delivery of a software application via SaaS.  Cloud 
software in its most basic configuration is the ability to store and access data / programs over 
the internet instead of on the client’s hard drive located at the business premises.  Cloud 
delivery has gained increasing acceptance in recent years as clients no longer need to worry 
about hosting facilities, infrastructure and disaster recovery.  There is no requirement to run 
application or programs on a physical computer at the business premises from downloaded 
software.   

On-premise software 
99 By contrast, on-premise software is installed on and operated from a client’s in-house server 

and related computing infrastructure.  It utilises the client’s own computing resources at the 
client’s business premises.  The software is licensed or purchased from an independent 
software vendor.  

Asia Pacific market  
100 Gartner forecasts the APAC HCM software market to grow from US$2.6 billion in 2020 to 

US$3.7 billion in 2024, growing at a CAGR of 9.2%.13 

101 The growth in HCM software in the Emerging Asia Pacific region has previously 
outperformed both the overall growth in the software market and growth in the enterprise 
resource planning (ERP) market in the APAC.  HCM is a component of ERP.  

102 Forrester’s recent forecast for the APAC technology market indicates overall growth of 6.2% 
in 2022, led by 9.2% growth in software revenue.  Technology outsourcing is expected to 
hold its momentum to grow by 7.7% in 2022 with strong growth in public cloud and private 
cloud infrastructure services remaining the dominant driver in this category.  Technology 
consulting and systems integration services are expected grow by nearly 6%, driven by 
modernisation work, with cloud migration projects accelerating across the region.14 

Trend to industry consolidation 
103 Consolidation, which has been prevalent across the wider software publishing industry, is 

expected to continue over the next five years.  While niche cloud computing companies will 
continue to drive innovations in HR and payroll software, major operators will increasingly 
target these businesses for their high growth potential.  As a result, merger and acquisition 
activity will limit growth in the number of operators, despite strong revenue growth.  Over the 

 
13  Source: hSenid Business Solutions IPO prospectus. 
14  Source: eCommerce News website accessed 26 June 2022. 
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five years to 2025, the total number of industry operators in the US is anticipated to rise at an 
annualised rate of 10% to over 700 companies.  This expansion will not only include new 
companies but also operators in similar enterprise software industries that will look to this 
market as an opportunity for growth.15 

Development of HCM software on-premise and cloud 
104 On-premise solutions are declining with many providers now offering a cloud solution 

enabling clients to reduce their IT spend and simplify management.  However, providers 
offering both on-premise and cloud services have a potential market advantage in emerging 
countries where cloud deployment may have technical issues, such as limited internet access 
or reliability of internet access / speed.  

105 HR business functions already have a high adoption rate for SaaS software, but demand for 
SaaS software is expected to outpace on-premise models over the five years to 2025, with the 
switch to SaaS dominated by small businesses that are less able to afford on-premise software 
or infrastructure.16 

HCM software market growth drivers 
106 The following trends may sustain and grow the uptake HCM software: 

(a) increases in user licenses and expansion of existing offerings, resulting in new software 
licenses generating implementation revenue and recurring software license revenue 

(b) existing maintenance agreement renewals for perpetual licenses 

(c) innovation of technology and HR practices that require new software. 

 
15  Source: IBISWorld (Dec 2020) HR & Payroll Software. 
16  Source: IBISWorld (Dec 2020) HR & Payroll Software. 
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V Valuation of PayGroup 

Valuation approaches 
107 RG 111 outlines the appropriate methodologies that a valuer should consider when valuing 

assets or securities for the purposes of, amongst other things, share buy-backs, selective 
capital reductions, schemes of arrangement, takeovers and prospectuses.  These include: 

(a) the discounted cash flow (DCF) methodology 

(b) the application of earnings multiples appropriate to the businesses or industries in which 
the company or its profit centres are engaged, to the estimated future maintainable 
earnings or cash flows of the company, added to the estimated realisable value of any 
surplus assets 

(c) the amount that would be available for distribution to shareholders in an orderly 
realisation of assets 

(d) the quoted price of listed securities, when there is a liquid and active market and 
allowing for the fact that the quoted market price may not reflect their value on a 100% 
controlling interest basis 

(e) any recent genuine offers received by the target for any business units or assets as a 
basis for valuation of those business units or assets. 
 

108 In the presentation that accompanied the FY22 results announcement PayGroup advised 
normalised EBITDA in FY22 of $3 million.  However this figure included: 

(a) $0.6 million relating to the reversal of a non-trade receivable impairment charge 
(originally expensed in FY21) 

(b) one-off items such as the fair value gain on the movement in contingent consideration 
($0.55 million); and 

(c) the add-back of rental expenses of around $0.8 million in accordance with the reporting 
requirements of Australian Accounting Standard AASB 16 – Leases (AASB 16) 
regarding leased property. 
 

109 Further, depreciation and amortisation (excluding AASB 16 related amortisation and the 
amortisation of acquired intangibles) was approximately $1.6 million.  As a result normalised 
EBIT (excluding the one-off reported gains in paragraph 108) was negative, and accordingly 
we do not consider the capitalisation of earnings method to be an appropriate valuation 
approach for PayGroup at this time. 

110 Consequently, we have considered the market value of PayGroup shares under the following 
approaches: 

(a) DCF – which allows the expected future growth in revenue and improved profitability 
to be explicitly modelled 

(b) revenue multiple approach – which capitalises the ARR at an appropriate multiple 

(c) recent offers – following the completion of a sales process for the business / Company 
(which led to the Scheme) 
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(d) PayGroup share price, adjusted for a control premium. 

DCF valuation 
111 Under the DCF methodology the value of the business is equal to the net present value (NPV) 

of the estimated future cash flows including a terminal value (TV).  In order to arrive at the 
NPV the future cash flows are discounted using a discount rate which reflects the risks 
associated with the cash flow stream. 

Cash flow projections 
112 Our DCF valuation is based on free cash flow projections derived by LEA having regard to 

(inter-alia) the Company’s detailed financial results and related discussions with management. 

113 Whilst LEA considers the assumptions underlying the cash flow projections adopted for 
valuation purposes to be reasonable and appropriate, it should be noted in respect of these 
projections that: 

(a) the major assumptions underpinning the projections were formulated in the context of 
current economic, financial and other conditions (including the impact of the invasion 
of Ukraine by Russia on equity markets generally)  

(b) the projections and the underlying assumptions have not been reviewed by an 
investigating accountant for reasonableness or accuracy of compilation and application 
of assumptions 

(c) future profits and cash flows are inherently uncertain 

(d) the achievability of these projections is not warranted or guaranteed by LEA or 
PayGroup; and 

(e) actual results may be significantly more or less favourable. 
 

114 Free cash flow represents the operating cash flows on an ungeared basis (i.e. before interest) 
less taxation payments17, capital expenditure and working capital requirements.  The free cash 
flow on an ungeared basis is adopted to enable the value of the business to be determined 
irrespective of the level of debt funding employed. 

115 LEA’s free cash flow projections cover the five year period to 31 March 2027.  A TV has then 
been adopted at the end of the forecast period. 

116 As the detailed cash flow projections are commercially sensitive they have not been set out in 
our report.  However, we set out below information on the major assumptions underpinning 
the free cash flow projections. 

FY23 projected revenue 
117 Whilst PayGroup achieved sales revenue of $26.2 million in FY22, ARR as at 31 March 2022 

(including ARR related to contracts awarded but not yet commenced) was $39.1 million.  As 
a result, it is reasonable to assume that PayGroup’s revenue in FY23 will significantly exceed 
the level of reported revenue in FY22. 

 
17  Also calculated on an ungeared basis. 
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118 In this regard, we note that historically ARR at year end has been a reasonably reliable 
estimate of next year’s revenue, as shown below:  

PayGroup - ARR and revenue comparison(1) 

 FY21 FY22 
 $m $m 
Revenue as reported 15.6 26.2 
   
ARR at beginning of year 17.8 27.2(2) 
   
Revenue / ARR at beginning of year 88%  96%  
   
Note: 
1 The comparison for FY20 is not shown due to the timing of acquisitions. 
2 Includes $5.5 million of ARR from the acquisition of IWS, which was acquired effective 

1 May 2021. 
   

 
119 Given the above relationship between revenue and ARR we have adopted revenue in FY23 of 

around $37.5 million in our Base Case projections. 

Growth in ARR 
120 We set out below the growth in ARR reported by PayGroup since 31 March 2019: 

PayGroup - Estimate of organic ARR growth 
 Completion FY19 FY20 FY21 FY22 
 date $m $m $m $m 
Reported ARR at year end (31 March) 8.4 17.8 21.7(1) 39.1 
      
Adjustment for ARR added through acquisitions: 
Astute One 1 Nov 19 6.9 - - - 
TalentOZ 1 Jul 20 - 0.7 - - 
Payroll HQ 1 Dec 20 - 2.25 - - 
IWS 1 May 21 - - 5.5 - 
      
Adjusted ARR   15.3 20.75 27.2 39.1 
      
“Like for like” organic growth in ARR: 
Adjusted ARR at beginning of year 15.3 20.75 27.2 
ARR at year end 17.8 21.7 39.1 
Organic growth in ARR 16.3%  4.6%  43.8%  
    
Compound average organic growth in ARR over 3 years to 31 March 2022 20.5%  
  
Note: 
1 PayGroup reported $27.2 million in ARR as at 31 March 2022.  However, this included $5.5 million 

from IWS which was acquired effective 1 May 2021. 
      

 
121 The strong increase in ARR to $39.1 million in FY22 (up 43.8%) “was driven by the 

combination of new clients, greater cross-selling and up-selling, growing contribution from 
the Global Partner Program (GPP) and greater adoption of high margin monetisation and 
HCM products.” 
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122 Notwithstanding the high ARR growth rate in FY22, (as shown above) we note that organic 
ARR growth over the last 3 years has been variable, with compound annual growth of around 
20% achieved over the period. 

123 For valuation purposes we consider more regard should be had to the compound annual 
growth in ARR achieved over the three year period rather than in a single year.  Further, the 
rate of ARR growth is likely to decelerate over the medium term as the business grows.  
Accordingly, our Base Case forecasts assume the following ARR growth rates over the 
forecast period: 

PayGroup – Base Case ARR assumptions 
Year to 31 March  2022 2023 2024 2025 2026 2027 
 $m $m $m $m $m $m 
ARR 39.1 46.9 54.0 60.4 66.5 69.8 
Growth in ARR  20% 15% 12% 10% 5% 
       

 
124 We set out in paragraph 140 the sensitivity of our DCF value to changes in the above assumed 

ARR growth rates.  We have also assumed that the ARR growth rate over the forecast period 
is broadly similar for both the Managed Payroll Services and SaaS businesses. 

Gross margins 
125 Gross profit margins (as a percentage of revenue) were around 43% and 63% in FY22 for the 

Managed Payroll Services and SaaS businesses respectively.  The higher gross margins for 
the SaaS business reflect the software nature of this business, together with the higher variable 
costs associated with the provision of payroll processing services (given the large number of 
countries in which PayGroup operates). 

126 The gross profit margin for the Managed Payroll Services business has declined since FY19 
due to (inter-alia) the expansion of services into other geographical regions that are serviced 
by third party payroll delivery partners and the proportionate increase in revenue facilitated 
through the GPP.  In contrast, the gross profit margin of the SaaS business has been relatively 
consistent over recent years. 

127 Looking forward, our Base Case projections assume gross profit margins increase to 46% and 
66% from FY23 for Managed Payroll Services and the SaaS business respectively.  These 
assumed improvements reflect (inter-alia) initiatives to reduce payroll processing costs and 
software development costs by undertaking a greater proportion of such work in lower cost 
regions. 

128 In paragraph 140 we also set out the sensitivity of our DCF value to changes in assumed gross 
margins. 

Sales and marketing costs 
129 Sales and marketing costs represented approximately 9.6% of revenue in FY22, having 

reduced from around 10.4% of revenue in FY1918.   

 
18  These percentages have been calculated based on pro-forma results which assume all recent acquisitions were 

owned by PayGroup from the beginning of FY19. 
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130 Our Base Case projections assume that sales and marketing costs as a percentage of revenue 
fall to around 7.5% in FY23.  This principally reflects the significant increase in revenue 
projected in FY23 of around 39% (due to the increase in ARR discussed above), and reflects a 
7.7% increase in sales and marketing costs compared to FY22. 

131 Our Base Case projections assume that sales and marketing costs (as a percentage of revenue) 
continue to reduce to around 5.0% of revenue by the end of the forecast period.  This is 
because sales and marketing costs are projected to increase at a lower rate than revenue, 
reflecting (in part) the inherent leverage in the marketing structure of the business (for 
example the GPP). 

Operating costs 
132 Due to the fixed or semi-fixed nature of most operating costs, the business is expected to 

benefit from significant operating leverage as revenues increase.  As a result operating 
expenses (excluding sales and marketing costs and depreciation and amortisation) are 
expected to decline from around 29% of revenue in FY23 to around 22% of revenue by the 
end of the forecast period.  This is consistent with the level of operating leverage experienced 
historically.  In addition, our DCF valuation reflects public company cost savings of around 
$0.5 million per annum (as these would not be incurred by a 100% owner of PayGroup). 

Capital expenditure 
133 Capital expenditure (largely related to product and software development) is projected to be 

around $3 million per annum over the forecast period.  This is consistent with the expenditure 
incurred (or expected to be incurred) over the FY21 to FY23 period. 

Working capital 
134 As revenue increases we expect that the business will require a greater investment in net 

working capital.  Consequently, our cash flow forecasts reflect an increase in net working 
capital consistent with historical performance, whereby the increase in net working capital has 
been modelled as a percentage of the annual increase in revenue.  

Taxation 
135 We have adopted a corporate tax rate of 25%, which we consider to be a reasonable average 

tax rate given the tax jurisdictions in which PayGroup operates.  Whilst immaterial, we have 
also taken into account the availability (and expected utilisation) of income tax losses. 

Discount rate 
136 We have adopted a Base Case discount rate of 10.5% per annum (after tax) for the reasons set 

out in Appendix C.  Our assessed discount rate assumes the business is 100% equity financed 
consistent with the current position. 

Terminal value 
137 The TV of the business at the end of the forecast period (i.e. 31 March 2027) has been derived 

using the growth in perpetuity formula.  Based on the above discount rate, and a growth rate 
in perpetuity of 3% per annum, our TV for the business represents a FY28 EBIT multiple of 
9.7 times (which we consider reasonable). 
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Sensitivity analysis and DCF value 
138 The assumptions set out above reflect the base case assumptions adopted in the financial 

model developed by LEA.  As stated above, there are inherent qualifications that apply to 
cash flow projections on which DCF valuations are based.  In addition, the cost of capital can 
vary between industry participants based on factors such as differing perceptions / acceptance 
of risk and willingness to assume debt funding obligations. 

139 It is important therefore not to credit the output of DCF models with a precision it does not 
warrant.  It follows that any DCF valuation process should consider a range of scenarios or 
sensitivities, having regard to the respective key valuation drivers of the business being 
valued. 

140 In assessing our valuation range for the PayGroup business we have therefore considered the 
sensitivity of value to changes in the key assumptions (being ARR growth, gross margin and 
discount rate), as shown below:  

PayGroup – Sensitivity of DCF value to ARR growth rate and gross margin assumptions 
 Growth in ARR relative to Base Case (% p.a.) 
 (2.0%) (1.0%) Base Case 1.0% 2.0% 
Gross margin relative to Base Case $m $m $m $m $m 
(2.0%) 85.9  94.7  103.7  113.1  122.7  
(1.0%) 91.1  100.1  109.4  118.9  128.8  
Base Case 96.3  105.5  115.0  124.8  134.9  
1.0% 101.5  110.9  120.6  130.6  141.0  
2.0% 106.7  116.3  126.2  136.5  147.0  
      

 
PayGroup – Sensitivity of DCF value to discount rate 
 Discount rate 
 11.5% 11.0% 10.5% 10.0% 9.5% 
 $m $m $m $m $m 
DCF value of business 100.6  107.3  115.0  123.8  133.9  
      

 
141 Having regard to the above scenarios, we have assessed the value of the PayGroup business 

under the DCF method at between $107 million and $120 million. 

Revenue multiple approach 
142 SaaS businesses which are experiencing high revenue and customer growth are often also 

valued using a revenue multiple approach.  This is because: 

(a) unlike traditional software companies which generate upfront licence fees19, SaaS 
businesses charge smaller (monthly or annual) recurring fees for continued access to 
their software.  However, as customer acquisition costs (such as sales and marketing 
costs) are incurred upfront20, SaaS businesses which are experiencing high revenue and 
customer growth are often unprofitable.  Further, such businesses are usually focused on 
growing revenue and customers rather than short term profitability.  As a result, current 
profitability is not generally a reliable metric to assess the value of a SaaS business 
which is experiencing high revenue and customer growth 

 
19  Traditional software companies also usually charge ongoing maintenance or support fees. 
20  Sales and marketing costs are generally not capitalised and amortised over the economic life of a customer. 
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(b) notwithstanding the lack of current profitability, SaaS businesses often have high gross 
profit margins and low customer churn (due, in part, to the high switching costs 
associated with using a competing software platform).  As a result: 

(i) the present value of the future earnings contribution from new customers (which 
is largely derived in future years) is well in excess of customer acquisition costs 

(ii) the high gross margin and low customer churn means that value is more correlated 
with revenue than current earnings. 
 

143 Whilst SaaS revenues only accounted for approximately 32% of PayGroup’s total revenue in 
FY22, the remaining revenue from managed payroll services is also of a recurring nature (as a 
result of its typical multi-year contract terms) and has grown strongly over recent years.  In 
our view, a revenue multiple approach is therefore also appropriate for the managed payroll 
services business. 

Annual recurring revenue 
144 Under the revenue multiple approach, the revenue of the business is capitalised at an 

appropriate revenue multiple.  Whilst total revenue can be adopted, it is important to note that: 

(a) high gross margin recurring income (such as recurring licence fees) is highly valuable 

(b) one-off revenue (such as revenue associated with implementation services) is generally 
low margin and does not often contribute significantly to the value of the business. 
 

145 Consequently, when adopting a revenue multiple approach it is preferable to capitalise ARR 
only.  

146 As at 31 March 2022, PayGroup reported ARR of $39.1 million.  This included contracted 
revenues of $7.6 million per annum which had not yet commenced, but are expected to 
commence during the six months to 30 September 2022 (1H22)21. 

147 The $39.1 million of ARR comprised $28.6 million from the provision of managed payroll 
services and $10.5 million of SaaS revenue.  This distinction is important as SaaS businesses 
tend to trade on higher revenue multiples due to their higher gross margins (and related higher 
operating leverage).  In this regard we note that: 

(a) PayGroup’s SaaS business generated gross margins of around 63% compared to around 
43% in the managed payroll business in FY22 

(b) the SaaS business is significantly more profitable due to its higher gross margins. 

ARR multiples 

Listed company revenue multiples 
148 There are a number of ASX listed companies which provide payroll and HCM solutions.  A 

brief description of these companies (together with two international companies which we 

 
21  An inherent feature of the PayGroup business is that at any point in time there is a level of contracted revenue that 

has yet to commence. 
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also consider to be appropriate valuation reference points for PayGroup given the nature and 
size of their operations) is set out below: 

(a) ELMO Software Limited (ELMO) offers cloud-based solutions for small businesses 
and mid-market organisations to manage people, process, pay and expenses.  Spanning 
across Australia, New Zealand and the United Kingdom, ELMO operates on a SaaS 
business model, based on recurring subscription revenues 

(b) ReadyTech Holdings Limited (ReadyTech) provides SaaS solutions for the education 
and training, workforce management, government and justice sectors.  ReadyTech 
serves customers in Australia 

(c) intelliHR Limited (intelliHR) designs and develops people management software.  The 
company offers a platform that focuses on analytics, organisation design, performance 
and people management, automation, organisational chart, and record keeping solutions.  
intelliHR serves customers in Australia and New Zealand and operates a SaaS business 
model 

(d) Asure Software, Inc. (Asure Software) develops and markets workforce management 
computer software.  The company offers HCM services such as payroll and tax, HR, 
time, attendance, benefits enrolment tracking, pay stubs, expense management, and 
training software solutions.  Asure Software serves small and mid-sized businesses in 
the US.  Approximately 95% of revenue is generated via recurring subscription income 

(e) Zalaris ASA (Zalaris) provides HCM and payroll solutions from recruiting and 
onboarding to compensation, time and attendance, travel expenses and performance 
management.  The company is headquartered in Oslo, Norway, and operates in the 
Nordics, Baltics, Poland, Germany, Austria, Switzerland, France, India, Ireland, the 
United Kingdom (UK) and Australia.  The company serves more than one million 
employees each month.  Approximately 70% of revenue in the three months to 
31 March 2022 was generated from managed services (mainly payroll and HR 
outsourcing services) with the balance generated from professional services (including 
implementation fees). 
 

149 The enterprise value (EV) to ARR multiples for these companies (which have been adjusted 
to reflect a control premium) are summarised below: 

Listed company EV / ARR multiples (adjusted for a control premium)(1) 

 
EV 

A$m 
ARR 
A$m 

EV / ARR 
A$m 

ASX listed companies    
ReadyTech 455.6 60.6 7.5x(3) 

ELMO 401.8 101.2 4.0x 
intelliHR 29.9 7.8 3.8x 
    
Overseas listed companies    
Asure Software 260.7 92.0(4) 2.0x(4) 

Zalaris 193.0 87.7 2.2x 
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Note: 
1 Based on listed market prices as at 1 June 2022, adjusted for a 32.5% premium for control.  Empirical 

research undertaken by LEA indicates that the average premium paid above the listed market price in 
successful takeovers in Australia ranges between 30% and 35% (assuming the pre-bid market price 
does not reflect any speculation of the takeover)(2). 

2 LEA has analysed the control premiums paid in successful takeovers and other change in control 
transactions involving cash consideration in Australia over the period 2000 to 2020.  LEA’s study 
covered around 500 transactions in all sectors excluding real estate investment trusts, based on data 
sourced from Bloomberg, Connect4 and public company transaction documents and ASX 
announcements.  Scrip transactions were excluded from the analysis because the value of the scrip 
consideration can vary materially depending on the date of measurement. 

3 Based on annualised subscription revenue for the six months to 31 December 2021 rather than the 
ARR (which is not disclosed). 

4 Based on annualised subscription revenue for the 3 months to 31 March 2022 rather than ARR 
(which is not disclosed). 

    
 
150 Of the above companies, ELMO, ReadyTech, intelliHR and Asure Software generate the 

large majority of their revenue from recurring subscriptions and licence fees (SaaS revenue), 
whereas Zalaris’ operations are more similar to PayGroup’s managed payroll services 
business. 

151 When assessing the appropriate ARR multiple to apply, it is also important to consider the 
following (inter-alia): 

(a) Revenue growth 

The higher the future revenue growth the higher the appropriate ARR multiple (all other 
variables held constant).  This is consistent with the fact that higher growth companies 
tend to trade on higher multiples than lower growth companies, and reflects an 
expectation that higher growth companies will grow earnings and cash flows at a faster 
rate over the medium to long term 

(b) Scale 

The revenue growth rate must also be considered relative to the size of the company and 
its level of revenue.  For example, a company generating 20% revenue growth on 
$500 million in annual revenue (Company A) is prima facie more attractive and 
valuable than a company generating 20% revenue growth on $10 million in annual 
revenue (Company B).  Company A has demonstrated “product market fit” (given the 
size of its revenue) and is likely to trade on a higher revenue multiple (all other 
variables held constant) than Company B (which is also likely to be growing revenue at 
a slower pace compared to when Company A was generating a similar level of revenue) 

(c) Profit margins 

Higher profit margins as a percentage of revenue translate to higher revenue multiples 
as each dollar of revenue is more profitable.  However, as noted above, SaaS businesses 
experiencing strong growth in revenue and customer numbers are often unprofitable (as 
such businesses are usually focused on growing revenue and customers rather than short 
term profitability).  Accordingly, reported net profit margins are not considered to be a 
useful reference point when valuing growing SaaS businesses. 
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However, regard should be had to gross profit margins (as a percentage of revenue).  
This is because higher gross profit margins translate to higher profitability at scale than 
businesses with lower gross profit margins (as more revenue is retained to meet 
operating expenses, invest in research and development (R&D) and marketing activities 
and provide returns to shareholders).  Thus, companies with higher gross profit margins 
should trade on higher revenue multiples (all other variables held constant). 

However it should be noted that the derivation of gross profit margins22 will vary across 
companies (and industries), making direct comparisons difficult.  Nonetheless, they 
provide useful information on the profit potential of the companies at scale (i.e. as 
revenue grows and the business matures) 

(d) Customer churn 

Businesses with higher customer churn will trade on lower revenue multiples than 
businesses with lower customer churn.  This is because higher customer churn means 
that customers are retained for shorter periods, and thus revenue and profits from the 
customer base is expected to decline faster (all other variables held constant) 

(e) Customer acquisition costs 

The lower customer acquisition costs are as a percentage of revenue, the higher the 
revenue multiple (all other variables held constant).  This is because lower customer 
acquisition costs (as a percentage of revenue) mean that a greater proportion of revenue 
is available to meet operating expenses and provide returns to shareholders.  

As the focus should be on the revenue generated from new customers acquired during 
the year relative to customer acquisition costs during that year, we consider it 
appropriate to have greater regard to ARR from new customers during the year as a 
percentage of customer acquisition costs in that year.  This comparison measures the 
efficiency of customer acquisition costs (as a higher ratio implies more revenue is 
generated per dollar of customer acquisition costs incurred).   

However, it should be noted that: 

(i) there is no standard definition of what should be included in customer acquisition 
costs (e.g. what proportion of sales and marketing relates to new customer 
acquisition activities?) 

(ii) each company will report customer acquisition costs on a different basis. 

Accordingly, comparisons of additional ARR as a proportion of customer acquisition 
costs should be treated with caution. 

152 Given the above, we set out below relevant metrics for each of the listed companies and 
PayGroup: 

 
22  Specifically the extent to which variable or semi-variable costs are allowed for when deriving gross profit. 
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Key performance metrics – listed companies 
 PayGroup ReadyTech ELMO intelliHR Asure Zalaris 
EV / ARR multiple 
(as above)(1) na 7.5x 4.0x 3.9x 2.0x 2.2x 
       
ARR growth (last 12 mths)(2) 44% 23%(3) 33% 101% 20%(3) 12% 
       
Scale (ARR in A$m) 39.1 60.6 101.2 7.8 92.0 87.7 
       
Gross margin 54% na 85% na 64% na 
       
Customer retention 95% 97% 91% ~99% na na 
       
Customer acquisition cost 
efficiency ratio(4) 4.8x 4.0x(5) 0.8x 4.7x 0.7x(5) na 
       
Sales & marketing (% of 
revenue) 10% 10% 41% 40% 20% 7%(10) 
       
Underlying EBITDA margin 
(% of revenue) 12%(7) 36%(8) 3%(9) Loss(6)(8) 11%(9) 13%(9) 

       
Note: 
1 Including a control premium (as discussed above). 
2 Organic growth excluding impact of acquisitions. 
3 Organic growth in subscription and licence revenue rather than ARR growth. 
4 Change in ARR during year, divided by sales and marketing expense. 
5 Based on change in revenue rather than change in ARR (as ARR not available). 
6 In part, intelliHR’s loss reflects its global expansion into the US, Canada and UK. 
7 Year ended 31 March 2022 (based on normalised EBITDA as reported by PayGroup). 
8 Six months ended 31 December 2021. 
9 Three months ended 31 March 2022. 
10 Year ended 31 December 2021. 
       

 
153 In relation to the above we note the following: 

(a) ReadyTech trades on a high EV / ARR multiple, which we attribute primarily to its 
superior profitability (i.e. high EBITDA margin).  Accordingly, we do not consider that 
ReadyTech’s EV / ARR multiple provides an appropriate reference point for 
determining the value of PayGroup 

(b) whilst ELMO is the largest SaaS HCM business listed on the ASX and has significantly 
higher gross margins than PayGroup’s SaaS business23 (which indicates that ELMO has 
the potential for greater profitability at scale), PayGroup’s SaaS business appears to 
have lower customer acquisition costs (as a percentage of revenue), higher ARR growth 
and higher current EBITDA margins (due, in part, to ELMO’s higher level of sales and 
marketing expenses and R&D expenses) 

(c) Asure Software trades on lower EV / ARR multiples than ELMO and intelliHR, which 
we attribute to its lower growth and gross margins 

(d) as stated above, Zalaris’ operations are more similar to PayGroup’s managed payroll 
services business.  However, we note that: 

 
23  85% for ELMO versus 63% for PayGroup’s SaaS business. 
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(i) PayGroup’s managed payroll services business has achieved higher ARR growth 
than Zalaris in recent years 

(ii) Zalaris has achieved 11% EBITDA margins, whereas PayGroup’s managed 
payroll services business is significantly less profitable (at the EBITDA line) 

(e) the significantly higher gross margins of PayGroup’s SaaS business (63% compared to 
43% for PayGroup’s managed payroll services24) means that the SaaS business should 
trade on significantly higher EV / ARR multiples due to its significantly higher potential 
profitability at scale.   

Transaction evidence 
154 We have also researched transactions involving companies providing payroll and HCM 

solutions.  Relevant transaction evidence has included the following: 

(a) 7 October 2020 – ELMO announced the acquisition of Breathe, a high growth UK 
based HR platform designed for small businesses.  At the date of acquisition, Breathe 
had more than 6,700 small business customers.  Revenue was 100% subscription based 
and ARR was growing at more than 30%.  The acquisition was expected to open up a 
new market opportunity for ELMO in the Australian and NZ markets 

(b) 16 December 2020 – ELMO announced the acquisition of Webexpenses, a cloud based 
expense management solution.  At the date of acquisition, Webexpenses had more than 
1,000 customers in the UK, with a small footprint in Australia.  96% of revenue was 
100% subscription based, and the business had a high gross profit margin of 90% 

(c) 23 December 2020 – The Access Group (Access) announced the acquisition of Sage 
Group’s businesses in Australia and Asia.  The businesses acquired comprised the 
Australian accounting and compliant payroll solutions businesses, together with the 
EasyPay payroll solution business in Singapore and the UBS accounting software 
business in Malaysia.  In the 12 months to 30 September 2020 the acquired businesses 
generated revenue and operating profit before tax of £48 million and £6 million 
respectively.  The transaction completed on 1 March 2021 

(d) 1 February 2021 – Ceridian HCM Holding Inc. (Ceridian) announced the acquisition of 
Ascender HCM Pty Ltd (Ascender) for US$359.6 million.  Ascender is a payroll and 
human resources solutions provider in the APAC Japan region.  At the date of 
acquisition, Ascender provided payroll and HR capabilities to more than 1,200 global 
brands.  The transaction completed on 1 March 2021 

(e) 31 March 2021 – PayGroup announced the acquisition of Integrated Workforce 
Solutions.  As noted in Section III, IWS is a leading cloud-based workforce 
management platform specialising in rostering and payroll solutions for the franchise 
sector in Australia and New Zealand.  At the date of acquisition IWS had a client base 
of more than 1,000 customers, for which it processed in excess of 400,000 pay slips per 
annum.  Customer retention was around 94%.  IWS was also profitable (EBITDA was 
$1.1 million) and free cash flow positive at the date of acquisition. 
 

  

 
24  Gross margins for year ended 31 March 2022. 
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155 The EV / revenue multiples implied by these transactions were as follows: 

Transaction evidence -  EV / revenue multiples 

Target 
Date 

announced 
EV(1) 

A$m 
ARR 
A$m 

EV / ARR 
A$m 

Breathe Oct 20 33(2) 7 5.0x 
Webexpenses Dec 20 36(2) 8 4.5x 
Sage Group’s Australian and Asian business Dec 20 180 88(3) 2.0x 

Ascender Feb 21 463 118(4) 3.9x 
IWS Mar 21 13(2) 6 2.3x 
     
Note: 
1 Enterprise value. 
2 Excludes potential earn-out 
3 Revenue for the 12 months to 30 September 2020. 
4 Annualised revenue for the 3 months to 30 June 2021. 
Rounding differences exist.   
     

 
156 We attribute the higher EV / ARR multiples implied for the Breathe and Webexpenses 

transactions to the SaaS nature of their respective businesses.  However, it should also be 
noted that the values ascribed to SaaS businesses generally have fallen significantly since 
these transactions were completed. 

Conclusion on EV / ARR multiples 
157 Having regard to the above, we consider that the following EV / ARR multiples should be 

applied when valuing PayGroup: 

(a) 3.8x to 4.2x for the SaaS business (i.e. around 4.0x) 

(b) 2.0x to 2.4x for the managed payroll services business (i.e. around 2.2x). 

Enterprise value based on revenue multiple approach 
158 Based on the above, the value of the PayGroup business (on a cash and debt free basis) based 

on the is as follows: 

Enterprise value based on revenue multiple approach 
   Enterprise value 

 
ARR(1) 

$m 
Multiple 

x 
Low 
$m 

High 
$m 

Managed payroll services business 28.6 2.0 – 2.4 57.2 68.6 
SaaS business 10.5 3.8 – 4.2 39.9 44.1 
Total 39.1  97.1 112.7 
     
Note: 
1 As at 31 March 2022. 
     

 

Summary of business values 
159 A summary of our assessed valuation of the PayGroup business under each valuation 

approach is shown below: 



 
 
 
 

 40 

Enterprise value based on DCF and revenue multiple approach 
 Enterprise value 

Valuation method 
Low 
$m 

High 
$m 

DCF approach 107.0 120.0 
Revenue multiple approach 97.1 112.7 
Adopted range(1) 107.0 118.0 
   
Note: 
1 As we consider the DCF valuation methodology to be more robust (as it explicitly considers revenue 

growth rates and profit margins etc.) we have placed most reliance on the DCF valuation.   
     

 

Surplus cash 
160 PayGroup held $25.3 million in cash as at 31 March 2022.  However, $19.1 million of this 

cash belonged to clients for the payment of salaries to their employees25 (and was only held 
by PayGroup as part of the payroll processing services provided to clients).  Accordingly, 
PayGroup’s company owned cash was $6.2 million at 31 March 2022. 

161 When considering the potential level of surplus cash held by PayGroup (being cash in excess 
of day to day requirements) we have also considered PayGroup’s net working capital position, 
which is set out below for various dates: 

PayGroup - Net working capital 
 31 Mar 21 30 Sep 21 31 Mar 22 
 $000 $000 $000 
Cash(1) 3,096  7,655  6,173  
Trade and other receivables 2,883  4,357  4,638  
Other current assets 2,051  2,428  2,163  
Current assets 8,030  14,440  12,974  
    
Trade and other payables(1) 5,452  7,282  5,841  
Other current liabilities (ex leases) 1,209  2,200  2,357  
Current liabilities 6,661  9,482  8,198  
    
Net working capital (including cash) 1,369  4,958  4,776  
    
Note: 
1 Cash and trade and other payables exclude client funds provided for the payment of employee 

salaries (which offset each other). 
      

 
162 In our opinion, the large majority of cash held at the above dates was required for working 

capital purposes (and was therefore not surplus).  Accordingly, (based on the reported position 
as at 31 March 2022) we have adopted surplus cash of $2 million for valuation purposes. 

Shares on issue 
163 As at 23 June 2022 (the date of the SIA) PayGroup had 118,327,272 shares on issue.  

 
25  A corresponding liability of $19.1 million was reflected in the financial statements of PayGroup. 
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164 We have been advised that pursuant to senior management performance target arrangements 
in respect of both FY21 and FY22 additional shares of (in total) 1,003,108 are to be issued.  
Accordingly the number of issued shares the subject of the Scheme is expected to be 
119,330,380. 

165 As noted in Section I, the SIA also includes a recognition of the further potential issue of 
shares to a third party.  We have been advised that this refers to a matter recently the subject 
of mediation, where a binding decision from the mediator is awaited.  In the event of an 
outcome favourable to the Company no additional shares will be issued.  In the event of an 
adverse outcome, PayGroup will be required to issue new shares to a value of $1.5 million.   

166 For valuation purposes we have adopted 119.3 million shares on issue, which reflects an 
assumption that the outcome of mediation is favourable to the Company.  The potential for an 
adverse outcome is considered in Section VI. 

Valuation of PayGroup shares 
167 Based on the above we have assessed the value of PayGroup shares on a 100% controlling 

interest basis as follows:   

PayGroup – valuation of shares on a 100% controlling interest basis 
 Enterprise value 

Valuation method 
Low 
$m 

High 
$m 

Enterprise value 107.0 118.0 
Surplus cash 2.0 2.0 
Equity value 109.0 120.0 
Fully diluted shares on issue 119.3 119.3 
Adopted range per share $0.91 $1.01 
   

 

Other considerations 

Sale process 
168 As a cross-check on our valuation of PayGroup, we have considered the indicative and 

binding offers received for the company from interested parties following a formal sale 
process which commenced in early December 2021.   

169 We have discussed the sale process with the management of PayGroup and its external 
advisers.  In relation to the sale process we note that: 

(a) indicative proposals for 100% of PayGroup were received from a number of parties 

(b) the offer from Deel (pursuant to the Scheme) is higher than the other indicative and/or 
definitive proposals received for 100% of PayGroup. 
 

170 Our valuation range is broadly consistent with the range of final offers received.  
Accordingly, in our view, the outcome of the sale process supports our valuation range for 
PayGroup shares.  
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Comparison with share price 
171 We have also considered the listed market prices of PayGroup shares up to 22 June 2022 

(being the last trading day prior to the announcement of the Scheme).  These market prices are 
shown below: 

PayGroup share prices prior to Scheme announcement 

 

PayGroup 
share price 

A$ 
PayGroup share prices prior to Scheme announcement:  
Closing price on 22 June 2022  0.365 
VWAP(1) for 1 month up to and including 22 June 2022 0.367 
VWAP for 3 months up to and including 22 June 2022 0.389 
  
Note: 
1 Volume weighted average price (VWAP). 
  

 
172 For the purpose of our share price comparison we have had more regard to the VWAPs rather 

than the share price on the last trading day before the announcement of the Scheme 
(notwithstanding the broad consistency in the above share prices).  Accordingly, for 
comparison purposes we have adopted a PayGroup share price of $0.38 per share.   

173 Empirical research undertaken by LEA indicates that the average premium paid above the 
listed market price in successful takeovers in Australia ranges between 30% and 35% 
(assuming the pre-bid market price does not reflect any speculation of the takeover, and after 
adjusting the pre-bid market price as appropriate for the movement in share market indices 
between the date of the pre-bid market price and the announcement of the takeover)26.   

174 Adding a 30% to 35% premium for control to our adopted share price of $0.38 would 
therefore result in a theoretical “control” value of $0.49 to $0.51 per share.  Whilst our 
assessed valuation of PayGroup shares (on a 100% controlling interest basis) significantly 
exceeds this theoretical range, we consider that our valuation range is appropriate, noting that: 

(a) in our view, PayGroup shares were significantly undervalued (based on share market 
trading) prior to the announcement of the Scheme and there was a clear disconnect 
between the value attributed by share market investors in PayGroup and the inherent 
value of the Company.  In this regard (by way of example), we note that the ARR of the 
business has increased significantly since the date of the IPO (from around $7.3 million 
at the date of the IPO in 2018 to $39.1 million as at 31 March 2022), yet the PayGroup 
share price was significantly lower than the IPO price of $0.50 per share prior to the 
announcement of the Scheme 

(b) as noted above, our valuation range is broadly consistent with the offers received for 
PayGroup pursuant to the competitive process conducted as part of the sale process. 

 
26  LEA has analysed the control premiums paid in successful takeovers and other change in control transactions 

involving cash consideration in Australia over the period 2000 to 2020.  LEA’s study covered around 500 
transactions in all sectors excluding real estate investment trusts, based on data sourced from Bloomberg, Connect4 
and public company transaction documents and ASX announcements.  Scrip transactions were excluded from the 
analysis because the value of the scrip consideration can vary materially depending on the date of measurement. 
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VI Evaluation of the Scheme 
 

175 In our opinion, the Scheme is fair and reasonable and in the best interests of PayGroup 
shareholders in the absence of a superior proposal.  We have formed this opinion for the 
following reasons. 

Assessment of the Scheme 

Value of PayGroup 
176 As set out in Section V we have assessed the value of PayGroup between $0.91 and $1.01 per 

share.  For valuation purposes we have adopted 119.3 million shares on issue, which reflects 
an assumption that the outcome of the recent mediation (refer paragraph 165) is favourable to 
the Company.  The potential for an adverse outcome is considered in paragraph 180 below. 

Value of Scheme Consideration 
177 As noted above, on the proviso that the number of shares on issue does not exceed 

119.8 million (and assuming the Scheme is approved and implemented), PayGroup 
shareholders will receive $1.00 in cash for each PayGroup share they hold on the Scheme 
Record Date.  If the number of PayGroup shares on issue exceeds 119.8 million, then the 
Scheme Consideration per PayGroup share will be adjusted down on a proportional basis27.  
The potential for an adjustment downward in the Scheme Consideration is also considered in 
paragraph 181 below. 

Fairness opinion 
178 Pursuant to RG 111 the Scheme is “fair” if the value of the Scheme Consideration is equal to, 

or greater than, the value of the securities the subject of the Scheme.  This comparison for 
PayGroup shareholders is shown below: 

Comparison of Scheme Consideration to value of PayGroup 

 
Low 

$ per share 
High 

$ per share 
Mid-point 
$ per share 

Value of Scheme Consideration 1.00 1.00 1.00 
Value of 100% of PayGroup  0.91 1.01 0.96 
Extent to which the Scheme Consideration exceeds (or 
is less than) the value of PayGroup 0.09 (0.01) 0.04 
    

 
179 As the Scheme Consideration is consistent with the high end of our assessed valuation range 

for PayGroup shares on a 100% controlling interest basis, in our opinion, the Scheme 
Consideration is fair to PayGroup shareholders when assessed based on the guidelines set out 
in RG 111.   

Fairness comparison in the event of an adverse mediation decision 
180 We have also assessed the fairness of the Scheme under a scenario where the outcome of the 

recent mediation gives rise to a decision adverse to the Company.  In such circumstances 
additional PayGroup shares to an aggregate value of $1.5 million are to be issued.  We have 
been advised that the issue price per share will reflect the prevailing share price at the date of 
the decision.  For the purpose of our report we have adopted an issue price of $0.94 per share, 

 
27  The Scheme Consideration (in aggregate) is subject to a maximum equity value of PayGroup of $119.8 million. 
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resulting in an additional 1,595,745 PayGroup shares being issued.  In an adverse decision 
scenario (for valuation purposes) we have therefore adopted 120.9 million shares on issue.  
Our corresponding value of PayGroup reduces to between $0.90 and $0.99 per share28. 

181 As noted above, the Scheme Consideration is subject to a maximum equity value of 
PayGroup of $119.8 million and in a scenario where the number of PayGroup shares subject 
to the Scheme exceeds 119.8 million the Scheme Consideration per PayGroup share will be 
adjusted down on a proportional basis.  Accordingly, based on 120.9 million shares on issue 
the Scheme Consideration reduces to $0.99 per share. 

182 The fairness comparison for PayGroup shareholders in such circumstances is shown below: 

Comparison of Scheme Consideration to value of PayGroup (assuming mediation results in an 
adverse outcome) 

 
Low 

$ per share 
High 

$ per share 
Mid-point 
$ per share 

Value of Scheme Consideration 0.99 0.99 0.99 
Value of 100% of PayGroup  0.90 0.99 0.95 
Extent to which the Scheme Consideration exceeds (or 
is less than) the value of PayGroup 0.09 - 0.04 
    

 
183 As the Scheme Consideration is equal to the top end of our assessed valuation range for 

PayGroup shares on a 100% controlling interest basis, in our opinion, the Scheme 
Consideration is also fair to PayGroup shareholders (in an adverse mediation decision 
scenario) when assessed based on the guidelines set out in RG 111.  

Reasonableness 
184 Pursuant to RG 111, a transaction is reasonable if it is fair.  Accordingly, in our opinion, the 

Scheme is fair and reasonable. 

In the best interests 
185 There is no legal definition of the expression “in the best interests”.  However, RG 111 states 

that a Scheme may be “in the best interests of the members of the company” if there are 
sufficient reasons for shareholders to vote in favour of the Scheme in the absence of a higher 
offer. 

186 Generally, in our experience, if a transaction is “fair” and “reasonable” under RG 111 it will 
also be “in the best interests” of shareholders.  This is because, if the Scheme Consideration is 
fair, shareholders are implicitly receiving consideration for their shares which is consistent 
with the full underlying value of those shares. 

187 We therefore consider that the Scheme is also “in the best interests” of PayGroup 
shareholders in the absence of a superior proposal. 

Other considerations 
188 In assessing whether the Scheme is reasonable and in the best interests of PayGroup 

shareholders LEA has also considered, in particular: 

 
28  Being $109 million to $120 million (refer Section V) divided by 120.9 million shares.  
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(a) the extent to which a control premium is being paid to PayGroup shareholders 

(b) the extent to which PayGroup shareholders are being paid a share of any synergies 
likely to be generated if the Scheme is implemented 

(c) the listed market price of the shares in PayGroup, both prior to and subsequent to the 
announcement of the proposed Scheme 

(d) the likely market price of PayGroup securities if the proposed Scheme is not 
implemented (and a comparable or superior proposal does not emerge) 

(e) the value of PayGroup to an alternative offeror and the likelihood of a higher alternative 
offer being made for PayGroup prior to the date of the Scheme Meeting 

(f) the advantages and disadvantages of the Scheme from the perspective of PayGroup 
shareholders  

(g) other qualitative and strategic issues associated with the Scheme. 
 

189 These issues are discussed in detail below. 

Extent to which a control premium is being paid 
190 Research undertaken by LEA indicates that average premiums paid in successful takeovers in 

Australia generally range between 30% and 35% above the listed market price of the target 
company’s shares29 three months prior to the announcement of the bid (assuming no 
speculation of the takeover is reflected in the pre-bid price)30.  This premium range reflects 
the fact that: 

(a) the owner of 100% of the shares in a company obtains access to all the free cash flows 
of the company being acquired, which it would otherwise be unable to do as a minority 
shareholder 

(b) the controlling shareholder can direct the disposal of surplus assets and the 
redeployment of the proceeds 

(c) a controlling shareholder can control the appointment of directors, management policy 
and the strategic direction of the company 

(d) a controlling shareholder is often able to increase the value of the entity being acquired 
through synergies and/or rationalisation savings. 
 

191 Given the above, we have calculated the premium implied by the Scheme Consideration (of 
$1.00 per share31) by reference to the market prices of PayGroup shares (as traded on the 

 
29  After adjusting the pre-bid market prices for the movement in share market indices between the date of the pre-bid 

market price and the announcement of the takeover. 
30  LEA has analysed the control premiums paid in successful takeovers and other change in control transactions 

involving cash consideration in Australia over the period 2000 to 2020.  LEA’s study covered around 500 
transactions in all sectors excluding real estate investment trusts, based on data sourced from Bloomberg, Connect4 
and public company transaction documents and ASX announcements.  Scrip transactions were excluded from the 
analysis because the value of the scrip consideration can vary materially depending on the date of measurement. 

31  There would be no material change to our analysis if a proportionately lower Scheme Consideration of $0.99 per 
share was adopted for implied premium calculation purposes. 
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ASX) for periods up to and including 22 June 2022 (being the last trading day prior to the 
announcement of the Scheme). 

192 The implied offer premium relative to the PayGroup share prices up to this date is shown 
below:   

Implied offer premium relative to recent PayGroup share prices(1) 

 

PayGroup 
share price 

$ 

Implied offer 
premium 

% 
Closing share price on 22 June 2022(2)  0.365 174.0 
VWAP for 1 month up to and including 22 June 2022 0.367 172.4 
VWAP for 3 months up to and including 22 June 2022 0.389 157.2 
   
Note: 
1 Rounding differences may exist. 
2 Being the closing price on the last day of trading prior to the announcement of the Scheme. 
   

 
193 Based on the above share prices we note that the Scheme Consideration provides PayGroup 

shareholders with an implied premium that significantly exceeds observed premiums 
generally paid in comparable circumstances (and an implied premium close to the highest 
observed by LEA in transactions where we have provided an IER).  

194 As stated in Section V, this reflects our view that (notwithstanding the relatively low level of 
share market trading) PayGroup shares were significantly undervalued prior to the 
announcement of the Scheme and there was a clear disconnect between the value attributed by 
share market investors in PayGroup and the inherent value of the Company.  Subsequent to 
the IPO in 2018 (which was priced at $0.50 per share) PayGroup has grown significantly and 
diversified its business offering, however share market investors have attributed a lower value 
to the Company than at the time of the IPO (the rationale for which we are unable to offer an 
explanation). 

195 As noted above, the Scheme Consideration is at the high end of the range of our valuation of 
PayGroup shares, and accordingly, in our view, PayGroup shareholders are being fully 
compensated for the fact that 100% of control of PayGroup will pass to Deel if the Scheme is 
approved. 

Extent to which PayGroup shareholders are being paid a share of synergies 
196 If the Scheme is approved by PayGroup shareholders, Deel will acquire a 100% interest in 

PayGroup.  As PayGroup will be privatised, listed company costs will be eliminated with 
associated cost savings to the merged group.  

197 We understand Deel is a global operator in the payroll and HCM services sector and therefore 
provides some services which are similar and/or complementary to those of PayGroup.  The 
potential therefore exists for operational synergies between the two business operations 
(which may be of significance).  However, we understand that this potential was not a major 
consideration in negotiations between the parties and to date has not been the subject of 
detailed review from both a qualitative and quantitative perspective. 

198 However, as the Scheme Consideration is equal to the top end of our assessed value range of 
PayGroup (on a 100% controlling interest basis), we are of the view that PayGroup 
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shareholders are being paid an appropriate share of the value of the synergies which may 
potentially arise from the acquisition. 

Recent share prices subsequent to the announcement of the Scheme 
199 Shareholders should note that PayGroup shares have traded on the ASX in the range of $0.90 

to $0.96 per share in the period since the announcement of the Scheme up to 18 August 2022, 
with around 36.4 million shares (equivalent to some 31% of the issued capital) traded.  These 
share prices are slightly lower than the Scheme Consideration and suggest that the market 
consensus view is that a superior offer or proposal is unlikely to emerge.  

200 PayGroup shareholders considering selling their PayGroup shares on the ASX will need to 
consider brokerage costs and should note that: 

(a) the PayGroup share price on the ASX is subject to daily fluctuation 

(b) PayGroup shareholders who sell their PayGroup shares on the ASX will not obtain the 
benefit of the Scheme or any superior proposal should this eventuate. 

Likely price of PayGroup shares if the Scheme is not implemented 
201 If the Scheme is not implemented we expect that, at least in the short term, PayGroup shares 

will trade at a significant discount to our valuation and the Scheme Consideration due to the 
difference between the value of PayGroup shares on a portfolio basis and their value on a 
100% controlling interest basis.  In this regard we note that PayGroup shares last traded at 
$0.365 per share on 22 June 2022 (being the last trading day prior to the announcement of the 
Scheme), reflecting a clear disconnect to the inherent value of the Company (as noted 
above)32. 

202 If the Scheme is not implemented those PayGroup shareholders who wish to sell their 
PayGroup shares are therefore likely, at least in the short term, to realise a significantly lower 
price for their shares than will be payable under the Scheme. 

Likelihood of an alternative offer 
203 As noted in Section V, PayGroup and its financial advisers undertook a comprehensive 

competitive sale process for PayGroup, which included engagement with a significant number 
of interested parties (based in Australia and overseas), including potential industry and 
financial buyers.  In summary: 

(a) indicative proposals for 100% of PayGroup were received from a number of parties 

(b) the offer from Deel (pursuant to the Scheme) is higher than the other indicative and/or 
definitive proposals received for 100% of PayGroup. 
 

204 Given the sale process undertaken, in our opinion, it is unlikely that a superior offer to the 
Scheme will occur prior to the Scheme Meeting.    

 
32  Given the Sale Process and subsequent disclosure of the Scheme Consideration we would not expect the PayGroup 

share price (in the event the Scheme was not approved) to decline to the level at which PayGroup shares were 
previously trading. 
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205 Further, we have been advised by the Directors of PayGroup that no alternative offers or 
approaches from any third parties have been received subsequent to the announcement of the 
Scheme. 

Summary of opinion on the Scheme 
206 We summarise below the likely advantages and disadvantages for PayGroup shareholders if 

the Scheme proceeds.  

Advantages 
207 In our opinion, the Scheme has the following benefits for PayGroup shareholders: 

(a) the Scheme Consideration is consistent with the high end of our assessed value range 
for PayGroup shares on a 100% controlling interest basis 

(b) the Scheme Consideration represents a significant premium to the recent market prices 
of PayGroup shares prior to the announcement of the Scheme 

(c) furthermore, the premium is well above observed premiums generally paid to target 
company shareholders in comparable circumstances (reflecting our view that there was 
a clear disconnect between the value attributed by share market investors in PayGroup 
prior to the announcement of the Scheme and the inherent value of the Company)  

(d) if the Scheme does not proceed, and in the absence of an alternative offer or proposal, 
PayGroup shares are likely to trade at a significant discount to our valuation and the 
Scheme Consideration due to, in part, the portfolio nature of individual shareholdings. 

Disadvantages 
208 PayGroup shareholders should note that if the Scheme is implemented they will no longer 

hold an interest in PayGroup.  PayGroup shareholders will therefore not participate in any 
future value created by the Group over and above that reflected in the Scheme Consideration.   

209 However, as the high end of the range of our assessed value of PayGroup shares is consistent 
with the Scheme Consideration, in our opinion, the present value of PayGroup’s future 
potential is adequately reflected in the Scheme Consideration. 

Conclusion 
210 Given the above analysis, we consider the acquisition of PayGroup shares under the Scheme 

is fair and reasonable and in the best interests of PayGroup shareholders in the absence of a 
superior proposal. 
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Financial Services Guide 

Lonergan Edwards & Associates Limited 
1 Lonergan Edwards & Associates Limited (ABN 53 095 445 560) (LEA) is a specialist 

valuation firm which provides valuation advice, valuation reports and independent expert’s 
reports (IER) in relation to takeovers and mergers, commercial litigation, tax and stamp duty 
matters, assessments of economic loss, commercial and regulatory disputes. 

2 LEA holds Australian Financial Services Licence No. 246532. 

Financial Services Guide 
3 The Corporations Act 2001 (Cth) (Corporations Act) authorises LEA to provide this Financial 

Services Guide (FSG) in connection with its preparation of an IER to accompany the Scheme 
Booklet to be sent to PayGroup shareholders in connection with the Scheme. 

4 This FSG is designed to assist retail clients in their use of any general financial product advice 
contained in the IER.  This FSG contains information about LEA generally, the financial 
services we are licensed to provide, the remuneration we may receive in connection with the 
preparation of the IER, and if complaints against us ever arise how they will be dealt with. 

Financial services we are licensed to provide 
5 Our Australian Financial Services Licence allows us to provide a broad range of services to 

retail and wholesale clients, including providing financial product advice in relation to various 
financial products such as securities, derivatives, interests in managed investment schemes, 
superannuation products, debentures, stocks and bonds. 

General financial product advice 
6 The IER contains only general financial product advice.  It was prepared without taking into 

account your personal objectives, financial situation or needs. 

7 You should consider your own objectives, financial situation and needs when assessing the 
suitability of the IER to your situation.  You may wish to obtain personal financial product 
advice from the holder of an Australian Financial Services Licence to assist you in this 
assessment. 

Fees, commissions and other benefits we may receive 
8 LEA charges fees to produce reports, including this IER.  These fees are negotiated and 

agreed with the entity who engages LEA to provide a report.  Fees are charged on an hourly 
basis or as a fixed amount depending on the terms of the agreement with the entity who 
engages us.  In the preparation of this IER, LEA is entitled to receive a fee estimated at 
A$90,000 plus GST.   

9 Neither LEA nor its directors and officers receives any commissions or other benefits, except 
for the fees for services referred to above. 
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10 All of our employees receive a salary.  Our employees are eligible for bonuses based on 
overall performance and the firm’s profitability, and do not receive any commissions or other 
benefits arising directly from services provided to our clients.  The remuneration paid to our 
directors reflects their individual contribution to the company and covers all aspects of 
performance.  Our directors do not receive any commissions or other benefits arising directly 
from services provided to our clients. 

11 We do not pay commissions or provide other benefits to other parties for referring prospective 
clients to us. 

Complaints 
12 If you have a complaint, please raise it with us first, using the contact details listed below.  

We will endeavour to satisfactorily resolve your complaint in a timely manner.  

13 If we are not able to resolve your complaint to your satisfaction within 45 days of your 
written notification, you are entitled to have your matter referred to the Australian Financial 
Complaints Authority (AFCA), an external complaints resolution service.  You will not be 
charged for using the AFCA service. 

Contact details 
14 LEA can be contacted by sending a letter to the following address: 

Level 7 
64 Castlereagh Street 
Sydney  NSW  2000 
(or GPO Box 1640, Sydney  NSW  2001) 
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Qualifications, declarations and consents 

Qualifications 
1 LEA is a licensed investment adviser under the Corporations Act.  LEA’s authorised 

representatives have extensive experience in the field of corporate finance, particularly in 
relation to the valuation of shares and businesses and have prepared hundreds of IERs. 

2 This report was prepared by Mr Craig Edwards and Mr Martin Holt, who are each authorised 
representatives of LEA.  Mr Edwards and Mr Holt have over 27 years and 35 years 
experience respectively in the provision of valuation advice (and related advisory services).  

Declarations 
3 This report has been prepared at the request of the Directors of PayGroup to accompany the 

Scheme Booklet to be sent to PayGroup shareholders.  It is not intended that this report 
should serve any purpose other than as an expression of our opinion as to whether or not the 
Scheme is fair and reasonable and in the best interests of PayGroup shareholders. 

Interests 
4 At the date of this report, neither LEA, Mr Edwards nor Mr Holt have any interest in the 

outcome of the Scheme.  With the exception of the fee shown in Appendix A, LEA will not 
receive any other benefits, either directly or indirectly, for or in connection with the 
preparation of this report. 

5 We have considered the matters described in ASIC RG 112 – Independence of experts, and 
consider that there are no circumstances that, in our view, would constitute a conflict of 
interest or would impair our ability to provide objective independent assistance in this 
engagement. 

Indemnification 
6 As a condition of LEA’s agreement to prepare this report, PayGroup agrees to indemnify LEA 

in relation to any claim arising from or in connection with its reliance on information or 
documentation provided by or on behalf of PayGroup which is false or misleading or omits 
material particulars or arising from any failure to supply relevant documents or information. 

Consents 
7 LEA consents to the inclusion of this report in the form and context in which it is included in 

the Scheme Booklet.
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Assessment of appropriate discount rate 

Principles 
1 The determination of the discount rate or cost of capital for an asset requires identification and 

consideration of the factors that affect the returns and risks of that asset, together with the 
application of widely accepted methodologies for determining the returns demanded by the 
debt and equity providers of the capital employed in the asset. 

2 The discount rate applied to the projected cash flows from an asset or business represents the 
financial return that will be demanded before an investor would be prepared to acquire (or 
invest in) the asset or business.  Discount rates for assets or businesses are frequently 
evaluated using the weighted average cost of capital (WACC) which is a function of the cost 
of equity and the cost of debt (and related debt to equity levels). 

WACC 
3 The generally accepted WACC formula is the post-tax WACC (without adjustment for 

dividend imputation), as shown below: 

WACC formula = + 1  

where: 
Re  = expected equity investment return or cost of equity in nominal terms 
Rd  = interest rate on debt (pre-tax) 
t  = corporate tax rate 
E = market value of equity 
D  = market value of debt 
V  = market value of debt plus equity 
   

 
4 We have used the capital asset pricing model (CAPM) to derive the cost of equity for 

PayGroup.  The formula for deriving the cost of equity using the capital asset pricing model is 
as follows: 

Cost of equity calculation = +  
where: 
Re  = expected equity investment return or cost of equity in nominal terms 
Rf  = risk-free rate of return 
E(Rm)  = expected market return 
E(Rm) – Rf  = market risk premium (MRP) 

e = equity beta 
  

 
5 The elements adopted in the calculation of the discount rate for PayGroup using the WACC 

are detailed as follows. 
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Risk-free rate 
6 For the purpose of our valuation of PayGroup we have adopted a long-term risk-free rate of 

4.0% per annum, which is broadly consistent with the average yield on long term Australian 
Commonwealth Government Bonds over the 1 month to 13 July 2022.   

Market risk premium  
7 The MRP represents the additional return above the risk-free rate that investors require in 

order to invest in a well-diversified portfolio of equity securities (i.e. the equity market as a 
whole).  Having regard to academic studies and empirical evidence, as well as the average 
market risk premium calculated over the longer term, we have adopted a long-term MRP of 
6.5%. 

Equity beta 
8 Beta is a measure of the expected volatility of the return on an investment relative to the 

market as a whole.  The CAPM assumes that beta is the only reason expected returns on an 
asset differ from the expected return on the market as a whole.  A beta greater than 1.0 
suggests that an investment’s returns are expected to be more volatile and risky than average 
(and accordingly a higher return than the market is required), whereas a beta less than 1.0 
suggests that future returns will be less volatile and risky. 

9 Similar to MRPs, expected equity betas are not observable.  Historical betas are usually 
estimated and used as a reference to determine the appropriate forward-looking betas.  In 
addition, factors such as betas of comparable companies and relevant industry sectors and a 
qualitative assessment of the systematic risks of the subject business are also considered.  The 
determination of the appropriate beta to apply is, therefore, ultimately a matter of judgement. 

10 In determining the appropriate equity beta for PayGroup, we have considered (inter-alia): 

(a) the beta estimates for PayGroup and other listed companies operating in the payroll 
services and HCM sector  

(b) the risks associated with the business of PayGroup. 

Betas for listed companies 
11 The equity betas for selected listed companies operating in the payroll services and HCM 

sectors (including a number of large companies for which more reliable beta estimates are 
available) are set out below: 

Listed company betas  

Company 

Market 
value(1) Bloomberg SIRCA 

A$m beta(2) RSQ(3) beta(4) RSQ(3) 
ASX listed companies      
ReadyTech(5) 283 1.91 0.40 1.80 0.26 
ELMO Software 245 1.85 0.33 1.56 0.18 
PayGroup 44 0.36 0.02 (0.13) 0.00 
intelliHR 19 3.17 0.11 3.47 0.13 
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Listed company betas  

Company 

Market 
value(1) Bloomberg SIRCA 

A$m beta(2) RSQ(3) beta(4) RSQ(3) 
International companies      
Automatic Data Processing 120,696 0.79 0.40 na na 
Paychex 58,850 0.96 0.52 na na 
Paycom Software 23,019 1.63 0.33 na na 
Paylocity 12,731 1.33 0.26 na na 
Ceridian HCM 9,907 1.50 0.42 na na 
Asure Software 162 0.88 0.11 na na 
Zalaris 111 1.12 0.23 na na 
      
Note: 
1 Market capitalisation obtained from Bloomberg as at 21 June 2022.  
2 Based on four years of monthly returns to 17 June 2022. 
3 R-squared (RSQ) measures the reliability of the beta estimate. 
4 As at 31 March 2022 (being the most current data available) and based on 47 monthly returns.  SIRCA 

has excluded the share trading in March 2020 given the additional volatility caused by the COVID-19 
pandemic. 

5 Only 37 monthly returns were available as the company listed in April 2019. 
na – not available. 
  

 
12 The above betas vary widely which reflects (inter-alia) differences in size, leverage and 

operational risks.  None of the other listed companies are directly comparable to PayGroup 
and some are significantly larger in size.   

13 It is also important to consider the related RSQ values shown above, which measure the 
reliability of the beta estimate.  RSQ values range between 0 (not reliable) and 1 (most 
reliable).  On this basis, the above betas are not considered particularly reliable, although the 
betas for ReadyTech, Automatic Data Processing, Paychex and Ceridian HCM are considered 
more reliable than the betas for the other listed companies (which should not be relied upon). 

Risk factors of PayGroup 
14 Given the above, when assessing the appropriate beta to apply for PayGroup we have placed 

more weight on our assessment of the risk characteristics of the business.  In this regard, we 
note that the PayGroup business has a number of lower risk characteristics, including: 

(a) a high level of recurring income 

(b) the provision of an essential service for clients needing to outsource their payroll 
functions 

(c) relatively low customer churn  

(d) no significant customer concentration. 
 

15 The above factors would imply a below average risk level.  However, we also note that: 

(a) the provision of payroll and HCM services is very competitive (i.e. there are a sizeable 
number of industry participants) 
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(b) PayGroup incurred a loss before tax in FY22 

(c) the cash flow projections adopted in our DCF valuation reflect significant revenue and 
earnings growth. 
 

16 On balance we therefore consider that a beta of around 1.0 is appropriate for PayGroup. 

Gearing ratio 
17 Consistent with the (Company owned) net cash position held by PayGroup since listing in 

2018, we have assumed that the business operations of PayGroup are financed by equity 
capital only (i.e. no net debt). 

WACC 
18 Based on the above, the discount rate range for PayGroup is as follows:  

PayGroup – assessment of discount rate 

Parameters 
Low 
% 

High 
% 

Risk-free-rate 4.0 4.0 
MRP 6.5 6.5 
Beta 0.9 1.1 
Cost of equity 9.9 11.2 
   
Proportion of equity funding (%) 100% 100% 
Proportion of debt funding (%) Nil Nil 
   
WACC / discount rate (after tax) 9.9 11.2 
   

  
19 Accordingly, for the purposes of our calculations we have adopted a (post-tax) discount rate 

of 10.5% per annum (around the midpoint of the discount rate range calculated above). 
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Glossary 
 

  
Term Meaning 
1H22 The six months to 30 September 2022 
AASB 16 Australian Accounting Standard AASB 16 – Leases 
Access The Access Group 
AFCA Australian Financial Complaints Authority 
APAC Asia Pacific 
ARR Annual recurring revenue 
Ascender Ascender HCM Pty Ltd 
ASIC Australian Securities & Investments Commission  
Asure Software Asure Software, Inc. 
ASX Australian Securities Exchange 
BPO Business process outsourcing 
CAGR Compound annual growth rate 
CAPM Capital asset pricing model 
Ceridian Ceridian HCM Holding Inc. 
Corporations Act Corporations Act 2001 (Cth)  
Corporations Regulations Corporations Regulations 2001  
DCF Discounted cash flow 
Deel Deel, Inc. 
EBIT Earnings before interest and tax  
EBITDA Earnings before interest, tax depreciation and amortisation  
ELMO ELMO Software Limited 
ERP Enterprise resource planning 
EV Enterprise value 
FSG Financial Services Guide  
FY Financial year 
GPP Global Partner Program 
HCM Human capital management 
HR Human resources 
IER Independent expert’s report 
intelliHR intelliHR Limited 
IPO Initial public offering 
IWS Integrated Workforce Solutions 
LEA Lonergan Edwards & Associates Limited 
MRP Market risk premium 
NPV Net present value 
PayGroup / the Company PayGroup Limited 
R&D Research and development 
ReadyTech ReadyTech Holdings Limited 
RG 111 Regulatory Guide 111 – Content of expert reports 
RSQ R-squared 
SaaS Software-as-a-service 
Scheme Scheme of arrangement between PayGroup and its shareholders to implement 

the SIA 
Scheme Consideration A$1.00 cash for each PayGroup share held on the Scheme Record Date 
SIA / the Agreement Scheme Implementation Agreement 
TV Terminal value 
UK United Kingdom 
US United States of America 
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Term Meaning 
VWAP Volume weighted average price 
WACC Weighted average cost of capital 
WANOS Weighted average number of shares outstanding 
Zalaris Zalaris ASA 
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NOTICE OF SCHEME MEETING 
 

Paygroup Limited 
ACN 620 435 038 

 

Notice is given that by an order of the Federal Court of Australia made on 23 August 2022 pursuant to 
section 411(1) of the Corporations Act 2001 (Cth) (Corporations Act) a meeting of the holders of ordinary 
shares in Paygroup Limited ACN 620 435 038 (Paygroup) will be held on 30 September 2022 at 11:00 am 
(Melbourne time) at the offices of K & L Gates, Level 25, 525 Collins Street, Melbourne, Victoria (Scheme 
Meeting).  

Paygroup Shareholders wishing to vote, or their attorneys or in the case of a Paygroup Shareholder or 
proxy which is a corporation, corporate representatives, must attend these offices of K & L Gates at this 
time to participate in the Scheme Meeting. 

The Court has also directed that Mr Ian Basser or, if he is unable or unwilling to participate in the Scheme 
Meeting, Mr David Fagan, act as Chairman of the meeting.  

PURPOSE OF MEETING 

The purpose of the Scheme Meeting is to consider and, if thought fit, to agree to a scheme of arrangement 
(with or without modification) to be made between Paygroup and Paygroup's ordinary shareholders to 
effect the acquisition of 100% of the issued shares of Paygroup by Deel Australia Holdings Pty Ltd ACN 660 
260 051 (Deel). 

To enable you to make an informed voting decision, further information about the Scheme is set out in the 
accompanying explanatory statement (for the purposes of section 412(1) of the Corporations Act) which, 
together with this Notice of Meeting, forms part of this Scheme Booklet. 

BUSINESS OF THE MEETING 

Resolution – Approval of the Scheme of Arrangement 

To consider, and if thought fit, to pass the following Resolution: 

“That, pursuant to and in accordance with section 411 of the Corporations Act 2001 (Cth): 

(a) the scheme of arrangement proposed between Paygroup Limited and the holders of its fully 
paid ordinary shares (Scheme), the terms of which are contained and more particularly 
described in the Scheme Booklet (of which this Notice of Scheme Meeting forms part) is 
approved (with or without any modifications, alterations or conditions agreed in writing 
between Paygroup and Deel and approved by the Federal Court of Australia or any 
modifications, alterations or conditions as thought just by the Federal Court of Australia and 
to which Paygroup and Deel agree in writing); and 

(b) the Board of Directors of Paygroup Limited are authorised, subject to the terms of the 
Scheme Implementation Agreement: 

(i) to agree to any modifications, alterations or conditions with Deel; 



(ii) to agree to any modifications, alterations or conditions as are thought just by the 
Federal Court of Australia; and 

subject to approval of the Scheme by the Federal Court of Australia, to implement 
the Scheme with any such modifications, alterations or conditions.”

 
By order of the Board 
 
 
_________________ 
 
Company Secretary 
Mr Oliver Carlton  

 



EXPLANATORY NOTES 

These notes should be read in conjunction with this Notice of Scheme Meeting. 

1. Terminology 

(a) Capitalised terms which are 
defined in the Scheme Booklet 
which accompanies this Notice of 
Scheme Meeting have the same 
meaning when used in this Notice 
(including these notes) unless the 
context requires otherwise. 

(b) This Notice of Scheme Meeting 
should be read in conjunction with 
the entire Scheme Booklet of 
which this Notice forms part.  The 
Scheme Booklet contains 
important information to assist 
you in determining how to vote on 
the proposed resolution.  The 
Scheme Booklet includes a copy of 
the Scheme (refer to Annexure E) 
and a copy of the explanatory 
statement required by section 412 
of the Corporations Act in relation 
to the Scheme (the explanatory 
statement being all Sections of 
this Scheme Booklet, other than 
this Annexure F). 

2. Quorum 

The constitution of Paygroup provides 
that the quorum for a meeting of the 
Company's members is 5 members (in 
person or by proxy, attorney or 
representative). 

3. Chairman 

The Court has directed that Mr Ian Basser 
act as Chairman of the Scheme Meeting 
or, failing him, Mr David Fagan. 

4. Voting intentions 

The Paygroup Directors unanimously 
recommend that, in the absence of a 
Superior Proposal, you vote in favour of 
the Scheme at the Scheme Meeting. Each 
Paygroup Director who holds Paygroup 
Shares, or on whose behalf Paygroup 
Shares are held, intends to vote, or cause 
to be voted, all Paygroup Shares they hold 
or control in favour of the Scheme at the 

Scheme Meeting, in the absence of a 
Superior Proposal. 

5. Majority required 

In accordance with section 411(4)(a)(ii) of 
the Corporations Act, for the Scheme of 
Arrangement to become Effective the 
Scheme Resolution must be passed by: 

(a) a majority in number (more than 
50%) of Paygroup Shareholders 
present and voting (whether 
personally, by proxy, attorney or, 
in the case of a Paygroup 
Shareholder or a proxy who is a 
corporation, by corporate 
representative) at the Scheme 
Meeting; and 

(b) at least 75% of the total number 
of Paygroup Shares voted at the 
Scheme Meeting (whether 
personally, by proxy, attorney or, 
in the case of a Paygroup 
Shareholder or a proxy who is a 
corporation, by corporate 
representative). 

The vote of the Scheme Meeting will be 
conducted by poll.  

6. Court approval 

In accordance with section 411(4)(b) of 
the Corporations Act, to become 
Effective, the Scheme of Arrangement 
(with or without any modifications or 
conditions agreed between Paygroup and 
Deel or any modifications or conditions 
required by the Court to which Paygroup 
and Deel agree) must be approved by an 
order of the Federal Court of Australia 
and an office copy of the orders must be 
lodged with ASIC. If the Scheme 
Resolution is approved at the Scheme 
Meeting by the Requisite Majorities and 
the conditions precedent in the Scheme 
of Arrangement are satisfied or waived 
(as applicable), Paygroup will apply to the 
Court for the necessary orders to give 
effect to the Scheme of Arrangement. 



7. Entitlement to vote 

The Court has ordered that, for the 
purposes of the Scheme Meeting, 
Paygroup Shares will be taken to be held 
by the persons who are registered as 
Paygroup Shareholders at 7:00 pm 
(Melbourne time) on 28 September 2022.  
Accordingly, registrable transmission 
applications or transfers registered after 
this time will be disregarded in 
determining entitlements to vote at the 
Scheme Meeting. 

8. Voting at the meeting  

You may vote by participating in the 
Scheme Meeting or by appointing an 
attorney or corporate representative to 
participate in the Scheme Meeting and 
vote for you. Alternatively, Paygroup 
Shareholders who are entitled to vote at 
the Scheme Meeting may vote by 
appointing a proxy to participate and vote 
on their behalf, using the Proxy Form 
accompanying this notice or by 
appointing a proxy online.  

(a) Jointly held Paygroup Shares 

If more than one shareholder 
votes in respect of jointly held 
Paygroup Shares, only the vote of 
the shareholder whose name 
appears first in the Paygroup 
Register will be counted whether 
the vote is given personally, by 
attorney or proxy. 

(b) Voting  

Paygroup Shareholders wishing to 
vote, or their attorneys or in the 
case of a Paygroup Shareholder or 
proxy which is a corporation, 
corporate representatives, must 
attend the office of K & L Gates, 
Level 25, 525 Collins Street, 
Melbourne, Victoria  at 11:00 am 
(Melbourne time) on 30 
September 2022.   

(c) Voting by proxy 

Paygroup Shareholders wishing to 
appoint a proxy to vote on their 
behalf at the Scheme Meeting 
must either complete and sign the 

personalised Proxy Form which 
accompanies this Notice of 
Meeting or lodge their proxy 
online. A person appointed as a 
proxy may be an individual or a 
body corporate. 

Completed Proxy Forms must be 
received by the Paygroup Share 
Registry by 11:00 am (Melbourne 
time) on 28 September 2022 in 
any of the following ways: 

(i) By mail in the enclosed 
reply-paid envelope (or 
the self-addressed 
envelope, for Paygroup 
Shareholders whose 
registered address is 
outside Australia) mailed 
to the Paygroup Share 
Registry at: 

Paygroup Share Registry at 
PayGroup Limited C/- 
Computershare Investor 
Services Pty Limited GPO 
Box 242 Melbourne VIC 
3001 

(ii) By fax o the PayGroup 
Share Registry on 1800 
783 447 within Australia or 
+61 3 9473 2555 outside 
Australia 

(iii) Online if you wish to 
appoint your proxy online, 
you should do so by 
visiting 
www.investorvote.com.au 
OR for Intermediary 
Online subscribers 
(custodians) go to 
www.intermediaryonline.c
om by following the 
instructions in the 
enclosed Proxy Form. 
Online appointments of 
proxies must be done by 
11:00 am (Melbourne 
time) 28 September 2022 

(iv) By Hand:  
To Computershare 
Investor Services Pty 
Limited 452 Johnston 



Street, Abbotsford VIC 
3067.  

A proxy need not be a Paygroup 
Shareholder. 

If you appoint a proxy and 
subsequently wish to attend the 
meeting yourself, the proxy will 
retain your vote and you will be 
unable to vote yourself unless you 
notify the Paygroup Share Registry 
of the revocation of your proxy 
appointment before the 
commencement of the Scheme 
Meeting. You may notify 
PayGroup on 1300 034 140 within 
Australia or +61 3 9415 4688 
outside Australia. 

If a proxy appointment is signed 
by a Paygroup Shareholder but 
does not name the proxy or 
proxies in whose favour it is given, 
the Chairman will act as proxy. 

You are entitled to appoint up to 
two proxies to participate in the 
meeting and vote on a poll. If you 
appoint two proxies you must 
specify the percentage of votes or 
number of securities for each 
proxy, otherwise each proxy may 
exercise half of the votes.  
Replacement Proxy Forms can 
also be obtained from the 
Paygroup Share Registry. 

If you hold Paygroup Shares jointly 
with one or more other persons, 
in order for your proxy 
appointment to be valid, each of 
you must sign the Proxy Form. 

(d) Undirected proxies 

If a Paygroup Shareholder 
nominates the Chairman of the 
Scheme Meeting as that Paygroup 
Shareholder's proxy, the person 
acting as Chairman of the Scheme 
Meeting must act as proxy under 
the appointment in respect of any 
or all items of business to be 
considered at the Scheme 
Meeting. 

If a proxy appointment is signed 
or validly authenticated by that 
Paygroup Shareholder but does 
not name the proxy or proxies in 
whose favour it is given, the 
Chairman of the Scheme Meeting 
will act as proxy in respect of any 
or all items of business to be 
considered at the Scheme 
Meeting. 

Proxy appointments in favour of 
the Chairman of the Scheme 
Meeting, the Company Secretary 
or any Paygroup Director which do 
not contain a direction as to how 
to vote will be voted in favour of 
the Scheme Resolution at the 
Scheme Meeting (in the absence 
of a Superior Proposal from 
another party prior to the date of 
the Scheme Meeting). 

The Chairman intends to vote 
undirected proxies of which he is 
appointed as proxy in favour of 
the Scheme Resolution (in the 
absence of a Superior Proposal 
from another party prior to the 
date of the Scheme Meeting). 

(e) Voting by attorney 

If you wish to appoint an attorney 
to vote at the Scheme Meeting 
the original or a certified copy of 
the power of attorney under 
which the attorney has been 
appointed must be received by 
the Paygroup Share Registry no 
later than 11:00 am (Melbourne 
time) on 28 September 2022 (or if 
the Scheme Meeting is adjourned 
or postponed, no later than 48 
hours before the resumption of 
the Scheme Meeting in relation to 
the resumed part of the Scheme 
Meeting).  

Any power of attorney granted by 
a Paygroup Shareholder will, as 
between Paygroup and that 
Paygroup Shareholder, continue in 
force and may be acted on, unless 
express notice in writing of its 
revocation or the death of the 
relevant Paygroup Shareholder is 



received by the Paygroup Share 
Registry by 11:00 am (Melbourne 
time) on 28 September 2022. 

Your appointment of an attorney 
does not preclude you from 
attending, participating and voting 
at the Scheme Meeting. The 
appointment of your attorney is 
not revoked merely by your 
participation and taking part in 
the Scheme Meeting, but if you 
vote on a resolution, the attorney 
is not entitled to vote, and must 
not vote, as your attorney on that 
resolution. 

(f) Voting by corporate 
representative 

To vote by corporate 
representative at the Scheme 
Meeting, a Paygroup Shareholder 
or proxy who is a corporation 
should obtain a Certificate of 
Appointment of Corporate 
Representative from the Paygroup 
Share Registry, complete and sign 

the form in accordance with the 
instructions on it. The completed 
appointment form should be 
lodged with the Paygroup Share 
Registry before 11:00 am 
(Melbourne time) on 28 
September 2022. 

The appointment of a 
representative may set out 
restrictions on the 
representative's powers. The 
appointment must comply with 
section 250D of the Corporations 
Act. 

The original Certificate of 
Appointment of Corporate 
Representative, a certified copy of 
the Certificate of Appointment of 
Corporate Representative, or a 
certificate of the body corporate 
evidencing the appointment of a 
representative is prima facie 
evidence of a representative 
having been appointed. 

 



*
I
0
0
0
0
0
1
0
1
*



*
M
0
0
0
0
0
1
1
2
Q
0
3
*








	Blank Page

