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ASX statement 

 

 

UPDATE ON PROPOSED PRIME SCHEME OF ARRANGEMENT –  

SUPPLEMENTARY DISCLOSURE DOCUMENT 

 

10 December 2019: Prime Media Group Limited (ASX: PRT) refers to the Scheme 

Implementation Deed entered into by Prime and Seven West Media Limited (Seven) in 

relation to the proposed acquisition of Prime by Seven by way of a scheme of arrangement 

(the Scheme) (the Scheme Implementation Deed), as announced to the ASX on 18 

October 2019. 

 

Prime also refers to the announcement regarding the Prime Board's intention to determine 

that Prime will pay a fully franked dividend of $0.03 per fully paid ordinary share in Prime, 

conditional on the Scheme becoming Effective (as that term is defined in the Scheme 

Implementation Deed), as announced to the ASX on 9 December 2019, and subsequent 

announcements related to the Scheme.  

 

Prime advises that the Supreme Court of New South Wales has made orders today to 

approve despatch of a supplementary disclosure document, which includes a 

Supplementary Independent Expert's Report (the Supplementary Disclosure Document) 

to update shareholders on recent events that may be relevant to their vote on the Scheme.  

 

A copy of the Supplementary Disclosure Document is attached to this announcement.  

 

Printed copies of the Supplementary Disclosure Document will be sent to Prime 

shareholders who have nominated to receive notification by post. Prime shareholders who 

have nominated an electronic means of notification will receive an email notification on 11 

December 2019.  

 

Scheme Meeting 

As announced on 15 November 2019, the Scheme Meeting will be held at 10.00am (Sydney 

time) on Thursday, 19 December 2019 at Conference Centre, Level 1, Rooms 5 & 6, Hilton 

Sydney, 488 George Street, Sydney NSW 2000.  

 

All Prime shareholders are encouraged to vote either by attending the Scheme Meeting in 

person or by appointing a proxy, attorney or corporate representative to attend the Scheme 

Meeting and vote on their behalf.  
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Independent Expert's Conclusion 

The Independent Expert, Lonergan Edwards & Associates, has issued a supplementary 

report to the Independent Expert's Report dated 14 November 2019 (the Supplementary 

Independent Expert's Report). The Independent Expert's conclusion in the Supplementary 

Independent Expert's Report has not changed, and the Independent Expert continues to 

conclude that the Scheme is not fair but reasonable and, on that basis, in the best interests 

of Prime Shareholders, in the absence of a Superior Proposal. 

 

Directors' recommendation 

The Prime Board continues to unanimously recommend that Prime shareholders vote in 

favour of the Scheme, in the absence of a superior proposal and subject to the Independent 

Expert continuing to conclude that the Scheme is in the best interest of Prime shareholders. 

 

Subject to those same qualifications, each Prime director has indicated that he or she 

intends to vote all Prime shares held or controlled by them in favour of the Scheme. 

 

Media inquiries 

 

Miche Paterson, Newgate Communications 0400 353 762 

 

Investor Inquiries  

 

John Palisi, Chief Financial Officer (02) 6242 3810 

http://www.primemedia.com.au/
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Scheme of Arrangement - Supplementary Disclosure  

 

10 December 2019 

 

Dear Prime Shareholders, 

I refer to the proposed acquisition of Prime by Seven by way of a scheme of arrangement (the Scheme). 

Under the Scheme it is proposed that Prime shareholders will receive 0.4582 New Seven Shares for 

each Prime Share they hold. Prime Shareholders have been provided with a Scheme Booklet containing 

information in relation to the Scheme.   

The purpose of this document is to provide information to Prime Shareholders which has arisen following 

despatch of the Scheme Booklet.  

I write to inform you that the Prime Directors intend to determine that Prime will pay a fully franked 

dividend of $0.03 per Prime Share to Prime Shareholders, conditional on the Scheme becoming 

Effective (the Special Dividend). Under the terms of the Scheme Implementation Deed, Seven has 

consented to payment of the Special Dividend.  

Your Prime Directors consider that Prime's ability to pay the Special Dividend enhances the 

attractiveness of the Scheme for Prime Shareholders and continue to unanimously recommend Prime 

Shareholders vote in favour of the Scheme, in the absence of a Superior Proposal and provided that 

the Independent Expert continues to conclude that the Scheme is in the best interests of Prime 

Shareholders. 

The Independent Expert has issued a supplementary report to the Independent Expert's Report dated 

14 November 2019 (the Supplementary Independent Expert's Report). The Independent Expert's 

conclusion has not changed, and the Independent Expert continues to conclude that the Scheme is not 

fair but reasonable and, on that basis, in the best interests of Prime Shareholders, in the absence of a 

Superior Proposal.  

Attached to this letter is: 

• Appendix 1 - A copy of an ASX announcement in relation to the Special Dividend made by 

Prime on 9 December 2019, which sets out further information that you need to be aware of in 

relation to the Special Dividend.  

• Appendix 2 - A general guide to the Australian tax implications of the Scheme and the Special 

Dividend for Scheme Shareholders. This guide is expressed in general terms and you should 

seek your own independent professional advice regarding tax consequences applicable to 

your own circumstances. 

• Appendix 3 - The Supplementary Independent Expert's Report. 

Prime notes recent press reports that Bruce Gordon and Antony Catalano do not support the Scheme. 

According to filings released to the ASX, Bruce Gordon has voting power in respect of 11.59% of all 

Prime shares and Antony Catalano has voting power in respect of 14.57% of all Prime shares. If the 

shares in respect of which Bruce Gordon and Antony Catalano have voting power were voted against 

the Scheme, the Scheme would not be approved. In accordance with its obligations under the Scheme 
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Implementation Deed, Prime is consulting with Seven in relation to the Scheme having regard to the 

press reports referred to above.  

If you have any questions in relation to this document or the Scheme, please contact the Prime 

Shareholder Information Line on 1800 500 095 (within Australia) or +61 1800 500 095 (outside 

Australia), Monday to Friday (excluding national public holidays in Australia) between 9.00am and 

5.00pm (Sydney time). 

Information on how to vote is contained in section 5 of the Scheme Booklet. If you have already voted 

and would like to change your vote, you may do so by voting again in accordance with the instructions 

set out in section 5 of the Scheme Booklet. Please contact the Shareholder Information Line if you 

require further information.  

This document must be read together with the Scheme Booklet. If there are any inconsistencies between 

this document and the Scheme Booklet, this document will prevail. Other than the changes set out 

herein, all details in relation to the Scheme set out in the Scheme Booklet remain unchanged. 

If you are in any doubt as to what you should do, you should consult your financial, legal, taxation or 

other professional advisers. 

Capitalised terms used in this document are defined in section 16.1 of the Scheme Booklet unless 

otherwise defined in this document. 

 

Yours sincerely, 

 
John Hartigan 

Chairman 

Prime Media Group Limited 
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 Key Dates1 

Event Time and date 

Date of the Scheme Booklet Friday, 15 November 2019 

Date of this document Tuesday, 10 December 2019 

Latest time and date for receipt of proxy forms (including 

proxies lodged online) by the Prime Share Registry for the 

Scheme Meeting 

10.00am (Sydney time) on Tuesday, 17 December 2019  

Scheme Meeting Record Date 

Time and date for determining eligibility to vote at the Scheme 

Meeting 

10.00am (Sydney time) on Tuesday, 17 December 2019 

Scheme Meeting 10.00am (Sydney time) on Thursday, 19 December 2019 

If the Scheme is approved by the Requisite Majority of Prime Shareholders at the Scheme Meeting: 

Second Court Date 

Court hearing for approval of the Scheme 

12.00pm on Friday, 20 December 2019 

Effective Date  

The date on which the Scheme becomes Effective and is 

binding on Prime Shareholders 

The date on which Court orders will be lodged with ASIC (at 

which point the Scheme becomes Effective) and announced 

on ASX 

Last day of trading in Prime Shares on ASX (Prime Shares will 

be suspended from trading on ASX from close of trading) 

Friday, 20 December 2019 

Commencement of trading of New Seven Shares on ASX on a 

deferred settlement basis 

Monday, 23 December 2019 

Special Dividend Record Date 

All Prime Shareholders who hold Prime Shares on the Special 

Dividend Record Date will be entitled to receive the Special 

Dividend if paid  

7.00pm (Sydney time) on Tuesday, 24 December 2019 

Scheme Record Date 

Time and date for determining entitlement to the Scheme 

Consideration 

7.00pm (Sydney time) on Friday, 27 December 2019 

Implementation Date and Special Dividend Payment Date 

Transfer of all Scheme Shares to Seven and issue of Scheme 

Consideration to Scheme Shareholders 

Intended payment of Special Dividend to Scheme 

Shareholders 

Monday, 6 January 2020 

Commencement of trading of New Seven Shares on ASX on a 

normal settlement basis 

Tuesday, 7 January 2020 

 

                                                      

1 All references to time in this document are references to the time in Sydney, New South Wales, Australia.  

All dates following the date of the Scheme Meeting are indicative only and, amongst other things, are subject to all necessary 

approvals from the Court and any other Regulatory Authorities. Any changes to the above timetable will be announced to ASX 

and published on Prime's website. 
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ASX statement 

 

 

UPDATE ON PROPOSED PRIME SCHEME OF ARRANGEMENT – 

SPECIAL DIVIDEND 

 

9 December 2019: Prime Media Group Limited (ASX: PRT) (Prime) refers to the Scheme 

Implementation Deed entered into by Prime and Seven West Media Limited (Seven) in 

relation to the proposed acquisition of Prime by Seven by way of a scheme of arrangement 

(the Scheme) (the Scheme Implementation Deed), as announced to the ASX on 18 

October 2019.  

 

The Prime Board is pleased to inform Prime shareholders that it intends to determine that 

Prime will pay a fully franked dividend of $0.03 per fully paid ordinary share in Prime (Prime 

Share) to Prime shareholders, conditional on the Scheme becoming Effective (as that term 

is defined in the Scheme Implementation Deed) (Special Dividend).  

 

Seven has consented to the payment of the Special Dividend in accordance with the terms 

of the Scheme Implementation Deed.  

 

In order to facilitate payment of the Special Dividend, Seven has agreed to defer payment of 

certain fees that have accrued, and will shortly be due for payment, by Prime under the 

Program Supply Agreement. 

 

The Special Dividend, if paid, will be a separate payment from Prime and is in addition to the 

Scheme Consideration which Prime Shareholders will receive. Accordingly, if the Scheme is 

approved, the Scheme becomes Effective and the Special Dividend is paid, Prime 

Shareholders who are on the register on the Special Dividend record date and the Scheme 

record date will receive: 

 

• the Scheme Consideration of 0.4582 new seven shares for each Prime Share they 

hold on the Scheme record date; and 

 

• the Special Dividend of $0.03 for each Prime Share they hold on the Special 

Dividend record date. 

 

The Special Dividend will only be paid if the Scheme Resolution is approved at the Scheme 

Meeting, which is scheduled to occur on 19 December 2019, and the Scheme becomes 

Effective, after receiving the necessary approvals. 

 

In the event the Special Dividend is paid, those Prime Shareholders who are entitled to the 

Special Dividend may be entitled to a franking credit of up to approximately $0.013 per  
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Prime Share (subject to confirmation from the Australian Taxation Office via a class ruling, 

which Prime intends to submit).  Whether a Prime Shareholder will be able to realise the full 

benefit of franking credits attached to any Special Dividend will depend on their tax status 

and specific circumstances. Prime Shareholders should seek independent taxation advice in 

respect of this matter. 

 

Payment of the Special Dividend will be determined by the Prime Board at the appropriate 
time having regard to applicable law. The Prime Directors have no reason to believe that the 
Special Dividend will not be paid following shareholder approval of the Scheme.   
 
With the exception of the Special Dividend, the Prime Board has no current intention to 
resume the payment of dividends. 
 

The Prime Board continues to unanimously recommend that Prime shareholders vote in 

favour of the Scheme, in the absence of a superior proposal and subject to the Independent 

Expert continuing to conclude that the Scheme is in the best interest of Prime shareholders. 

 

Media inquiries 

 

Miche Paterson, Newgate Communications 0400 353 762 

 

Investor Inquiries  

 

John Palisi, Chief Financial Officer (02) 6242 3810 

http://www.primemedia.com.au/
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Appendix 2 - Tax Considerations 

1.1 Introduction 

The following is a general summary of the Australian income tax, goods and services tax 

(GST), and stamp duty implications for Prime Shareholders of the Special Dividend that will be 

paid by Prime prior to the implementation of the Scheme and their disposal of Prime Shares 

under the Scheme. 

This summary is general in nature and does not purport to be a complete or particularised 

analysis of the tax consequences arising from the Scheme for each Prime Shareholder. Prime 

Shareholders are advised to seek professional tax advice in relation to their particular 

circumstances. 

This summary is based on the provisions of the Income Tax Assessment Act 1936 (ITAA 

1936) and the Income Tax Assessment Act 1997 (ITAA 1997) as at the date of this document. 

The laws are complex and subject to change periodically, as is their interpretation by the 

courts and the tax authorities. 

The information provided below is not applicable to all Prime Shareholders. This tax summary 

applies to Australian tax resident and non-resident shareholders who hold their shares on 

capital account. This summary will not apply to Prime Shareholders who: 

• hold their Prime Shares on 'revenue account' (such as share trading entities or entities 

who acquired their Prime Shares for the purposes of resale at a profit) or as 'trading 

stock'; 

• hold their Prime Shares under an employee share scheme offered by Prime where 

those shares remain subject to deferred taxation under Division 83A of the ITAA 1997 

(other than where those Prime Shares are no longer subject to any relevant employee 

share scheme rules);  

• may be subject to special tax rules, such as partnerships, tax exempt organisations, 

insurance companies, dealers in securities or shareholders who change their tax 

residency while holding their Prime Shares; 

• have a functional currency for Australian tax purposes other than an Australian 

functional currency; and/or 

• are subject to the taxation of financial arrangements rules in Division 230 of the ITAA 

1997 in relation to gains and losses on their Prime Shares. 

1.2 Class Ruling 

Prime has lodged a class ruling application with the ATO to obtain the Commissioner of 

Taxation's views on specific Australian income tax implications for certain Prime Shareholders 

of their disposal of Prime Shares under the Scheme. In particular, the Class Ruling is being 

sought to confirm that CGT roll-over relief will be available to Prime Shareholders who are 

residents of Australia for tax purposes and receive New Seven Shares in exchange for their 

Prime Shares under the Scheme.  
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Prime will shortly lodge a modified class ruling application with the ATO to obtain the 

Commissioner's additional views on specific Australian income tax implications for certain 

Prime Shareholders in connection with the Special Dividend.  

The Scheme is not conditional on the receipt of the class ruling. 

The class ruling has not been issued by the ATO as at the date of this document. It is not 

expected to be issued until after the implementation of the Scheme. Prime Shareholders 

should refer to the class ruling once it is published. The class ruling will be available at 

www.ato.gov.au. 

It is expected that the Class Rulings will be issued on the basis of a view of the Commissioner 

of Taxation which is broadly consistent with this summary. It is important that Prime 

Shareholders be aware that the Commissioner of Taxation may reach an alternative view, 

however, and this summary should be considered in light of that possibility and read together 

with the Class Ruling once it is available. 

1.3 Special Dividend 

(a) Overview 

If the Scheme becomes Effective, Prime intends to pay the Special Dividend to all 

Prime Shareholders who are registered as a holder of Prime Shares on the Special 

Dividend Record Date. The Special Dividend will be fully franked, and is intended to 

be paid on the Special Dividend Payment Date. 

Under Australian tax law, certain Prime Shareholders who receive a fully franked 

Special Dividend may be entitled to a 'tax offset' equal to the amount of the franking 

credit attaching to the dividend, provided they are not prevented from claiming the 

benefit of the franking credit (see further below). If a Prime Shareholder is entitled to a 

'tax offset', the shareholder may offset or reduce the amount of tax payable on their 

taxable income. Certain Prime Shareholders may not, however, be eligible to receive 

a 'tax offset' for their franking credits. This is explained further below.  

The Australian tax legislation prescribes a number of rules which may prevent Prime 

Shareholders from claiming the benefit of franking credits on the Special Dividend, 

including the requirement that a Prime Shareholder is not a 'qualified person' (see 

further below).   

Broadly, these rules are designed to, among other things, discourage trading in 

franking credits, and may deny the benefit of franking credits to Prime Shareholders 

generally, or because of their particular circumstances. It is expected that these issues 

will be addressed in the Class Ruling requested by Prime. Prime Shareholders should 

refer to the Class Ruling once published. The commentary below is subject to the 

Commissioner's determination on these matters. 

(b) Assessability of Special Dividend 

(i) Australian resident individuals, companies and complying 

superannuation funds  

Australian tax resident Prime Shareholders who are individuals, or that are 

companies or complying superannuation entities: 

• should include the Special Dividend in their assessable income in the 

income year in which the dividend is paid, together with the franking 

credits attached to that dividend; and 

http://www.ato.gov.au/
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• should be entitled to a tax offset equal to the franking credits attached to 

the Special Dividend.  

A franking credit tax offset that is received by an individual or complying 

superannuation entity can be applied to offset or reduce the tax payable on 

their taxable income. Where the tax offset exceeds the tax payable on their 

taxable income, these Prime Shareholders should be entitled to a tax refund.  

Where the Prime Shareholder is an Australian resident corporate shareholder, 

franked dividends will generally give rise to a franking credit in the company's 

franking account.  

(ii) Australian resident trusts and partnerships 

Australian tax resident Prime Shareholders who are trustees (other than 

trustees of complying superannuation entities) or partnerships should include 

any Special Dividend in the net income of the partnership or trust in the 

income year in which the dividend is paid, together with the franking credits 

attached to that dividend. 

The tax laws that apply to the treatment of dividends, and in particular franked 

dividends, for trusts and partnerships are complex. Subject, however, to 

satisfying certain conditions, the liability to pay tax on the Special Dividend 

(and the franking credits) and the tax offset provided by the franking credits 

can flow through to the eligible beneficiaries or partners.   

(iii) Non-Australian resident individuals and corporate Prime Shareholders  

Dividends paid to a Prime Shareholder who is a non-resident of Australia 

should not be subject to Australian dividend withholding tax on the basis that 

the Special Dividend will be fully franked.  

(c) Franking credits – shares held at risk 

The benefit of franking credits can be denied where a Prime Shareholder is not a 

'qualified person'. If a Prime Shareholder is not a 'qualified person', then the 

shareholder would not need to include an amount equal to the franking credits 

attaching to the Special Dividend in their assessable income but would also not be 

entitled to a tax offset. 

Broadly, to be a 'qualified person', a shareholder must satisfy the 'holding period 

rules'.  

Under these rules, a Prime Shareholder is required to have held their Prime Share 'at 

risk' for a continuous period of at least 45 days (not including the date of acquisition 

and the date of disposal of the shares) within the relevant 'qualification period'.  

A Prime Share will not be taken to have been held 'at risk' by a Prime Shareholder 

where they hold positions (such as hedging positions) that materially diminish the risks 

of loss or opportunities for gain on their shares by more than 70%. In connection with 

this Scheme, it is expected that Prime Shareholders will be said to cease holding their 

Prime Shares at risk from the Scheme Record Date. 

The duration of the relevant 'qualification period' depends upon whether the Prime 

Shareholders will be taken to make a 'related payment' in connection with the Special 

Dividend.  If the Prime Shareholders are taken to make a 'related payment', the more 

stringent 'secondary qualification period' will apply; if not, the more generous 'primary 

qualification period' will apply.   
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The secondary qualification period requires that the Scheme Shareholder holds the 

relevant Prime share 'at risk' for a continuous period of at least 45 days during the 

period that begins on the 45th day before, and ends on the 45th day after, the day on 

which the share became ex dividend. 

As a practical matter, and applying the indicative timetable, a Prime Shareholder who 

receives a Special Dividend and holds their Prime Shares 'at risk' for a continuous 

period of at least 45 days during the period from 10 November 2019 to 27 December 

2019 (inclusive) should satisfy the 'holding period rules' and be eligible for the franking 

credit and tax offset.  

The primary qualification period will commence on the day after the Prime Shares 

were acquired by a Prime Shareholder and end 45 days after the ex dividend date (the 

ex dividend date being one day after the Special Dividend Record Date). As a 

practical matter, and applying the indicative timetable, a Prime Shareholder who 

receives a Special Dividend and holds their Prime Shares 'at risk' for a continuous 

period of at least 45 days during the period commencing the day after they acquired 

their Prime Shares to 27 December 2019 (inclusive) should satisfy the 'holding period 

rules' and be eligible for the franking credit and tax offset.  

Although there are strong arguments why the Prime Shareholders should not be taken 

to make a related payment in these circumstances (in particular, because the Special 

Dividend does not reduce the Scheme Consideration), based on past practice, it is 

likely the Commissioner will conclude that the Prime Shareholders will make a related 

payment and therefore that the more stringent secondary qualification period will 

apply.  This issue will be addressed in the class ruling requested from the ATO.  Prime 

Shareholders should refer to the Class Ruling once published.   

1.4 Australian tax resident Prime Shareholders 

(a) Disposal of Prime Shares   

The disposal of Prime Shares by a Prime Shareholder will trigger capital gains tax 

(CGT) event A1. 

The CGT event should occur when the change of ownership of the Prime Shares 

occurs. Under the Scheme, the change of ownership will occur on the Implementation 

Date.  

Broadly, a Prime Shareholder will: 

• make a 'capital gain' if the capital proceeds from the disposal of their Prime 

Shares exceeds the cost base of their Prime Shares (subject to CGT scrip for 

scrip roll-over relief, discussed below); or 

• make a 'capital loss' if the capital proceeds from the disposal of their Prime 

Shares are less than the reduced cost base of their Prime Shares.  

Subject to the CGT roll-over (discussed below), a Prime Shareholder who makes a 

capital gain on the disposal of their Prime shares will be required to include in their 

assessable income any 'net capital gain' after the application of capital losses (if any) 

and the CGT discount (if available, see below).   

A capital loss realised on the disposal of the Prime Shares may be used to offset other 

capital gains derived by a Prime Shareholder in the income year in which the capital 
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loss is realised, or may be carried forward to offset capital gains derived by the 

shareholder in future income years.  Specific capital loss recoupment rules apply to 

companies to restrict their ability to utilise capital losses in future years in some 

circumstances. Prime Shareholders should obtain their own tax advice in relation to 

the operation of these rules. 

Some Prime Shareholders may be able to disregard a capital gain or capital loss from 

the disposal of their Prime Shares where their Prime Shares were acquired, or taken 

to be acquired, before 20 September 1985.    

(b) Capital proceeds 

The capital proceeds for the CGT event arising from the disposal of Prime Shares 

under the Scheme is expected to include the Scheme Consideration received by a 

Prime Shareholder, which for each Prime Share will comprise the New Seven Shares.   

Although the Scheme Consideration will not be adjusted by the Special Dividend paid 

by Prime, it is expected that the Commissioner may rule that the Special Dividend 

should be included in the capital proceeds received by a Prime Shareholder from the 

disposal of their Prime Shares.  It is possible that the Commissioner may adopt the 

contrary view: that the Special Dividend does not form part of the capital proceeds.  

This issue will be addressed in the class ruling requested from the ATO.  Prime 

Shareholders should refer to the Class Ruling once published.   

In working out the amount that should be included in the capital proceeds for the CGT 

event, the market value of the New Seven Shares should be determined at the 

Implementation Date. 

If the Special Dividend intended to be paid by Prime is included in the capital proceeds 

from the disposal of the Prime Shares, any capital gain made by a Prime Shareholder 

when CGT event A1 happens may be reduced (but not below zero) by the amount of 

the Special Dividend that is included in the Prime Shareholder's assessable income.   

(c) Cost base 

The cost base and reduced cost base of Prime Shares will generally include the 

amount paid, or the market value of any property given, to acquire the Prime Shares, 

plus any incidental costs of acquisition (e.g. brokerage fees and stamp duty) that are 

not otherwise deductible to the Prime Shareholders.  The cost base of each Prime 

Share will depend on the individual circumstances of each Prime Shareholder. 

(d) CGT discount 

Generally, Australian resident Prime Shareholders who are individuals, trusts, and 

complying superannuation funds that have held Prime Shares for at least 12 months 

at the time of disposal should be entitled to a CGT discount in calculating the amount 

of any capital gain on the disposal of their Prime Shares. 

The CGT discount is applied after any available capital losses have been offset to 

reduce the capital gain. 

The applicable CGT discount which would reduce a capital gain arising from the 

disposal of Prime Shares is 50% in the case of individuals and trusts or 33 1/3% in the 

case of Australian complying superannuation entities. The CGT discount is not 

available for Prime Shareholders that are companies. 

Prime Shareholders who acquired some or all of their Prime Shares prior to 21 

September 1999 may be able to apply the indexation regime to increase the cost base 
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of those Prime Shares.  Any Prime Shareholder that elects to index the cost base of 

their Prime Shares cannot apply the CGT discount.  

As the rules relating to discount capital gains for trusts are complex, Prime 

recommends that Prime Shareholders who are trustees seek their own independent 

advice on how the CGT discount provisions will apply to them and the trusts’ 

beneficiaries. 

1.5 CGT scrip for scrip roll-over relief 

It is expected that the availability of CGT scrip for scrip roll-over relief for Prime Shareholders 

will be addressed in the Class Ruling requested by Prime.  Prime Shareholders should refer to 

the Class Ruling once published. The commentary below is subject to the Commissioner's 

determination in respect of these matters.  

An Australian resident Prime Shareholder who disposes of their Prime Shares in exchange for 

New Seven Shares, and who would otherwise make a capital gain in respect of the disposal of 

their Prime Shares, may choose to obtain CGT scrip for scrip roll-over relief under Subdivision 

124-M of the ITAA 1997.  Roll-over is not available if a Prime Shareholder realises a capital 

loss on the disposal of their Prime Shares.  

As noted below, if the Special Dividend intended to be paid by Prime is included in the capital 

proceeds received by a Prime Shareholder from the disposal of their Prime Shares, the 

Special Dividend is likely to constitute 'ineligible proceeds' for which no CGT roll-over will be 

available.  

Seven will not make a choice under section 124-795(4) of the ITAA 1997 to deny Prime 

Shareholders obtaining scrip for scrip roll-over relief.  

If CGT roll-over relief under Subdivision 124-M of the ITAA 1997 is available, and a Prime 

Shareholder elects to apply roll-over relief, then: 

• a capital gain that the Prime Shareholder makes from the disposal of their Prime 

Shares under the Scheme, to the extent that the capital gain is attributable to the New 

Seven Shares, should be disregarded and deferred until a subsequent taxable event 

occurs in respect of the New Seven Shares;   

• no roll-over should be available to the extent that the capital gain is attributable to a 

Special Dividend paid by Prime which is included in the capital proceeds from the 

disposal of the Prime Shares (since, as explained above, the Special Dividend will be 

treated as 'ineligible proceeds').  For the purpose of determining any capital gain that 

is attributable to the Special Dividend, the CGT cost base of the Prime Shares that is 

attributable to the Special Dividend is that part of the cost base of the Prime Shares as 

is reasonably attributable to the Special Dividend.  For these purposes, a reasonable 

basis for apportionment may be to calculate the cost base of the Prime Shares 

attributable to the Special Dividend by multiplying that cost base by the proportion that 

is equal to the Special Dividend divided by the sum of the Special Dividend and the 

market value of the Seven Shares; and 

• for the purpose of determining the CGT cost base and reduced cost base of the New 

Seven Shares, the sum of the CGT cost base and reduced cost base of the Prime 

Shareholder's Prime Shares will be reasonably apportioned between the New Seven 

Shares issued to the Prime Shareholder.  The cost base of the Prime Shares must 

first be reduced by so much of it that is reasonably attributable to the Special Dividend 

paid by Prime (as described above).   
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• The example below provides a hypothetical example of how the first element 

of a Prime Shareholder's cost base in the New Seven Share may be 

calculated.  

Example of partial rollover 

For the purposes of this example, assume that: 

• Xavier acquires 1,000 Prime Shares for $100 in 2013; 

• under the Scheme, Xavier receives 458 New Seven Shares in exchange for his Prime 

Shares; 

• Prime pays Xavier a Special Dividend (equal to $0.03 per Prime Share) on the Special 

Dividend Payment Date, and the Commissioner rules that the Special Dividend should 

form part of the capital proceeds of the disposal from the Prime Shares under the 

Scheme (and therefore, should be 'ineligible proceeds' received by Xavier); and 

• on the Implementation Date, the market value of each New Seven Share held by 

Xavier is $0.37.   

The Commissioner rules that Prime Shareholders are entitled to CGT roll-over relief, and 

Xavier chooses to apply the roll-over. 

The first element of the cost base of Xavier's New Seven Shares may be determined as 

follows: 

Cost base attributable to 

ineligible proceeds 

  

Cost base attributable to ineligible 

proceeds 
= 

Cost base of Prime Shares x (Special Dividend / Market value of New 

Seven Shares + Special Dividend) 

 = $100 x ($30 / ($169.46 + $30)) 

 = $100 x ($30 / $199.46) 

 = $15.04 

Cost base of New Seven Shares   

Cost base of Prime Shares = $100 

Cost base attributable to ineligible proceeds = $15.04 

First element of cost base of each New Seven 

Share 
= 

(Cost base of Prime Shares – cost base of ineligible proceeds) / 

number of New Seven Shares 

 = ($100 - $15.04) / 458 

 = $0.1855 

In these circumstances, the Prime Shareholder should be taken to have acquired the New 

Seven Shares under the Scheme: 

• for general CGT purposes, on the Implementation Date; and  

• for the purposes of applying the CGT discount to any future dealings in the New 

Seven Shares, on the date they acquired the relevant Prime Shares.   

The Prime Shareholder must make a choice to apply CGT roll-over relief by the day they lodge 

an income tax return for the income year in which the Implementation Date occurs, which 

choice can be evidenced by excluding the disregarded capital gain from assessable income in 

the Prime Shareholder's income tax return.  There is no need to lodge a separate notice with 

the ATO. 
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1.6 Where scrip for scrip roll-over is not chosen or available 

Where a Prime Shareholder is not eligible for, or does not choose, CGT roll-over relief:  

• any capital gain or capital loss made by the Prime Shareholder from the disposal of 

their Prime Shares will be taken into account in calculating the shareholder's 'net 

capital gain' (see above) for the income year ending 30 June 2020;  and 

• the first element of the cost base and reduced cost base of each New Seven Share 

that the Prime Shareholder receives should be equal to the market value of the Prime 

Shares disposed of on the date the New Seven Share is issued. 

The 'acquisition date' of the New Seven Shares should be the Implementation Date.  This will 

be relevant for the purposes of determining whether the Prime Shareholder can be eligible for 

the CGT discount in relation to a subsequent disposal of the New Seven Shares.  

1.7 Non-Australian tax resident Prime Shareholders 

For a Prime Shareholder who: 

• is a foreign resident, or the trustee of a foreign trust for CGT purposes; and 

• has not used their Prime Shares at any time in carrying on a business through a 

permanent establishment in Australia, 

the disposal of the Prime Shares will generally only result in Australian CGT implications if, in 

broad terms: 

• that Prime Shareholder together with their associates held an interest of 10% or more 

in Prime at the time of disposal or for a 12 month period within two years preceding 

the disposal (referred to as a 'non-portfolio interest'); and 

• more than 50% of the market value of Prime's assets is attributable to direct or indirect 

interests in 'taxable Australian real property' (as defined in the income tax legislation). 

On the basis that less than 50% of the market value of Prime's assets is attributable to direct 

or indirect interests in 'taxable Australian real property' (as defined in the income tax 

legislation), Prime Shareholders who are non-Australian tax residents should generally be able 

to disregard any Australian capital gain or loss otherwise arising as a result of the disposal of 

the Prime Shares. 

A non-resident individual Prime Shareholder who has previously been an Australian tax 

resident and chose to disregard a capital gain or loss in respect of their Prime Shares from 

CGT event A1 on ceasing to be an Australian tax resident may be subject to Australian CGT 

consequences on disposal of their Prime Shares. 

Prime Shareholders who are non-Australian tax residents should seek their own independent 

tax advice as to the tax implications of the Scheme, including tax implications in their country 

of residence. 

1.8 Foreign Resident Capital Gains Withholding 

The foreign resident capital gains withholding regime may impose a 12.5% 'withholding' 

obligation (calculated by reference to the Scheme Consideration) on Seven if: 

• Seven considers or reasonably believes that a Prime Shareholder is a foreign 

resident; and 

• the Prime Shareholder satisfies the 'non-portfolio interest' test referred to above. 
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On the basis that less than 50% of the market value of Prime's assets is, and will be on the 

Implementation Date, attributable to direct and indirect interests in 'taxable Australian real 

property' (as defined in the income tax legislation), the foreign resident capital gains 

withholding regime should not apply to Seven's acquisition of Prime Shares from a Prime 

Shareholder, and accordingly Seven should not be required to withhold any amount from the 

Scheme Consideration on account of the withholding. 

1.9 GST 

There should be no GST payable in respect of the sale of Prime Shares under the Scheme or 

on the receipt of the Special Dividend. Where a Prime Shareholder is not registered or 

required to be registered for GST, the sale will be outside the scope of the GST.  Otherwise, 

the sale of the Prime Shares will be an input taxed financial supply.  Where this is the case, 

Prime Shareholders should obtain independent advice in relation to whether there is an ability 

to claim any input tax credits for the costs (such as legal or professional fees) associated with 

the disposal of the Prime Shares. 

1.10 Stamp Duty 

No stamp duty should be payable by Prime Shareholders on the disposal of Prime Shares, or 

the acquisition of New Seven Shares, under the Scheme. 

Any stamp duty payable in connection with the transfer of the Prime Shares to Seven, or the 

acquisition of New Seven Shares by Prime Shareholders, must be paid by Seven. 
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The Directors 
Prime Media Group Limited 
Suite 132 Jones Bay Wharf 
26-32 Pirrama Road 
Pyrmont  NSW  2009 
 
9 December 2019 
 
Subject: Revised scheme proposal from Seven West Media Limited (SWM) 
 
Dear Directors 

Introduction 
1 On 9 December 2019, Prime Media Group Limited (Prime or the Company) announced that 

Seven West Media Limited (SWM) has agreed to allow Prime to pay a fully franked special 
dividend of 3.0 cents per share (Special Dividend) subject to implementation of the Scheme.   

2 The Prime Board has announced an intention to pay the Special Dividend, conditional on the 
Scheme becoming effective.  If the Scheme is implemented and the Special Dividend is paid, 
Prime shareholders on the Scheme Record Date will receive: 

(a) 0.4582 SWM shares for each Prime share held (the Scheme Consideration); plus 
(b) the Special Dividend of 3.0 cents per Prime share.  

 
3 Importantly, the number of SWM shares to be received for each Prime share under the 

Scheme has not changed.  Accordingly, the Revised Proposal (which we have defined to 
include the Special Dividend) is superior to the Scheme announced on 18 October 2019. 

4 Prime shareholders should note that the Special Dividend will only be paid if the Scheme is 
implemented and if the Prime Board determines to pay the Special Dividend.  The Prime 
Board has stated that it will determine to pay the Special Dividend at the appropriate time 
having regard to applicable law and that the Prime Directors have no reason to believe that the 
Special Dividend will not be paid following shareholder approval of the Scheme.  Further, 
with the exception of the Special Dividend, the Prime Board has stated that it has no current 
intention to resume the payment of dividends. 

Scope 
5 Given the above, the Directors of Prime have requested that we prepare this letter stating 

whether, in our opinion, the Revised Proposal from SWM for all the shares in Prime is fair 
and reasonable to, and in the best interests of Prime shareholders.  
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Opinion on the Revised Proposal 
6 Pursuant to the Australian Securities & Investments Commission (ASIC) Regulatory 

Guide 111 – Content of expert reports (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.  

Valuation of Prime 
7 In our report dated 14 November 2019, we assessed the value of Prime shares on a 100% 

controlling interest basis at between 21.0 and 24.0 cents per share.   

8 We are not aware of any material events which have subsequently occurred which would 
cause us to amend the above valuation range.  Further, we note that Prime management 
reconfirmed their previous EBITDA guidance for FY20 of between $23 million and 
$25 million1 at the Prime annual general meeting on 21 November 2019.  

Value of total consideration under Revised Proposal 
9 As stated above, Prime shareholders will continue to receive 0.4582 SWM shares for each 

Prime share held if the Scheme is implemented.    

SWM share trading 
10 Accordingly, we set out below a summary of the recent trading in SWM shares since the 

announcement of the Scheme up to 9 December 2019:  

SWM – share price history (post announcement of Scheme) 

Time period 
Low 

(cents) 
High 

(cents) 
VWAP(1) 
(cents) 

Number 
traded 

(m) 

Value 
traded 

$m 
18 Oct 19 to 9 Dec 19 36.0  48.0  41.2  140.9  58.0  
21 Oct 19 to 9 Dec 19 36.0  48.0  41.3  132.3  54.7  
13 Nov 19 to 9 Dec 19 36.0  45.3  39.3  55.6  21.8  
9 Dec 19 36.5 38.0 37.2 1.2  0.4  
      
Note: 
1 Volume weighted average price (VWAP). 
  

 
11 The above periods were selected because:  

(a) on 18 October 2019, SWM also announced that it had entered into an agreement with 
SCA to sell its WA radio assets (Redwave) for cash consideration of $28 million 
(subject to regulatory approvals from ACMA and the ACCC) 

(b) on 21 October 2019, SWM announced a binding agreement to sell its magazine 
publishing business (Pacific Magazines) for cash consideration of $40 million (subject 
to ACCC approval).  We note that the SWM share price initially reacted positively to 
this announcement, rising 11.7% to 43 cents per share on the date of the announcement 

(c) on 13 November 2019 (at SWM’s AGM), SWM advised that its FY20 underlying EBIT 
guidance was now expected to be at the lower end of previous guidance 

                                                 
1  Prior to taking into account the impact of AASB 16 on leases 



 
 
 
 

 3 

(d) on 9 December 2019, Prime announced that SWM had agreed to allow Prime to pay the 
Special Dividend subject to implementation of the Scheme. 
 

12 In our Independent Expert’s Report dated 14 November 2019 (IER) we assessed the value of 
SWM shares offered as consideration at between 40.0 cents and 45.0 cents per share.  
However since the date of the IER, the SWM share price has declined significantly and last 
traded at 37.0 cents per share on 9 December 2019.  

13 Given the magnitude of this decline, we have lowered our assessed value of SWM shares to 
between 36.0 cents and 40.0 cents per share.  In forming this view we have had principal 
regard to the current trading price at the date of this letter and the VWAP since 
13 November 2019 (being the date SWM advised that its FY20 underlying EBIT guidance 
was now expected to be at the lower end of previous guidance).  

Value of total consideration inclusive of Special Dividend 
14 On this basis, we have assessed the value of the total consideration to be received by Prime 

shareholders under the Revised Proposal (inclusive of the Special Dividend) at 19.5 cents to 
21.3 cents per Prime share, as shown below: 

Value of total consideration under Revised Proposal per Prime share 

 

Low 
cents per 

share 

High 
cents per 

share 
Assessed realisable value of SWM shares (cents per SWM share) 36.0 40.0 
Scheme ratio 0.4582 0.4582 
Value of Scheme Consideration 16.5 18.3 
Special Dividend 3.0 3.0 
Assessed value of total consideration under Revised Proposal 19.5 21.3 
   

 
15 Prime shareholders should note that the listed market price of SWM shares is subject to 

significant daily fluctuation (as evidenced by the significant variation in the SWM share price 
since the announcement of the Scheme of over 30%).  Accordingly, the price at which SWM 
shares received as consideration may subsequently be sold may be greater or less than our 
assessed realisable value of SWM shares of 36.0 cents to 40.0 cents per share. 

16 Prime shareholders should also note that the Special Dividend will include a franking credit of 
approximately 1.3 cents per share.  These franking credits may provide additional value to 
some Australian resident shareholders. 

Assessment of fairness 
17 Pursuant to RG 111, the Revised Proposal is “fair” if the value of the total consideration 

under the Revised Proposal (inclusive of the Special Dividend) is equal to or greater than the 
value of the securities the subject of the proposal.  This comparison for Prime shares is shown 
below: 
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Comparison of total consideration and value of Prime 

 

Low 
cents per 

share 

High 
cents per 

share 

Mid-point 
cents per 

share 
Value of total consideration 19.5 21.3 20.4 
Value of 100% of Prime  21.0 24.0 22.5 
Extent to which the total consideration is less than the 
value of Prime (1.5) (2.7) (2.1) 
    

 
18 As the total consideration under the Revised Proposal (inclusive of the Special Dividend) is 

less than our assessed valuation range for Prime shares on a 100% controlling interest basis, 
in our opinion, the Revised Proposal is not fair to Prime shareholders when assessed based on 
the Guidelines set out in RG 111. 

Reasonableness and in the best interests 
19 Pursuant to RG 111, the Revised Proposal may be “reasonable” if, despite not being “fair” but 

after considering other significant factors, in the opinion of the expert there are sufficient 
reasons for shareholders to approve the Revised Proposal in the absence of a superior 
proposal. 

20 RG 111 also states that the Revised Proposal may be “in the best interests of the members of 
the company” if there are sufficient reasons for securityholders to vote in favour of the 
Revised Proposal in the absence of a superior proposal. 

21 Accordingly, we summarise below the likely advantages and disadvantages for Prime 
shareholders if the Revised Proposal proceeds2.   

Advantages 
22 The Revised Proposal has the following benefits for Prime shareholders: 

(a) Prime shareholders will acquire an interest in a much larger, more diversified business 
with enhanced earnings and related future prospects.  The merged entity will also have 
enhanced financial scale (relative to Prime on a standalone basis) which may lead to 
improved access to equity and debt markets and an improved ability to pursue further 
growth opportunities 

(b) as Prime shareholders will collectively hold approximately 10% of the shares in the 
merged entity if the Scheme is implemented, Prime shareholders who retain their SWM 
shares received as consideration should benefit from the realisation of expected 
synergies from a combination of the businesses over time 

(c) Prime shares have historically traded on significantly lower EBITDA multiples than 
SWM.  We believe this discount reflects (inter-alia) Prime’s lack of scale and 
diversification, reliance on SWM for programming, lower opportunity for earnings 
growth and SWM’s greater bargaining power in pricing negotiations regarding ongoing 
affiliation fees and program costs.  However, as a result of the Scheme, Prime will be 
acquired by SWM and prima facie this discount should no longer apply.  Consequently, 
we believe the value of Prime will be greater under SWM ownership and accordingly 

                                                 
2  These advantages and disadvantages have not changed materially since the date of our IER dated 

14 November 2019. 
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Prime shareholders should benefit from this value uplift over the medium term by virtue 
of their 10% collective ownership interest in SWM post implementation of the Scheme 

(d) the average relative value of both companies’ share prices since 23 August 20193, and 
in the one month period prior to the announcement of the Scheme (commencing 
18 September 2019), are consistent with the exchange ratio under the Scheme.  This 
analysis therefore indicates that the exchange ratio (i.e. 0.4582 shares in SWM for every 
Prime share) is reasonable and appropriate if considered as a merger / combination of 
the two businesses rather than a change in control transaction4 

(e) the Revised Proposal is superior to the Scheme announced on 18 October 2019, as 
Prime shareholders will now also receive the Special Dividend. 
 

Disadvantages 
23 The Scheme has the following disadvantages for Prime shareholders: 

(a) our assessed value of the total consideration under the Revised Proposal (inclusive of 
the Special Dividend) is less than our assessed value range for Prime shares on a 100% 
controlling interest basis.  As a result the Revised Proposal is not fair under RG 111 

(b) whilst the value of the total consideration under the Revised Proposal provides Prime 
shareholders with a modest premium above the listed market price of Prime shares 
immediately before the announcement of the Scheme, the premium is significantly 
below those observed in other change of control transactions  

(c) SWM has a significantly higher debt level than Prime.  This higher debt level means 
that any significant decline in the merged group’s profitability could have significant 
adverse consequences for the value of SWM shares.  In contrast, in the absence of the 
Scheme, Prime is expected to repay all its debt during FY20 

(d) SWM’s higher debt level also means that SWM is unlikely to reinstate dividend 
payments anytime soon, as free cash flow is more likely to be directed towards debt 
repayments.  In contrast, Prime is more likely to be in a position to reinstate dividends, 
although management may be reluctant to do so given the impact of declining television 
advertising revenues on profitability. 
 

Conclusion 
24 As indicated above there are significant advantages and disadvantages associated with the 

Revised Proposal.  Whilst our assessed value of the consideration (inclusive of the Special 
Dividend) only provides Prime shareholders with a modest premium above recent trading 
prices prior to the announcement of the Scheme (and is not fair under RG 111), on balance we 
have concluded that the Revised Proposal is reasonable to, and in the best interests of, Prime 
shareholders in the absence of a superior proposal because: 

(a) the exchange ratio (i.e. 0.4582 shares in SWM for every Prime share) is reasonable and 
appropriate if considered as a merger / combination of the two businesses rather than a 
change in control transaction 

                                                 
3  Prime provided materially lower earnings guidance for FY20 after the market closed on 22 August 2019. 
4  This relative value analysis excludes any consideration of the Special Dividend. 
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(b) if the Revised Proposal is implemented, Prime shareholders will acquire an interest in a 
much larger, more diversified business which is better placed to deal with the current 
challenges being faced by participants in the traditional media sector. 
 

25 Accordingly, we consider the Revised Proposal to be: 

(a) not fair but reasonable to Prime shareholders in the absence of a superior proposal; and  
(b) in the best interests of Prime shareholders in the absence of a superior proposal.  

 
Yours faithfully 

  
Craig Edwards Martin Holt 
Authorised Representative Authorised Representative 


	1. Key Dates�
	1.1 Introduction�
	1.2 Class Ruling�
	1.3 Special Dividend�
	(a) Overview�
	(b) Assessability of Special Dividend�
	(i) Australian resident individuals, companies and complying superannuation funds�
	(ii) Australian resident trusts and partnerships�
	(iii) Non-Australian resident individuals and corporate Prime Shareholders�

	(c) Franking credits – shares held at risk�

	1.4 Australian tax resident Prime Shareholders�
	(a) Disposal of Prime Shares�
	(b) Capital proceeds�
	(c) Cost base�
	(d) CGT discount�

	1.5 CGT scrip for scrip roll-over relief�
	1.6 Where scrip for scrip roll-over is not chosen or available�
	1.7 Non-Australian tax resident Prime Shareholders�
	1.8 Foreign Resident Capital Gains Withholding�
	1.9 GST�
	1.10 Stamp Duty�
	Untitled Extract Pages.pdf�
	Introduction�
	1 On 18 October 2019, Prime Media Group Limited (Prime or the Company) announced that it and Seven West Media Limited (SWM) had entered into a Scheme Implementation Deed (the Agreement) on 17 October 2019 under which SWM will acquire all of the issued...�
	2 The Proposed Transaction is to be implemented via a scheme of arrangement between Prime and its shareholders (the Scheme) and is subject to a number of conditions precedent (as summarised in Section I of our report).�
	3 Upon implementation of the Scheme, existing SWM shareholders will own 90% of the merged entity and Prime shareholders will own the remaining 10%.�
	4 Prime will request that the Court convene a meeting of Prime shareholders.  Under the Corporations Act 2001 (Cth) (Corporations Act), the Scheme is approved by Prime shareholders if a resolution in favour of the Scheme is passed by a majority in num...�
	Purpose of report�
	5 The Scheme is subject to a number of conditions precedent, including an independent expert concluding that the Scheme is in the best interests of Prime shareholders.  In addition, the Prime Directors’ recommendation of the Scheme is subject to an in...�
	6 Accordingly, the Directors of Prime have requested Lonergan Edwards & Associates Limited (LEA) to prepare an independent expert’s report (IER) stating whether, in our opinion, the Scheme is fair and reasonable and in the best interests of Prime shar...�
	7 LEA is independent of Prime and SWM and has no other involvement or interest in the proposed Scheme.�
	Summary of opinion�
	8 In our opinion, the Scheme is not fair but is reasonable to, and in the best interests of, Prime shareholders in the absence of a superior proposal.  We have formed this opinion for the reasons set out below.�
	Value of Prime�

	9 We have assessed the value of Prime shares on a 100% controlling interest basis at between 21 cents per share to 24 cents per share based on the results of the following three valuation methodologies:�
	1 Earnings before interest, tax, depreciation and amortisation (EBITDA).�
	10 As indicated above, there is a high degree of consistency regarding the equity value of Prime under all three methodologies.�
	Value of Scheme Consideration�

	11 We have assessed the value of the SWM shares offered as consideration pursuant to the Scheme at between 40 cents and 45 cents per share.  This range reflects the more recent trading range in SWM shares, and the volume weighted average price (VWAP) ...�
	12 On this basis, we have assessed the value of the Scheme Consideration to be received by Prime shareholders in the event that the Scheme is implemented at 18.3 cents to 20.6 cents per Prime share, as shown below:�
	13 Prime shareholders should note that the listed market price of SWM shares is subject to daily fluctuation.  The price at which SWM shares may be sold may therefore be greater or less than our assessed realisable value of SWM shares of 40 cents to 4...�
	Fairness�

	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 Prime shares is shown below:�
	15 As the Scheme Consideration is less than our assessed valuation range for Prime shares on a 100% controlling interest basis, in our opinion, the Scheme Consideration is not fair to Prime shareholders when assessed based on the Guidelines set out in...�
	Reasonableness and in the best interests�

	16 Pursuant to RG 111, the Scheme may be “reasonable” if, despite not being “fair” but after considering other significant factors, in the opinion of the expert there are sufficient reasons for shareholders to approve the Scheme in the absence of a su...�
	17 RG 111 also states that a Scheme may be “in the best interests of the members of the company” if there are sufficient reasons for securityholders to vote in favour of the Scheme in the absence of a superior proposal.�
	18 Accordingly, we summarise below the likely advantages and disadvantages for Prime shareholders if the Scheme proceeds.�
	Advantages�

	19 The Scheme has the following benefits for Prime shareholders:�
	(a) Prime shareholders will acquire an interest in a much larger, more diversified business with enhanced earnings and related future prospects.  The merged entity will also have enhanced financial scale (relative to Prime on a standalone basis) which...�
	(b) as Prime shareholders will collectively hold approximately 10% of the shares in the merged entity if the Scheme is implemented, Prime shareholders who retain their SWM shares received as consideration should benefit from the realisation of expecte...�
	(c) as noted in Section VII, Prime shares have historically traded on significantly lower EBITDA multiples than SWM.  We believe this discount reflects (inter-alia) Prime’s lack of scale and diversification, reliance on SWM for programming, lower oppo...�
	(d) the average relative value of both companies’ share prices since 23 August 20192F , and in the one month period prior to the announcement of the Scheme (commencing 18 September 2019), are consistent with the exchange ratio under the Scheme.  This ...�
	Disadvantages�


	20 The Scheme has the following disadvantages for Prime shareholders:�
	(a) our assessed value of the Scheme Consideration is less than our assessed value range for Prime shares on a 100% controlling interest basis.  As a result the Scheme Consideration is not fair under RG 111�
	(b) whilst the value of the Scheme Consideration provides Prime shareholders with a modest premium above the listed market price of Prime shares immediately before the announcement of the Scheme, the premium is significantly below those observed in ot...�
	(c) SWM has significantly higher debt levels than Prime.  This higher debt level means that any significant decline in the merged group’s profitability could have significant adverse consequences for the value of SWM shares.  In contrast, Prime is exp...�
	(d) SWM’s higher debt level also means that SWM is unlikely to reinstate dividend payments anytime soon, as free cash flow is more likely to be directed towards debt repayments.  In contrast, Prime is more likely to be in a position to reinstate divid...�
	Conclusion�

	21 As indicated above there are significant advantages and disadvantages associated with the Scheme.  Whilst our assessed value of the Scheme Consideration only provides Prime shareholders with a modest premium above recent trading prices prior to the...�
	(a) the exchange ratio (i.e. 0.4582 shares in SWM for every Prime share) is reasonable and appropriate if considered as a merger / combination of the two businesses rather than a change in control transaction�
	(b) if the Scheme is implemented, Prime shareholders will acquire an interest in a much larger, more diversified business which is better placed to deal with the current challenges being faced by participants in the traditional media sector.�

	22 Accordingly, we consider the Scheme to be:�
	(a) not fair but reasonable to Prime shareholders in the absence of a superior proposal; and�
	(b) in the best interests of Prime shareholders in the absence of a superior proposal.�

	Likelihood of an alternative proposal�
	23 Prime shareholders should note that on 30 October 2019 WA Chess Investments Pty Limited (WA Chess Investments) announced to the ASX that it had acquired 37.6 million Prime shares (representing 10.26% of the shares in Prime) between 9 September 2019...�
	24 Whilst the intentions of WA Chess Investments are unknown at the date of this report, in our view, there is some possibility that WA Chess Investments will put forward an alternative proposal for or in connection with Prime prior to the Scheme meet...�
	General�
	25 In preparing this report we have considered the interests of Prime shareholders as a whole.  Accordingly, this report only contains general financial advice and does not consider the personal objectives, financial situations or requirements of indi...�
	26 The impact of approving the Scheme on the tax position of Prime shareholders depends on the individual circumstances of each investor.  Prime shareholders should read the Scheme Booklet and consult their own professional advisers if in doubt as to ...�
	27 The ultimate decision whether to approve the Scheme should be based on each Prime shareholder’s assessment of their own circumstances.  If Prime shareholders are in doubt about the action they should take in relation to the Scheme or matters dealt ...�
	28 For our full opinion on the Scheme and the reasoning behind our opinion, we recommend that Prime shareholders read the remainder of our report.�
	Table of contents�
	Appendices�
	I Key terms of the Scheme�
	Terms�
	29 On 18 October 2019, Prime Media Group Limited (Prime or the Company) announced that it and Seven West Media Limited (SWM) had entered into a Scheme Implementation Deed (the Agreement) under which SWM will acquire all of the issued shares in Prime (...�
	30 The Proposed Transaction is to be implemented via a scheme of arrangement between Prime and its shareholders (the Scheme) and is subject to a number of conditions precedent (as summarised below).�
	31 Upon implementation of the Scheme, existing SWM shareholders will own 90% of the merged entity and Prime shareholders will own the remaining 10%.�
	Conditions�
	32 The Scheme is subject to the satisfaction of a number of conditions precedent, including the following which are outlined in the Agreement between Prime and SWM dated 17 October 20194F :�
	(a) before the times set out in the Agreement, ASIC, the Australian Communications and Media Authority (ACMA), the Australian Competition and Consumer Commission (ACCC) and the Australian Securities Exchange (ASX) have issued or provided and not withd...�
	(b) before the time set out in the Agreement, any other approvals, consents, waivers, exemptions or declarations that are required by law, or by any Government Agency, to implement the Scheme are granted, given, made or obtained on an unconditional ba...�
	(c) Prime shareholders approve the Scheme by the requisite majorities in accordance with the Corporations Act at the Scheme Meeting�
	(d) an independent expert issues a report which concludes that the Scheme is in the best interests of Prime shareholders before the date on which the Scheme Booklet is lodged with ASIC�
	(e) the Court approves the Scheme in accordance with s411(4)(b) of the Corporations Act�
	(f) on or before 8.00am on the Second Court Date, no Court or Government Agency issues any temporary, preliminary or final order, injunction, decision or decree, or announces, commences or threatens any action or investigation, and no application is m...�
	(i) restrains, prohibits or otherwise materially adversely affects (or could reasonably be expected to do so) the Scheme, completion of the Proposed Transaction or the rights of SWM in respect of Prime or the Prime shares to be acquired under the Sche...�
	(ii) requires the divestiture by SWM of any Prime shares or the divestiture of any assets of SWM or Prime,�

	(g) no Prime Prescribed Occurrence occurs and remains unremedied in respect of Prime on or before 8.00am on the Second Court Date�
	(h) no Seven Prescribed Occurrence occurs and remains unremedied in respect of SWM on or before 8.00am on the Second Court Date�
	(i) no Prime Regulated Event occurs and remains unremedied in respect of Prime on or before 8.00am on the Second Court Date�
	(j) no Seven Regulated Event occurs and remains unremedied in respect of SWM on or before 8.00am on the Second Court Date�
	(k) the SWM shares to be issued pursuant to the Scheme are approved for official quotation by the ASX and such approval remains in full force and effect and has not been withdrawn, revoked, suspended, restricted or amended by 8.00am on the Second Cour...�

	33 In addition Prime has agreed that up until the End Date (as set out in Schedule 1 of the Agreement) it will:�
	(a) not solicit, invite, encourage or initiate any inquiry, expression of interest, offer, proposal or discussion by any person in relation to a competing proposal or which may reasonably be expected to lead to a competing proposal�
	(b) not participate in or continue any discussions or negotiations with any person in relation to a competing proposal or which may reasonably be expected to lead to a competing proposal, and not enter into any agreement, arrangement or understanding ...�
	(c) not provide any material non-public information to a third party for the purposes of enabling that party to table a competing proposal or which would reasonably be expected to encourage or lead to an actual, proposed or potential competing proposal�
	(d) notify SWM as soon as practicable (and no later than one business day) if it receives a competing proposal or becomes aware of any negotiations, discussions or approaches or attempts to initiate any negotiations or discussion in relation to a comp...�
	(e) not enter into any legally binding agreement with a third party to give effect to a competing proposal or to publicly recommend a competing proposal unless Prime has:�
	(i) notified SWM that the Directors of Prime have determined that the competing proposal would or would be reasonably likely to be an actual, proposed or potential Superior Proposal,5F  and given SWM the details of the competing proposal, including de...�

	(f) given SWM at least five business days to provide a matching or superior proposal.�

	34 A break fee of $600,000 is payable by either Prime to SWM or SWM to Prime in certain circumstances as specified in the Agreement.�
	Resolution�
	35 Prime shareholders will be asked to vote on the Scheme in accordance with the resolution contained in the notice of meeting accompanying the Scheme Booklet.�
	36 If the resolution is passed by the requisite majorities, Prime must apply to the Court for orders approving the Scheme, and if that approval is given, lodge the orders with ASIC and do all things necessary to give effect to the Scheme.  Once the Co...�
	II Scope of our report�
	Purpose�
	37 The Scheme is to be effected pursuant to Part 5.1 of the 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...�
	38 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 th...�
	39 SWM (and related parties Seven Group Holdings Limited or entities associated with Mr Kerry Stokes) do not currently have any shareholding in Prime and have no representation on the Prime Board.  However, both a condition precedent to the Scheme and...�
	40 The Directors of Prime have therefore requested LEA to prepare an IER stating whether the proposed acquisition of the shares in Prime by SWM under the Scheme is fair and reasonable and in the best interests of Prime shareholders and the reasons for...�
	41 This report has been prepared by LEA for the benefit of Prime shareholders to assist them in considering the resolution to approve the Scheme.  Our report will accompany the Notice of Meeting and Scheme Booklet to be sent to Prime shareholders.  Th...�
	42 The ultimate decision whether to approve the Scheme should be based on each Prime 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, sh...�
	Basis of assessment�
	43 In preparing our report we have given due consideration to the Regulatory Guides issued by ASIC including, in particular, RG 111.�
	44 RG 111 distinguishes “fair” from “reasonable” and considers:�
	(a) the Scheme to be “fair” if the value of the Scheme Consideration is equal to or greater than the value of the securities that are the subject of the Scheme.  A comparison must be made assuming 100% ownership of the target company�
	(b) the Scheme to be “reasonable” if it is fair.  The Scheme may also be “reasonable” if, despite not being “fair” but after considering other significant factors, in the opinion of the expert, there are sufficient reasons for shareholders to approve ...�

	45 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 securityholders to vote in favour of the ...�
	46 In our opinion, if the Scheme is “fair” and “reasonable” under RG 111 it must also be “in the best interests” of Prime shareholders.�
	47 Our report has therefore considered:�
	(a) the market value of 100% of the shares in Prime�
	(b) the value of the Scheme Consideration to be received by Prime shareholders, being 0.4582 SWM shares for each Prime share�
	(c) the extent to which (a) and (b) differ (in order to assess whether the Scheme is fair under RG 111)�
	(d) the extent to which a control premium is being paid to Prime shareholders�
	(e) the extent to which Prime shareholders are being paid a share of any synergies likely to be generated pursuant to the potential transaction�
	(f) the listed market price of Prime shares, both prior to and subsequent to the announcement of the proposed Scheme�
	(g) the likely market price of Prime shares if the proposed Scheme is not approved�
	(h) the value of Prime to an alternative offeror and the likelihood of a higher alternative offer being made for Prime prior to the date of the Scheme meeting�
	(i) the advantages and disadvantages of the Scheme from the perspective of Prime shareholders�
	(j) other qualitative and strategic issues associated with the Scheme.�

	Limitations and reliance on information�
	48 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.�
	49 Our report is also based upon financial and other information provided by Prime 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 ...�
	50 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 Prime shareholders.  However, we do not warrant that our en...�
	51 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 proposed transaction, rather than a comprehensive audit or inve...�
	52 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 ...�
	53 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 assumptio...�
	54 In forming our opinion, we have also assumed that:�
	(a) the information set out in the Scheme Booklet is complete, accurate and fairly presented in all material respects�
	(b) if the Scheme becomes legally effective, it will be implemented in accordance with the terms set out in the Agreement and the terms of the Scheme itself.�

	III Profile of Prime�
	Overview�
	55 Prime is a regional television broadcaster with a viewing area that covers northern and southern New South Wales (NSW), the Australian Capital Territory (ACT), Victoria, the Gold Coast and all of regional Western Australia (WA).  The Company primar...�
	History�
	56 The foundations of Prime (formerly known as Prime Television Ltd) were established in 1986 upon the acquisition of a number of regional television stations in NSW.  In 1996, Prime expanded into the regional WA television market, purchasing the Gold...�
	Current operations�
	57 Prime operates from a Pyrmont head office and employs approximately 375 full time equivalent staff.  The Company generates revenue from the broadcast of advertisements primarily across its FTA television networks PRIME7 and GWN7.  A diagrammatic ov...�
	58 Prime’s FTA television networks broadcast to an audience which covers regional northern and southern NSW, the ACT, Victoria, the Gold Coast and all of regional WA.  These regional areas provide Prime with the potential to reach an audience of over ...�
	Program supply agreement�

	59 The majority of content which is shown on PRIME7 and GWN7 is supplied through a PSA with SWM (which operates the Seven Network).  The Seven Network has developed a programming schedule that includes some of the biggest content brands including My K...�
	60 Prime extended its PSA with SWM for a further five years from 1 July 2018.  Under the PSA, Prime is required to pay SWM an affiliation fee which is based on a percentage of gross television advertising revenues.  Whilst the affiliation fee percenta...�
	61 It should also be noted that Prime holds no digital rights to the Seven Network’s content, and that the Seven Network is now streaming and providing broadcast video on demand (BVOD) services in Prime’s licence areas through the 7plus streaming serv...�
	News programming�

	62 PRIME7 and GWN7 are the number one local television news providers in their respective broadcast markets across regional Australia, accounting for more than 50% of the available audience.  Details of the news programs delivered by these networks ar...�
	(a) PRIME7 – PRIME7 augments the Seven Network’s news and current affairs services, producing six separate 30-minute local news bulletins each weekday for the Central West region of NSW, New England and the North West region of NSW, the North Coast of...�
	(b) GWN7 – provides the only local news bulletin on television for viewers in regional WA.  The 30-minute local news bulletins are supplemented with local news and weather updates throughout the day and evening.�
	Other operations�

	63 Prime also has a 50% interest in joint ventures that have acquired FTA television licenses in regional WA and in Mildura / Sunraysia, which it operates with related entities of WIN.  The joint ventures broadcast Nine Entertainment programming in re...�
	64 Prime also broadcasts the television channel iShopTV in its broadcast licence areas in conjunction with Brand Developers Australia Pty Ltd (Brand Developers).  Prime owns the iShop brand and is responsible for transmission services.  Brand Develope...�
	Boomtown�

	65 During FY19, Prime (together with other regional television networks, radio stations and print and online publications8F ) created a new media-marketing platform, “Boomtown”.  The platform, which was created in response to declining regional media ...�
	Financial performance�
	66 The financial performance of Prime for the four years ended 30 June 2019 (FY19), is set out below:�
	1 Rounding differences exist.�
	2 Net sales revenue represents advertising and other external revenue (net of agency commissions), and excludes interest income, Government grants and other income.�
	3 Earnings before interest and tax (EBIT). �
	4 Includes share of profits / (losses) from associates.  �
	5 Significant items comprise the following:�
	6 Based on net sales revenue. �
	67 Over the period set out above, Prime’s revenue and underlying EBITDA declined significantly as the regional television advertising market has faced increasing competition from national and international entertainment, news and information platforms...�
	68 In response to the decline in advertising revenue, in the more recent period, Prime has reduced employee costs by downsizing key management personnel.  In prior periods Prime has outsourced key activities such as on-air playout services (in Decembe...�
	FY20 outlook�

	69 On 22 August 2019 as part of its FY19 results announcement, Prime management provided the following earnings guidance with respect to its FY20 results:�
	70 Prime management have advised that there have been no matters of significance since 22 August 2019 which would cause them to change the earnings guidance provided on that date.�
	Financial position�
	71 The financial position of Prime as at 30 June 2018 and 30 June 2019 is set out below:�
	Program rights�

	1 Rounding differences exist.�
	72 The composition of Prime’s program rights is shown below:�
	73 Program rights relate to television program rights which have arisen from the Company’s supply agreements with SWM, and represent the purchased rights to broadcast certain programs at some time in the future.  In FY19, Prime paid SWM $15.0 million ...�
	Property, plant and equipment�

	74 The composition of Prime’s property, plant and equipment is shown below:�
	75 Prime’s property, plant and equipment is carried at historical cost less accumulated depreciation and impairment.  The Company’s land and buildings include land located in the ACT and leasehold strata units located in Sydney, which are both held un...�
	Intangible assets�

	76 The composition of Prime’s intangible assets is shown below:�
	77 Television broadcast licenses have been acquired through business combinations and consist of the right to broadcast television to specific market areas.  The licenses are subject to renewal by the ACMA at no significant cost to the Company.  The l...�
	Investments in associates�

	78 Prime’s investment in associates relates to joint ventures that broadcast Nine Entertainment programming in regional WA and Mildura.  Investments in associates are initially recognised at cost and are adjusted annually to recognise changes in Prime...�
	Net debt�

	79 The composition of Prime’s net debt is shown below:�
	80 As at 30 June 2019, Prime had a $30 million secured bank loan facility which was partially drawn to $16.0 million.  The facility, which matures in 2023, is secured by a charge over all of the assets of the borrower group, which comprises all of Pri...�
	Franking credits�

	81 We note that Prime had a significant franking credit balance of $65.5 million as at 30 June 2019.  The ability to distribute these franking credits to shareholders depends on, inter-alia, Prime’s level of retained earnings, future profitability, av...�
	82 In this regard we note that:�
	(a) no dividends have been paid by Prime since August 2017, and Prime management have not indicated when it might resume paying dividends�
	(b) the retained profits reserve11F  of the parent entity was only $17.1 million as at 30 June 2019�
	(c) net profit before significant items is expected to decline materially in FY20 for the reasons discussed above�
	(d) Prime’s current borrowing facilities reduce to $10 million from 30 June 2021.  In contrast, the amount drawn under these facilities as at 30 June 2019 was $16.0 million (although this has reduced subsequent to year end).�

	83 Given the above, and the outlook for the business, prima facie the large majority of these franking credits are unlikely to be distributed to shareholders in the foreseeable future.�
	Share capital and performance�
	84 As at 14 November 2019, Prime had 366.3 million fully paid ordinary shares on issue, and no performance rights or other equity securities on issue.�
	Significant shareholders�

	85 As at 14 November 2019, there were four substantial shareholders in Prime.  The substantial shareholders (based upon the annual report and substantial shareholder notices released to the ASX) were as follows:�
	86 Prime shareholders should note that on 30 October 2019, WA Chess Investments announced to the ASX that it had acquired 37.6 million Prime shares (representing 10.26% of the shares in Prime) between 9 September 2019 and 29 October 2019 at prices bet...�
	87 Whilst the intentions of WA Chess Investments are unknown at the date of this report, in our view, there is some possibility that WA Chess Investments will put forward an alternative proposal for or in connection with Prime prior to the Scheme meet...�
	Share price performance�

	88 The following chart illustrates the movement in the share price of Prime from 1 January 2018 to 17 October 2019 (i.e. the last trading day prior to the announcement of the Scheme):�
	1 The S&P/ASX 300 Index has been rebased to the closing price of Prime on 1 January 2018, being $0.28. �
	89 As indicated in the chart above, Prime shares have generally underperformed the S&P/ASX 300 Index since the release of the FY18 results on 28 August 2018.�
	Liquidity in Prime shares�

	90 The liquidity in Prime shares based on trading on the ASX over the 12 month period prior to 17 October 2019 (i.e. the last trading day prior to the announcement of the Scheme) is set out below:�
	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.�
	91 As indicated in the table above, the level of liquidity in Prime shares (as a percentage of the total number of shares on issue) has been relatively high for a company of its size.�
	IV Profile of SWM�
	Overview�
	92 SWM is one of Australia’s leading integrated media companies, with a market leading presence in broadcast television and newspaper publishing and online.  The Company operates a number of leading media businesses including television brands Seven, ...�
	History�
	93 A summary of the key historical developments of SWM is set out below:�
	Current operations�
	94 SWM has its principal place of business at its Sydney head office and employs approximately 2,800 staff.  The Company primarily generates revenue from the broadcast of advertisements on SWM’s channels and digital assets, as well as print advertisin...�
	1 On 21 October 2019, SWM announced the sale of the Pacific Magazines business to Bauer Media for cash consideration of $40 million (pre-adjustments and leave provisions).  �
	2 On 18 October 2019, SWM announced the sale of its WA radio assets (Redwave) to SCA for cash consideration of $28 million.  The operations of Redwave were not separately reported.�
	95 A summary of the breakdown of revenue and underlying EBITDA by operating segment for the four years to 29 June 2019 (FY19) is set out below:�
	Television�

	1 Before unallocated corporate costs. �
	96 Television is SWM’s largest operating segment, accounting for approximately 79% of revenue and 86% of underlying EBITDA13F  in FY19.  The segment is involved in the production and operation of commercial television programming and stations, as well...�
	97 SWM’s content creation and distribution activities are managed by Seven Studios Pty Limited (Seven Studios), a leader in the production of scripted, entertainment, reality, observational documentaries and children’s programming.  Seven Studios main...�
	98 The television division also operates the digital platforms 7plus, a BVOD streaming platform launched in 2018, and 7NEWS.com.au, an online news platform which was launched in March 2019.  Combined these digital platforms achieved a record number of...�
	The West�

	99 The West is SWM’s second largest operating segment, accounting for approximately 12% of revenue and 10% of underlying EBITDA15F  in FY19.  The division is a publisher of digital and print newspapers and insert magazines throughout WA.  The print an...�
	Pacific Magazines�

	100 Pacific Magazines is a publisher of magazine content in print and digital form as well as digital publications online and on social media.  The division is Australia’s leading magazine publisher, commanding approximately 26% of all readership from...�
	101 On 21 October 2019, SWM announced that it had signed a binding agreement to sell the Pacific Magazines business to Bauer Media for cash consideration of $40 million (prior to any adjustments and leave provisions).  The sale is expected to complete...�
	Other businesses and new ventures�

	102 SWM holds a number of growth investments which aim to leverage the Company’s core assets to unlock maximum growth and drive long term value creation.  The portfolio is focused on disruptive, scalable businesses with a strong consumer or media prop...�
	Financial performance�
	103 The financial performance of SWM for the four years ended 29 June 2019 (FY19), is set out below:�
	1 Rounding differences exist. �
	2 Comprises a 53 week period. �
	3 Includes share of net profit of equity accounted investees.�
	4 Significant items comprise the following:�
	104 In addition to the above, we set out below a breakdown of revenue and underlying EBITDA by operating segment:�
	1 Rounding differences exist. �
	2 Comprises a 53 week period. �
	105 Over the periods set out above, SWM reported year on year declines in revenue and underlying EBITDA.  The financial performance of the business has been negatively impacted by tough industry conditions, with the FTA television and print segments o...�
	106 The Television division has generated relatively consistent levels of revenue, with the decline in traditional FTA revenue largely offset by the recent growth in advertising revenue from online catch-up and live television streaming.  However, it ...�
	107 SWM’s print operations have suffered to a greater extent (than the Television division) from tough industry conditions, with revenue decreasing over the period.  EBITDA margins for The West have significantly declined as the business has been unab...�
	FY20 outlook�

	108 On 20 August 2019, as part of the FY19 results announcement, SWM provided the following guidance with respect to its FY20 results:�
	109 As noted above, SWM management’s guidance for FY20 EBIT of between $190 million to $200 million includes the impact of the new lease accounting standard (AASB 1616F  – Leases).  The application of AASB 16 (which replaces rent expense with amortisa...�
	110 However, in our opinion, this EBIT uplift should be ignored for valuation purposes as it is simply an accounting entry which has no cash flow impact or impact on the underlying profits of SWM.�
	111 Further, since the release of the FY20 guidance on 20 August 2019, SWM has announced the sale of Redwave and Pacific Magazines on 18 October 2019 and 21 October 2019 respectively.  Whilst these divestments are subject to regulatory approval, FY20 ...�
	112 However, we note that at SWM’s Annual General Meeting on 13 November 2019, SWM indicated that its underlying EBIT guidance for FY20 was now expected to be at the lower end of previous guidance.�
	Financial position�
	113 The financial position of SWM as at 30 June 2018 and 29 June 2019 is set out below:�
	Program rights and inventories�

	1 Rounding differences exist.�
	114 The composition of SWM’s program rights and inventories is shown below:�
	115 Program rights include both purchased rights and produced programs.  Television program rights are carried at the lower of cost less amortisation or net recoverable amount.  Other program rights and inventories are carried at cost or net realisabl...�
	Property, plant and equipment�

	116 The carrying value of SWM’s property, plant and equipment is shown below:�
	117 Property, plant and equipment is carried at historical cost less accumulated depreciation and impairment.  SWM’s property, plant and equipment predominantly relates to property and equipment associated with the television segment’s broadcasting st...�
	Intangible assets�

	118 The composition of SWM’s intangible assets is shown below:�
	119 SWM’s intangible assets primarily relate to television licenses.  Goodwill is tested annually for impairment using the value in use method.  As at 29 June 2019, a pre-tax discount rate of 15.9%, 12.2% and 14.1% was adopted for the Television, The ...�
	Equity accounted investees�

	120 SWM has a number of investments in associates and jointly controlled entities, the majority of which operate in similar markets to SWM19F .  The carrying value of each investment is based on the fair value of the investment at acquisition date adj...�
	Other financial assets�

	121 Other financial assets represent equity investments in unlisted entities comprising of Airtasker Pty Limited (19.6%), SocietyOne Australia Pty Limited (10.8%) and Open Money Group Pty Ltd (8.6%).  Other financial assets are carried at fair value b...�
	Net debt�

	122 The composition of SWM’s net debt is shown below:�
	1 Net of $1.160 million unamortised refinancing costs.�
	123 As at 29 June 2019, SWM had access to unsecured bilateral revolving credit facilities of $750 million, of which $95 million remained undrawn.  In addition, the Company has access to a $20 million multi-option facility with Australia and New Zealan...�
	Share capital and performance�
	124 As at 14 November 2019, SWM had 1,508.0 million fully paid ordinary shares on issue.  The company has no other equity securities (e.g. employee performance rights or options) on issue.�
	Significant shareholders�

	125 As at 14 November 2019, Seven Group Holdings Limited20F  was the only substantial shareholder (i.e. shareholders with an interest in SWM of more than 5%) with a holding of 618.7 million (40.9%) of the shares on issue.�
	Share price performance�

	126 The following chart illustrates the movement in the share price of SWM from 1 January 2018 to 17 October 2019 (i.e. the last trading day prior to the announcement of the Scheme):�
	1 The S&P/ASX 300 Index has been rebased to the closing price of SWM on 1 January 2018, being $0.62. �
	127 Over the period set out above, SWM generally outperformed the S&P / ASX 300 Index during the 2018 calendar year21F  but has since underperformed relative to this Index in the more recent period prior to the announcement of the Scheme.�
	Liquidity in SWM shares�

	128 The liquidity in SWM shares based on trading on the ASX over the 12 month period prior to 17 October 2019 (i.e. the last trading day prior to the announcement of the Scheme) is set out below:�
	1 Number of shares traded during the period divided by WANOS.�
	2 Implied annualised figure based upon implied level of liquidity for the period.�
	129 As indicated in the table above, notwithstanding the significant shareholding of Seven Group Holdings Limited, the level of liquidity in SWM shares (as a percentage of the total number of shares on issue) has been relatively high.�
	V Industry overview�
	Introduction�
	130 Prime operates as an affiliate in the Australian FTA commercial television sector of the media industry, which relies on advertising as its primary source of revenue.  This section of our report sets out an overview of the Australian media industr...�
	Australian media industry�
	131 The Australian media industry is made up of six primary sectors, being FTA television and subscription television, print, radio, online (including digital online such as mobile and handheld technology), cinema and out-of-home, all of which compete...�
	132 Key themes in the advertising industry over the last 10 years have included the continued rise of online advertising at the expense of traditional forms of advertising mediums, in particular print and FTA television.  This is illustrated in the ch...�
	1 FTA television includes metro and regional from CY13 to CY15 and advertising revenue from video on demand from CY16.�
	2 Print reporting changed in 2017 to include digital and classifieds advertising revenue which was previously excluded.�
	3 Other includes out-of-home, cinema, and subscription television advertising.�
	133 Online advertising represented 28.4% of the total advertising spend in CY13, which had grown to 48.1% by CY18.  In CY15, online advertising overtook FTA television to become the largest form of advertising in Australia.  Over the period FTA televi...�
	134 Recent trends in advertising spend are expected to continue, with the FTA television and print segments declining in market share, as more expenditure is directed into online and out-of-home advertising.  The Australian media industry (in total) e...�
	Regulation and outlook�
	Television regulation�

	135 The FTA television sector has been undergoing regulatory reform over the past few years in order to level the playing field with the largely unregulated digital advertising platforms.  Two major reforms, which have sought to make licence fees paya...�
	(a) the Broadcasting Legislation Amendment (Television and Radio Licence Fees) Act 2016 (Cth), was introduced to reduce the licence fees payable by commercial television and radio broadcasters�
	(b) the Broadcasting Legislation Amendment (Broadcasting Reform) Act 2017 (Cth) changed media ownership laws that had been in place since the Broadcasting Services Act 1992 (Cth) was introduced.  The Federal Government passed these reforms through the...�
	(i) the removal of the 75% audience reach rule, which prevented commercial television networks from broadcasting to more than 75% of the Australian population; and�
	(ii) the removal of the “two-out-of-three” rule, which prevented firms from owning or holding controlling interests in more than two companies that operate television broadcasting, radio broadcasting or newspaper publishing in the same market.�


	136 In addition to introducing a number of reforms, the Federal Government has ensured regulation related to the protection of local media content remains in place, including:�
	(a) anti-siphoning rules, designed to prevent pay television broadcasting from gaining monopoly rights to key sporting and cultural events by granting FTA television broadcasters first right to purchase rights to televise the events, and�
	(b) the Australian Content Standard, which came into effect in March 2016 and requires all commercial FTA television broadcasters to broadcast a minimum of 55% Australian programming between 6.00am and midnight on their primary channel.�
	Media regulation�

	137 The Australian media sector is heavily regulated with the Broadcasting Services Act 1992 (Cth) serving as the overarching piece of legislation which broadly covers issues relating to content regulation and media ownership in Australia.  This legis...�
	(a) “two-to-a-market” rule, which prevents control of more than two commercial radio licenses in the same licence area�
	(b) “one-to-a-market” rule, which prevents control of more than one commercial television licence in the same licence area, and�
	(c) the “number of voices” rule, which prevents media acquisitions22F  that would result in fewer than five independent media operators in metropolitan areas, or four in regional areas.�

	138 Historically, legislation only covered the traditional forms of media, and did not provide any guidance on modern forms, such as digital and online media outlets.  This was addressed when further amendments were introduced with the Broadcasting Se...�
	FTA television industry�
	Overview�

	139 The Australian FTA television broadcasting industry has faced a number challenges over the past five years, as the way customers have been accessing media has changed substantially.  Instead of watching FTA television, viewing is now fragmented ac...�
	140 FTA television broadcasters have responded to the evolving landscape and change in consumer preferences by shifting their strategy and altering the content they show.  Rather than focus on traditional sitcoms and dramas, which are now almost entir...�
	Revenue trends in metropolitan and regional markets�

	141 Over the five years to 30 June 2019, advertising revenues generated by the FTA broadcasting sector have declined at a greater rate in regional areas compared to metropolitan areas (as shown below):�
	142 Possible reasons for the greater decline in advertising revenue in regional markets compared to metropolitan markets include (inter-alia):�
	(a) the larger guaranteed audience in metropolitan markets;�
	(b) the launch of BVOD services by all the major television networks, which enables users in regional areas to stream the live television broadcasts of the major networks as well as catch-up television rather watch their regional broadcaster�
	(c) population migration to metropolitan areas�
	(d) differences in economic growth and prosperity etc.�
	Competition�

	143 The Australian television market is characterised by a number of incumbent broadcasters with significant market shares, as well as government-owned stations and regionally focused providers.  These operators are set out below:�
	144 The three major networks (Seven Network, Nine Entertainment and Ten) generally operate in the capital cities of each state, with distribution arrangements with regional operators like Prime, WIN and SXL.  Programming costs for the regional operato...�
	145 Domestic television networks are continuing to face increased competition from global SVOD providers that are attracting advertisers due to the capability of advertisements to target consumers based on viewing behaviours.  Australian television ne...�
	146 In 2015, Nine Entertainment entered the SVOD market through a joint venture with Fairfax Media Limited (Fairfax) in streaming platform Stan, the first major competitor for Netflix in Australia.  Since its launch, Stan has secured exclusive rights ...�
	Outlook�

	147 Online media is forecast to continue growing rapidly in popularity and accessibility over the next five years, which is expected to further shift advertising revenue away from the FTA television broadcasting industry.  As a result, IBISWorld has f...�
	VI Valuation methodology�
	Valuation approaches�
	148 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 prospectu...�
	(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...�
	(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.�

	149 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.  In order to arrive at the NPV the future cash flows are discounted using a discount rate wh...�
	150 Methodologies using capitalisation multiples of earnings or cash flows are commonly applied when valuing businesses where a future “maintainable” earnings stream can be established with a degree of confidence.  Generally, this applies in circumsta...�
	151 Capitalisation multiples can be applied to either estimates of future maintainable operating cash flow, EBITDA, earnings before interest, tax and amortisation of acquired intangibles (EBITA), EBIT or net profit after tax.  The appropriate multiple...�
	152 An asset-based methodology is applicable in circumstances where neither a capitalisation of earnings nor a DCF methodology is appropriate.  It can also be applied where a business is no longer a going concern or where an orderly realisation of ass...�
	Methodologies selected�
	Value of Prime�

	153 The market value of Prime has been assessed by aggregating the market value of the business operations, together with the realisable value of any surplus assets and deducting net borrowings.�
	154 The valuation of the business operations has been made on the basis of market value as a going concern.  Our assessed value of Prime has been derived based on the results of the following three methodologies:�
	(a) DCF method�
	(b) capitalisation of EBITDA; and�
	(c) the listed market prices of Prime shares on the ASX prior to the announcement of the Scheme, which we have adjusted to reflect a premium for control.�
	Value of Scheme Consideration�

	155 Our valuation of the shares in SWM post implementation of the Scheme has assessed by reference to recent trading in SWM shares and the capitalisation of EBITDA approach.�
	VII Valuation of Prime�
	156 As stated in Section VI, we have adopted the following methodologies to value Prime:�
	(a) DCF method�
	(b) capitalisation of EBITDA; and�
	(c) listed market price, adjusted for a premium for control.�

	DCF valuation�
	157 Our DCF valuation has been based on the free cash flow projections developed by LEA for the Prime business.  These cash flow projections were formulated having regard to, inter-alia, the recent historical results of the business, Prime management’...�
	158 Whilst LEA believes the assumptions underlying the cash flow projections are reasonable and appropriate, it should be noted that in respect of these projections:�
	(a) the major assumptions underlying the projections were formulated in the context of current economic, financial and other conditions�
	(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.  As a result, the achievability of these projections is not warranted or guaranteed by LEA or Prime, as they are predictions of future events that cannot be assured and are necessarily based ...�
	(d) by their nature, the projections do not take into account the operational flexibility available to management to react to changes in the market conditions in which Prime operates; and�
	(e) actual results may be significantly more or less favourable.�

	159 Free cash flow represents the operating cash flows of the business on a geared basis (i.e. after finance costs) less taxation payments, capital expenditure, debt repayments and working capital requirements.  We have assumed that Prime will repay a...�
	Cash flow assumptions�

	160 As the detailed cash flow projections are commercially sensitive they have not been set out in our report.  However, the key assumptions adopted in our base case DCF valuation are set out below.�
	Gross television advertising revenues�

	161 Prime’s gross television advertising revenues24F  have declined significantly since FY14 as shown below:�
	162 IBISWorld has reported that FTA television broadcasting industry revenue declined by around 3.6% per annum over the five years to 30 June 2019.  Growing competition from online media (such as YouTube and SVOD services such as Netflix and Stan) has...�
	163 Online media is forecast to continue growing rapidly in popularity and accessibility over the next five years, which is expected to further shift advertising revenue away from the FTA television broadcasting industry.  As a result, IBISWorld has f...�
	Affiliation fee�

	164 Prime extended its PSA with SWM for a further five years from 1 July 2018.  For the remaining four years of the current arrangement, the affiliation fee has been fixed at a percentage of gross television advertising revenues.  Whilst the affiliati...�
	165 Our cash flow forecast period covers the four years to 30 June 2023, which coincides with the remaining term of the affiliation agreement.  Whilst the affiliation fee which will apply from 1 July 2023 is inherently uncertain, given the symbiotic r...�
	(a) Prime is effectively only a “distributor” of SWM programming in its regional markets�
	(b) SWM, as the supplier of programming, has the greater bargaining power in any pricing negotiation.�

	166 In contrast, SWM’s television business achieved EBITDA margins (as a percentage of revenue) in FY19 of 18% (before unallocated corporate costs) and Nine Entertainment’s television business achieved EBITDA margins (as a percentage of revenue) in FY...�
	167 It should also be noted that our terminal value multiple reflects an assumption that the EBITDA generated by Prime continues to decline (as noted in paragraph 177).�
	168 We have also undertaken a sensitivity analysis on the EBITDA margin assumption to show the impact of different EBITDA margin assumptions on value, as set out in paragraphs 183 to 186 below.�
	Program costs�

	169 In addition to the affiliation fee, Prime also paid SWM $15.0 million in FY19 for program costs.  This covered a five year period, and therefore implied an annual cost of $3.0 million (which is the amortisation charge over the five year term).  As...�
	Synergy benefits�

	170 In its presentation to the ASX dated 18 October 2019 in respect of the Scheme, SWM stated that it expected to achieve cost synergies of $11 million per annum (excluding one-off transaction and implementation costs) within 12 to 18 months from comp...�
	171 These potential synergies are clearly material when compared to Prime’s standalone earnings.  However, the large majority of these synergy benefits are unique to a Prime / SWM combination and reflect the longstanding affiliation and programming ar...�
	172 Pursuant to RG 111, synergies that are not available to other potential bidders should not be taken into account in the valuation of the target company when assessing whether an offer is fair.  Accordingly, the unique synergy benefits expected to ...�
	173 However, corporate cost savings (e.g. ASX listing costs, shareholder communication costs and other public company costs such as directors’ fees) could be generated by other potential acquirers (particularly those with an existing corporate reporti...�
	174 Having regard to the level of corporate costs incurred by Prime (around $10 million per annum), we have assumed corporate cost savings to a 100% owner of $1.0 million per annum (which principally relates to the elimination of public company costs).�
	Capital expenditure�

	175 Capital expenditure costs (excluding program costs) are assumed to be $3.5 million in real terms.  This is broadly consistent with the level of capital expenditure incurred (excluding program costs) over the FY17 to FY19 period.�
	Surplus assets�

	176 Prime owns a property in Bunbury, WA which it vacated approximately two years ago and is surplus to requirements.  A third party agent has been engaged to sell the property.  Whilst the carrying value of the asset is $0.6 million, the highest rece...�
	Terminal value negative growth rate�

	177 We have assumed that the free cash flow of the business declines at 3% per annum in our base case valuation scenario.  This reflects a moderation in the decline being forecast over the forecast period (to 30 June 2023), and is considered appropria...�
	Discount rate�

	178 We have applied a base case discount rate of 12% per annum (nominal, after tax) to the forecast free cash flows available to equity holders, which we consider reasonably reflects the required equity return for an investor acquiring the business.  ...�
	Risk free rate�

	179 Whilst the risk free rate adopted of 3% significantly exceeds the current yield on long term Commonwealth government bonds (CGB) (28 year CGBs yielded 1.7% on 17 October 2019), this is consistent with market practice which is to apply a normalised...�
	Market risk premium�

	180 Empirical studies on the long term (historical) MRP in Australia generally support a MRP within the range of 5% and 7%.  However, the risk free rate of return (which was used to derive the MRP in those studies) was, on average, significantly above...�
	181 Whilst, prima-facie, recent lower interest rates globally have lowered the total equity return required by investors, based on our experience, such investors have not reduced their required rates of return by the full extent of the fall in risk fr...�
	Beta�

	182 The beta adopted reflects the following factors:�
	(a) the beta estimates for listed Australian and US FTA television broadcasting companies (which generally exceed 1.0)�
	(b) the sensitivity of advertising revenues to economic growth; and�
	(c) the risks associated with the Prime business, particularly its dependence on program content from SWM and SWM’s greater bargaining power in any pricing negotiation.�
	Sensitivity analysis and DCF value�

	183 The base case 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.  ...�
	184 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, having regard to the respective key valuation drivers of the bu...�
	185 In assessing our valuation range we have therefore considered the sensitivity of value to changes in the key assumptions, as shown below:�
	186 Having regard to the above, we have assessed the value of the equity in Prime under the DCF method at between $75 million and $85 million.�
	DCF value per share�

	187 Prime has 366,330,303 fully paid ordinary shares on issue, and no performance rights or other equity securities on issue.  Accordingly, the value of Prime shares based on our DCF analysis is as follows:�
	Capitalisation of EBITDA approach�
	188 Under the capitalisation of EBITDA method, the value of Prime on an ungeared basis is represented by its core underlying maintainable EBITDA capitalised at a rate (or EBITDA multiple) reflecting the risks inherent in those earnings.  The value of ...�
	EBITDA adopted for valuation purposes�

	189 In order to assess the appropriate level of EBITDA for valuation purposes we have had regard to the historical and forecast results of the business, and have discussed Prime’s financial performance, operating environment and prospects with Prime m...�
	Historical EBITDA�

	190 A summary of Prime’s revenue and underlying EBITDA33F  for the four years ended 30 June 2019 (FY19), and management’s guidance for the year ending 30 June 2020 (FY20) is summarised below:�
	1 Rounding differences may exist.�
	2 Prime management provided EBITDA guidance for FY20 on 22 August 2019 contemporaneous with the release of the Company’s FY19 results. �
	3 Net sales revenue represents advertising and other external revenue (net of agency commissions), and excludes interest income, Government grants and other income.�
	4 Prior to FY19, advertising revenue was shown exclusive of agency commissions (which were included as a cost of sale).  However, under AASB 15 – Revenue from Contracts with Customers, advertising revenue is required to be shown net of agency commissions.  Accordingly, the FY16 to FY18 revenue figures shown above have been restated so that they are net of agency costs.  Agency commissions were $19.2 million in FY16, $19.6 million in FY17, $19.9 million in FY18 and $17.1 million in FY19.�
	5 Prior to significant items and impairment charges.�
	191 Prime’s revenue and underlying EBITDA has fallen significantly over the period.  This was principally due to:�
	(a) declining television advertising revenues, which have fallen $44.5 million (18.3%) over the five years to FY19, as shown in paragraph 161 above�
	(b) increased affiliation fees (as a percentage of gross television advertising revenue) pursuant to the long-standing program supply arrangements between SWM and Prime.  As stated above, these arrangements were extended for a further five years effec...�
	FY20 earnings guidance�


	192 As set out in Section III, Prime management provided the following earnings guidance for FY20 on 22 August 2019 in its FY19 results announcement:�
	193 In the three months to 30 September 2019, Prime’s gross television advertising revenues fell 1.6%34F  compared to the quarter ended 30 September 2018.�
	194 Underlying EBITDA in the three months to 30 September 2019 was approximately $6.0 million35F , and Prime management have advised that there have been no matters of significance since 22 August 2019 which would cause them to change the earnings gui...�
	195  Prime management have also confirmed that the EBITDA guidance for FY20 of $23.0 million to $25.0 million does not take into account the impact of changes required under AASB 16.  In summary, the application of AASB 16 is expected to increase EBIT...�
	EBITDA adopted for valuation purposes�

	196 Having regard to the above, we have adopted EBITDA for valuation purposes of $24.0 million (consistent with the mid-point of management’s guidance for FY20, which importantly reflects the full year impact of the increased affiliation fees payable ...�
	EBITDA multiple�

	197 The selection of the appropriate EBITDA multiple to apply is a matter of judgement but normally involves consideration of a number of factors including, but not limited to:�
	198 We discuss below specific factors taken into consideration when assessing the appropriate EBITDA multiple range for Prime.�
	Listed company multiples�

	199 The EBITDA multiples for selected listed companies involved in FTA television broadcasting are set out below.  Due to the absence of any ASX listed companies (other than Prime and SWM) which focus primarily on the ownership and operation of FTA te...�
	200 As the level of EBITDA adopted for valuation purposes is consistent with management’s EBITDA guidance for FY20, we have had more regard to the EBITDA multiples based on each listed company’s average broker forecasts for FY20.�
	1 Enterprise value, earnings multiples and forecast compound annual growth rate (CAGR) in EBITDA calculated as at 17 October 2019.�
	2 Enterprise value calculated as net debt plus market capitalisation and outside equity interests, less value of surplus assets.�
	3 Earnings are based on average analyst forecasts (excluding outliers and outdated forecasts) sourced from Bloomberg for the year ending 31 December 2019 (CY19) with the exception of Prime, SWM and SXL, which are based on actual earnings for FY19.  The EBITDA multiple for Nine Entertainment for FY19 is based on its pro-forma results (which assumes the merger with Fairfax took place at the beginning of the financial year).�
	4 CAGR in EBITDA forecast by analysts over the two year period from FY19 to FY21.�
	5 Not meaningful as impacted by acquisitions.�
	201 The above multiples are based on the listed market price of each company’s shares (and therefore exclude a premium for control).  Empirical research undertaken by LEA indicates that the average premium paid above the listed market price in success...�
	202 In relation to the above listed EBITDA multiples it should be noted that:�
	(a) in addition to its television business, Nine Entertainment owns newspaper publishing businesses (The Sydney Morning Herald, The Age and The Australian Financial Review), digital only publishing assets (such as nine.com.au, 9Honey and Pedestrian.TV...�
	(b) in addition to its ownership of the Seven Network, SWM owns newspaper publishing businesses (The West Australian and The Sunday Times) and radio licenses36F .  However, SWM’s television business accounted for approximately 79% of revenues and 86% ...�
	(c) whilst SXL’s television business operates a number of regional television stations, the large majority of its revenue and earnings are generated from its national metropolitan and regional commercial radio business (with SXL’s television business ...�
	(d) over the five years to 30 June 2019, advertising revenues generated by the FTA broadcasting sector declined at a greater rate in regional areas compared to metropolitan areas (as shown at paragraph 141), which (all other variables held constant) w...�
	(e) we do not consider that the US listed companies shown above provide any reasonable valuation reference point for Prime for the following reasons:�
	(i) the US television broadcasting companies are substantially larger than Prime (due, in part, to the large size of the US market and the high level of mergers and acquisition activity over many years in that market)�
	(ii) due to their size and diversification (all the US listed companies above own a large number of television stations), the above US television broadcasting companies are able to achieve significant economies of scale benefits (which Prime is unable...�
	(iii) the US companies operate in a different market and regulatory environment to Prime.  For example, earnings are often averaged over a two-year period when considering the value of US television broadcasting companies in order to smooth out the im...�
	(iv) the FY19 EBITDA multiples for the US companies do not reflect the full year earnings impact (and related synergy benefits) of recent acquisitions.  Accordingly, the FY20 EBITDA multiples should be referenced (as appropriate) for the US companies ...�


	203 Of the above listed companies, in our opinion, only SWM provides a relevant valuation benchmark for the purposes of assessing the appropriate EBITDA multiple for Prime.  This is principally because:�
	(a) Prime is an affiliate of the Seven Network and is reliant on SWM for programming�
	(b) approximately 86% of SWM’s underlying EBITDA (prior to corporate costs) is generated from its television business.�

	204 However, it is clear that Prime should trade on significantly lower multiples than SWM due to (inter-alia) Prime’s lack of scale and diversification, reliance on SWM for programming, lower opportunity for earnings growth and SWM’s greater bargaini...�
	EBITDA multiples over time�

	205 The graph below sets out the one year forecast EBITDA multiples37F  (based on consensus broker forecasts) for Prime and SWM from 1 January 2016 to 17 October 201938F :�
	206 Over the period set out above, Prime has generally traded on significantly lower EBITDA multiples than SWM with the exception of the period around April 2019 (the reason for which is unclear).  The average forward EBITDA multiple discount of Prime...�
	Transaction evidence�

	207 We set out below a summary of the EBITDA multiples implied by recent transactions in the Australian and US FTA television broadcasting markets.  As indicated below there have not been many transactions in the Australian FTA television broadcasting...�
	1 Date of announcement.�
	208 In our opinion, the only relevant transaction to Prime shown above is the Australian acquisition by WIN of the Northern NSW (NNSW) television assets of SXL in May 2017.  These television assets broadcast Ten programming in the NNSW licence area un...�
	(a) the earnings of the FTA broadcasting sector in Australia have continued to decline�
	(b) the listed market value of SWM (being the most relevant listed company) has declined significantly.�

	209 Other relevant transaction evidence includes:�
	(a) the recent sale by Nine Entertainment on 30 June 201941F  of Australian Community Media (ACM).�
	(b) the sale by SWM on 21 October 2019 of its magazine publishing business (Pacific Magazines) for $40 million in cash42F , which represented an EBITDA multiple of 4.9 times FY19 EBITDA.  As shown below, the revenue of the Pacific Magazines business h...�
	Potential synergies�

	1 Prior to significant items.�
	210 As stated in paragraph 170 above, SWM expects to realise significant synergies from the acquisition of Prime.�
	211 However:�
	(a) pursuant to RG 111, synergies that are not available to other potential bidders should not be taken into account in the valuation of the target company when assessing whether an offer is fair�
	(b) the existence of synergies from business combinations is one of the key reasons why bidders pay a control premium to acquire a company.  Accordingly, in our opinion, it is inappropriate (in the circumstances of Prime) to incorporate a separate val...�
	Conclusion on appropriate EBITDA multiples�

	212 As stated above, it is clear that Prime should trade on significantly lower multiples than SWM due to (inter-alia) Prime’s lack of scale and diversification, reliance on SWM for programming, lower opportunity for earnings growth, SWM’s greater bar...�
	213 Prior to the announcement of the Scheme, SWM was trading on a FY20 EBITDA multiple of around 4.7.  Adjusting this multiple for the average multiple discount at which Prime has traded relative to SWM from 1 January 2016 to 17 October 2019 of around...�
	214 After incorporating a control premium we have applied an EBITDA multiple of 3.25 to 3.75 for valuation purposes.�
	Value per share under capitalisation of EBITDA approach�

	215 Based on the above the value of Prime shares under the capitalisation of EBITDA method is as follows:�
	1 Refer paragraph 176.�
	2 As at 30 September 2019.�
	Valuation based on recent share price trading range�
	216 We set below the trading range of Prime shares since 22 August 2019 (being the date the Company announced its results for FY19 and provided materially lower earnings guidance for FY20) up to the last day prior to the announcement of the Scheme:�
	217 We note that the trading during the above period included the sale of 11.9 million Prime shares by Mr Bruce Gordon and associated entities between 29 August 2019 and 11 September 2019 at 18.5 cents per share43F .�
	218 The above share trading involves minority or portfolio interests in Prime.  It is therefore appropriate to apply a control premium in order to estimate the controlling interest value of Prime shares.�
	219 After adding a control premium of between 30% and 35%, the value of Prime shares implied by recent share trading is as follows:�
	1 Low range reflects VWAP for the period 23 August 2019 to 17 October 2019.�
	2 High range reflects the price at which Mr Bruce Gordon and associated entities sold 11.9 million shares between 29 August 2019 and 11 September 2019.�
	Summary of valuations�
	220 Based on the above, we set out below the valuations of Prime shares under each valuation approach and our adopted valuation range:�
	221 As indicated above, there is a high degree of consistency regarding the equity value of Prime under all three methodologies.�
	VIII Value of Scheme Consideration�
	Approach�
	222 As set out in Section I, if Prime shareholders approve the Scheme and all conditions are satisfied, then Prime shareholders will receive 0.4582 SWM shares for each Prime share.�
	223 As stated in Section VI, it is customary in transactions where scrip is offered as consideration to rely upon the listed market price of the bidder’s shares44F  as the primary reference point for estimating the realisable value of the consideratio...�
	(a) the listed market prices of SWM shares are likely to represent a reasonable proxy for the amount that Prime shareholders could expect to realise if they sold any SWM shares received as consideration either immediately, or in the short term�
	(b) any decision to continue to hold SWM shares beyond the immediate to short term is a separate investment decision which should be made by shareholders having regard to their risk profile, liquidity preference, tax position and expectations as to va...�
	(c) whilst there may be a future opportunity for Prime shareholders to share in a control premium in the event SWM was subsequently acquired, this is not a scenario that we consider likely in the short term.�

	224 Accordingly, in our opinion, the recent market prices of SWM shares are the appropriate reference point for estimating the realisable value of the consideration offered.  However, in doing so, we have also considered the depth of the market for th...�
	225 We have also cross-checked the reasonableness of our assessed value of SWM shares being offered as consideration by reference to implied earnings multiples.�
	Recent share prices�
	Recent share trading history (pre Scheme announcement)�

	226 The historical share prices for SWM are set out in Section IV.  More recent trading in SWM shares prior to the announcement of the Scheme on 18 October 2019 is shown below.  In this regard, we note that:�
	(a) on 21 May 2019, SWM provided a trading update and provided revised EBIT guidance for FY19�
	(b) on 16 August 2019, Mr James Warburton was appointed Chief Executive Officer and Managing Director of SWM�
	(c) SWM announced its FY19 results on 20 August 2019 (before ASX trading began) and provided EBIT guidance for FY20 on that date�
	(d) it was widely reported in the Australian Financial Review on 2 October 2019 that Mr Warburton had written to staff regarding restructuring initiatives at SWM, which included “plans to slash the number of divisions, cut staff and hire three new exe...�

	227 Given the material nature of the above announcements and financial press reporting, when considering the historical trading in SWM shares prior to the announcement of the Scheme, in our opinion the share trading from and including 20 August 2019 a...�
	Recent share trading history (post Scheme announcement)�

	228 For the purpose of assessing the value of the SWM shares offered as consideration, however we believe more regard should be given to the price of SWM shares since the Scheme was announced on 18 October 2019.  This is because we consider the SWM sh...�
	229 In this regard, it should also be noted that:�
	(a) on 18 October 2019, SWM also announced that it had entered into an agreement with SCA to sell its WA radio assets (Redwave) for cash consideration of $28 million (subject to regulatory approvals from the ACMA and the ACCC)�
	(b) on 21 October 2019, SWM announced a binding agreement to sell its magazine publishing business (Pacific Magazines) for cash consideration of $40 million (subject to ACCC approval).  We note that the SWM share price initially reacted positively to ...�
	(c) on 13 November 2019 (at SWM’s AGM), SWM advised that its FY20 underlying EBIT guidance was now expected to be at the lower end of previous guidance.�

	230 The following table sets out the prices at which SWM shares have traded:�
	(a) in the period subsequent to the announcement of the Scheme up to 14 November 2019�
	(b) from 21 October 2019 (being the period subsequent to the announcement of the sale of Pacific Magazines) to 14 November 2019�
	(c) from 1 November 2019 to 14 November 2019 (being the most recent trading at the date of this report)�
	(d) for 13 November 2019 to 14 November 2019 (being the period subsequent to SWM’s revised earnings guidance):�
	Share trading restrictions and liquidity�

	231 We are not aware of any significant shareholding restrictions on trading in SWM which would prevent sufficient trading (on a day-to-day basis) to produce an unbiased share price.�
	232 Further, whilst the trading period post the announcement of the Scheme has been relatively short, trading volumes in this period have been high (consistent with share trading volumes in SWM generally).  Given the level of share trading, we conside...�
	Information disclosures�

	233 SWM has a market capitalisation of around $633 million46F  and is well researched and analysed by share broking analysts47F  and institutional investors.�
	234 Significant information in relation to the operations of SWM has also been disclosed in its financial reports and ASX announcements.  Further, SWM has an obligation under the ASX Listing Rules (subject to certain exemptions) to notify the ASX imme...�
	Number of SWM shares to be issued as consideration�

	235 As at the date of the Scheme Implementation Deed, SWM had 1,508.0 million ordinary shares on issue48F .  The number of shares to be issued by SWM as consideration under the Scheme will therefore represent approximately 10% of the enlarged capital ...�
	1 Being an estimated 366.33 million shares in Prime converted to SWM shares at the Scheme ratio of 0.4582 SWM shares for every one Prime share.�
	2 Representing the collective interest of Prime shareholders.�
	236 Given the number of new SWM shares to be issued pursuant to the Scheme, if (in the event that the Scheme is approved) a significant number of Prime shareholders elect not to retain the shares in SWM received as consideration there may be an oversu...�
	Synergies�

	237 In the absence of significant synergies, it is common for the acquirer’s share price to fall following the announcement of a material acquisition if the acquisition is priced at a premium to the listed market price of the target company.  This is ...�
	238 However, in the current circumstances the identified synergies from a combination of the business operations of SWM and Prime are expected to be significantly value accretive.  In this regard, in the ASX announcement dated 18 October 2019 in respe...�
	239 Given the size of expected synergies and the proposed acquisition terms under the Scheme, in our view, it is reasonable to expect that (other things being equal) investors in SWM would react positively to the proposed Scheme and that the SWM share...�
	Conclusion�

	240 In summary, in assessing the value of the SWM shares offered as consideration under the Scheme, we have had regard to:�
	(a) the volatility of the SWM share price since the announcement of the Scheme (as set out in paragraph 230)�
	(b) the number of shares to be issued by SWM pursuant to the Scheme compared to both the existing and enlarged capital base of SWM subsequent to the Scheme�
	(c) the likely level of on-market trading in SWM shares subsequent to implementation of the Scheme, having regard to factors including:�
	(i) any potential oversupply of SWM shares from those shareholders in Prime not wishing to retain the SWM shares received as consideration�
	(ii) the identified synergies from a combination of the business operations of SWM and Prime which are expected to be significantly value accretive�

	(d) recent stock market conditions; and�
	(e) the earnings multiples for SWM implied by our adopted range (see below).�

	241 Based on the above we have assessed the value of the SWM shares offered as consideration pursuant to the Scheme at between 40 cents and 45 cents per share.  This range reflects the more recent trading range in SWM shares, and the VWAP of SWM share...�
	Implied EBITDA multiple�
	242 As stated above, we have cross-checked our assessment of the realisable value of SWM shares by considering the EBITDA multiple implied for the enlarged entity post completion of the Scheme, subsequent to a combination of the respective business op...�
	Market capitalisation�

	243 The market capitalisation of SWM based on our assessed value of SWM shares post completion of the Scheme is shown below:�
	Net debt�

	1 Based on assessed share value post completion of the Scheme.�
	2 Assessed realisable value of SWM shares.�
	244 The net debt of the merged entity (after taking into account the expected proceeds from the sale by SWM of Redwave and Pacific Magazines) is as follows:�
	Surplus assets�

	1 As at 30 September 2019.  The net debt position of $564.4 million shown in Section IV is net of unamortised refinancing costs of $1.16 million.�
	2 As at 29 June 2019.�
	245 As noted in Sections III and IV:�
	(a) Prime has a property in Bunbury, WA which is surplus to requirements (which we valued in Section VI at $0.9 million)�
	(b) SWM owns equity stakes in a number of businesses (e.g. Airtasker, SocietyOne, Open Money Group, Health Engine and TX Australia) which have significant value but do not contribute in any material way to SWM’s profitability.  These investments have ...�

	246 For the purposes of calculating the EBITDA multiple implied by our valuation of the Scheme Consideration we have therefore adopted surplus assets of $95.9 million.�
	Enterprise value of core business�

	247 Based on the above, the enterprise value implied by our assessed value of SWM post completion of the Scheme is as follows:�
	Implied EBITDA multiple�

	1 Associated with the realisation of expected synergies.�
	2 Transaction and implementation cost estimate provided by SWM management.�
	248 For the purpose of calculating the EBITDA multiple implied by the above enterprise value we have adopted forecast EBITDA for FY20 of $228 million.  This reflects:�
	(a) EBITDA (before significant items) of $193 million for SWM for FY20 (on a standalone basis).  This is consistent with the lower end of SWM’s earnings guidance provided on 20 August 201951F , which we have adjusted to exclude the advised impact of A...�
	(b) the level of underlying EBITDA for Prime adopted by us for valuation purposes in Section VII of $24 million53F ; plus�
	(c) the expected annual synergy benefits from a SWM / Prime combination of approximately $11 million54F .�

	249 On this basis, the EBITDA multiple including the benefit of expected synergies is as follows:�
	250 The above EBITDA multiple range is considered reasonable and appropriate, and is broadly consistent with the EBITDA multiple for SWM prior to the announcement of the Scheme as set out in paragraph 199.�
	251 Based on the above, in the circumstances prevailing at the date of our report, we consider our assessed range of realisable values for SWM shares to be reasonable and appropriate.�
	Assessed value of the Scheme Consideration�
	252 We have therefore assessed the value of the Scheme Consideration to be received by Prime shareholders in the event that the Scheme is implemented as follows:�
	1 Our assessed realisable value of SWM shares is based on trading subsequent to the announcement of the Scheme.�
	Other considerations�
	253 Prime shareholders should note that the listed market price of SWM shares is subject to daily fluctuation.  The price at which SWM shares may be sold may therefore be greater or less than our assessed realisable value of SWM shares of 40 cents to ...�
	254 Prime shareholders should also note that any decision to hold SWM shares beyond the short term is a separate investment decision.  As it is not possible to accurately predict future share price movements, any decision to hold SWM shares should be ...�
	IX Evaluation of the Scheme�
	255 In our opinion, the Scheme is not fair but is reasonable and in the best interests of Prime shareholders in the absence of a superior proposal.  We have formed this opinion for the following reasons.�
	Assessment of the Scheme�
	Value of Prime�

	256 As set out in Section VI we have assessed the value of Prime between 21 cents per share and 24 cents per share.�
	Value of Scheme Consideration�

	257 If the Scheme is approved and implemented, Prime shareholders will receive the Scheme Consideration, comprising 0.4582 SWM shares for each Prime share they hold on the Scheme Record Date.�
	258 As set out in Section VIII we have assessed the value of the Scheme Consideration between 18.3 and 20.6 cents per Prime share.�
	Fairness�

	259 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 is shown below:�
	260 As the Scheme Consideration is less than our assessed valuation range for Prime shares on a 100% controlling interest basis, in our opinion, the Scheme Consideration is not fair to Prime shareholders when assessed based on the Guidelines set out i...�
	Other qualitative factors�

	261 Pursuant to RG 111, the Scheme may be “reasonable” if, despite not being “fair” but after considering other significant factors, in the opinion of the expert there are sufficient reasons for shareholders to approve the Scheme in the absence of a s...�
	262 There is no legal definition of the expression “in the best interests”.  However, RG 111 also states that a Scheme may be “in the best interests of the members of the company” if there are sufficient reasons for securityholders to vote in favour o...�
	263 In assessing whether the Scheme is reasonable and in the best interests of Prime shareholders LEA has also considered, in particular:�
	(a) the extent to which a control premium is being paid to Prime shareholders�
	(b) the extent to which Prime shareholders are being paid a share of any synergies likely to be generated pursuant to the potential transaction�
	(c) the listed market price of the shares in Prime, both prior to and subsequent to the announcement of the proposed Scheme�
	(d) the likely market price of Prime securities if the proposed Scheme is not approved�
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	(a) the PSA between Prime and SWM contains change of control clauses which may allow SWM to terminate the PSA if the acquirer of Prime is a competitor of SWM or, where the acquirer is not a competitor if SWM is otherwise entitled to withhold its conse...�
	(b) the position of Mr Bruce Gordon (and associated entities), who is currently a substantial shareholder in Prime and owns other regional FTA television broadcasters, in relation to Scheme and Prime is unknown.�
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	Summary�
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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, ta...�
	2 LEA holds Australian Financial Services Licence No. 246532.�
	Financial Services Guide�
	3 The 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 Prime 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 r...�
	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, interes...�
	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...�
	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 wit...�
	9 Neither LEA nor its directors and officers receives any commissions or other benefits, except for the fees for services referred to above.�
	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.  ...�
	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 ...�
	Contact details�
	14 LEA can be contacted by sending a letter to the following address:�
	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 hund...�
	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 25 years and 33 years experience respectively in the provision of valuation advice (and related adviso...�
	Declarations�
	3 This report has been prepared at the request of the Directors of Prime to accompany the Scheme Booklet to be sent to Prime shareholders.  It is not intended that this report should serve any purpose other than as an expression of our opinion as to w...�
	Interests�
	4 At the date of this report, neither LEA, Mr Edwards nor Mr Holt have any interest in the outcome of the proposed Scheme.  With the exception of the fee shown in Appendix A, LEA will not receive any other benefits, either directly or indirectly, for ...�
	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 a...�
	Indemnification�
	6 As a condition of LEA’s agreement to prepare this report, Prime 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 Prime which is false or misl...�
	Consents�
	7 LEA consents to the inclusion of this report in the form and context in which it is included in the Scheme Booklet.�
	Glossary�

	Untitled Extract Pages.pdf�
	Introduction�
	1 On 9 December 2019, Prime Media Group Limited (Prime or the Company) announced that Seven West Media Limited (SWM) has agreed to allow Prime to pay a fully franked special dividend of 3.0 cents per share (Special Dividend) subject to implementation ...�
	2 The Prime Board has announced an intention to pay the Special Dividend, conditional on the Scheme becoming effective.  If the Scheme is implemented and the Special Dividend is paid, Prime shareholders on the Scheme Record Date will receive:�
	(a) 0.4582 SWM shares for each Prime share held (the Scheme Consideration); plus�
	(b) the Special Dividend of 3.0 cents per Prime share.�

	3 Importantly, the number of SWM shares to be received for each Prime share under the Scheme has not changed.  Accordingly, the Revised Proposal (which we have defined to include the Special Dividend) is superior to the Scheme announced on 18 October ...�
	4 Prime shareholders should note that the Special Dividend will only be paid if the Scheme is implemented and if the Prime Board determines to pay the Special Dividend.  The Prime Board has stated that it will determine to pay the Special Dividend at ...�
	Scope�
	5 Given the above, the Directors of Prime have requested that we prepare this letter stating whether, in our opinion, the Revised Proposal from SWM for all the shares in Prime is fair and reasonable to, and in the best interests of Prime shareholders.�
	Opinion on the Revised Proposal�
	6 Pursuant to the Australian Securities & Investments Commission (ASIC) Regulatory Guide 111 – Content of expert reports (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 s...�
	Valuation of Prime�

	7 In our report dated 14 November 2019, we assessed the value of Prime shares on a 100% controlling interest basis at between 21.0 and 24.0 cents per share.�
	8 We are not aware of any material events which have subsequently occurred which would cause us to amend the above valuation range.  Further, we note that Prime management reconfirmed their previous EBITDA guidance for FY20 of between $23 million and ...�
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