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Dear Sirs 

Independent Expert Report on the proposed Disposal of Bytes UK and 
Distribution of the Convertible Notes to Altron Ordinary Shareholders 

Capitalised terms contained herein shall bear the meanings ascribed thereto in the Circular to Altron 
shareholders dated on or about 3 November 2020, unless otherwise defined herein 

Introduction (s112(3)(b)) 

In terms of the announcement published on the Stock Exchange News Service (“SENS”) operated 
by the JSE Limited (“JSE”) by Allied Electronics Corporation Limited (“Altron”) on 2 April 2020, as 
part of its FY2020 strategic review the Altron Board had assessed each of the business units within 
Altron to identify opportunities which have the potential to create value for Altron Shareholders. The 
Altron Board resolved to pursue a separate listing of, and an offer for subscription for Shares in, 
Bytes UK HoldCo Limited (“Bytes UK”) on the London Stock Exchange (“LSE”) (with a secondary 
inward listing on the JSE) and a distribution of Altron’s remaining interest in Bytes UK to Altron 
Shareholders. 

In order to give effect to the above, Altron, through Bytes UK HoldCo Proprietary Limited (“Bytes 
SA”), will dispose of its A ordinary share in Bytes UK to a newly established company in the UK, 
Bytes Technology Group plc (“Bytes UK HoldCo”) (“the Disposal”). Bytes UK HoldCo will settle the 
purchase consideration for the A ordinary share in Bytes UK through the issue of Convertible Notes 
to Bytes SA. Bytes SA and the intermediate Altron Group companies will distribute the Convertible 
Notes to Altron as a dividend in specie in terms of section 46 of the Companies Act. Altron will 
retain 9.0% of the Convertible Notes, which will each be redeemed for cash to settle a portion of 
its loan obligations and optimise its capital structure.  

Subject to fulfilment of the condition that all necessary shareholder approvals are obtained and 
upon Admission of Bytes UK HoldCo Shares as trading on the LSE, Altron will distribute the balance 
of the Convertible Notes to Altron Ordinary Shareholders as distribution in specie in terms of section 
46 of the Companies Act (“the Distribution”).  
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Following the Distribution, a portion of the Convertible Notes will be redeemed for cash and the 
balance of the Convertible Notes will be automatically converted into new shares to be issued by 
Bytes UK HoldCo to Altron Ordinary Shareholders (“Converted Shares”).  

The Bytes UK HoldCo Shares, including the Converted Shares, will be listed on the LSE and JSE. 

Post the implementation of the Disposal and the Distribution (collectively “the Transaction”) as 
described above, Altron Ordinary Shareholders will beneficially hold: 

(i) Altron Ordinary Shares (except to the extent disposed of after the Record Date for the 
Distribution);  

(ii) cash, to the extent that their Convertible Notes have been redeemed, (and in respect of any 
fractional entitlements to Converted Shares); and  

(iii) Converted Shares to the extent that their Convertible Notes have been converted (except 
in respect of any fractional entitlements).  

Altron will, following implementation of the Transaction, have no further interest in or obligations to 
Bytes UK HoldCo. 

In summary, the separation of Bytes UK from Altron will be made by way of: 

— the disposal by Altron of all its shares in Bytes UK, constituting a category 1 disposal in terms 
of the JSE Listings Requirements and the disposal of the greater part of the assets of Altron in 
terms of section 112 of the Companies Act (read with section 115 of the Companies Act), to the 
newly established Bytes UK HoldCo in consideration for Convertible Notes; and 

— the distribution in specie of Convertible Notes by Altron to Altron Ordinary Shareholders, 
constituting the disposal of the greater part of the assets of Altron in terms of section 112 of the 
Companies Act (read with section 115 of the Companies Act), in the ratio of 0.5 Convertible 
Note for every 1 Altron Ordinary Share held. 

Full details of the Transaction are contained in the Circular to Altron shareholders (“the Circular”) 
to be dated on or about 3 November 2020, which will include a copy of this letter. 

The material interests of the directors of Altron and the effect of the Transaction on those interests 
and persons are set out in section 6.7 of the Circular. 

Scope (s112(2)) 

In terms of section 112 of the Companies Act, as read together with regulation 90 of the 
Regulations, the Independent Board of directors of Altron (the “Altron Independent Board”) is 
required to appoint an independent expert who meets the requirements of section 112 of the 
Companies Act to provide an Independent Expert Report (in the form of a fair and reasonable 
opinion) with regards to the Transaction. 

KPMG Services (Proprietary) Limited (“KPMG”) has been appointed by the Altron Independent 
Board as the Independent Professional Expert to advise on whether the terms and conditions of 
the Transaction are fair and reasonable to the shareholders of Altron. 

Our work and findings shall not in any way constitute recommendations regarding the completion 
of the Transaction. 
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Responsibility (Reg 90(6)(a)) 

The compliance with the Companies Act is the responsibility of the Altron Independent Board. Our 
responsibility is to report on the terms and conditions of the Transaction in compliance with the 
related provisions of the Companies Act. 

We confirm that our fair and reasonable opinion has been provided to the Altron Independent Board 
for the sole purpose of assisting the Altron Independent Board in forming and expressing an opinion 
for the benefit of the Altron shareholders. 

Definition of the terms “fair” and “reasonable” (s 110(8), (9)) 

Fairness 

A transaction will generally be considered fair to a company’s shareholders if the benefits received 
by the shareholders, as a result of the transaction, are equal to or greater than the value 
surrendered by the shareholders. The assessment of fairness is primarily based on quantitative 
issues.  

The Disposal may be considered to be fair if the consideration received by Altron for its ownership 
in Bytes UK is greater than or equal to the fair value of its ownership in Bytes UK. 

The Distribution may be considered to be fair if the cash to be received by shareholders for the 
Convertible Notes will be greater than or equal to the fair value of those Convertible Notes. In terms 
of regulation 110(8) of the Regulations, an offer with a consideration within the fair value range is 
generally considered to be fair. 

Reasonableness 

The assessment of reasonableness is generally based on qualitative considerations surrounding 
the transaction. Hence, even though the quantifiable benefits/consideration received by Altron 
shareholders may be less than the value surrendered by Altron shareholders, the entire transaction 
may still be reasonable in certain circumstances after considering other significant qualitative 
factors. 

In terms of regulation 110(9) of the Regulations, an offer with an offer consideration per offer share 
above the offeree company’s traded share price at the relevant time, is generally considered to be 
reasonable. However, the shares in Bytes UK are not traded, therefore our assessment of 
reasonableness is restricted to qualitative considerations. 

Information utilised and procedures performed (Reg 90(6)(d), (e), (f) and Reg 110(10)) 

Key fairness considerations 

In arriving at our opinion, we have undertaken the following procedures in evaluating the fairness 
of the Transaction: 

— considered the rationale for the Transaction, as set out in the Circular and based on discussions 
with management of Altron, management of Bytes UK and its advisors; 

— obtained an understanding of the structure and terms and conditions of the Transaction based 
on the Circular; 
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— held discussions with the directors and management of Altron and Bytes UK to establish the 
strategy of Bytes UK and considered such other matters as we considered necessary, including 
the prevailing economic and market conditions and trends in the industry; 

— reviewed all financial information provided to us by management, including all publicly available 
information, specifically: 

- reviewed the Altron Integrated Report for the year ended 29 February 2020; 

- reviewed the consolidated financial statements of Bytes UK for the financial years ended 
28 February 2018, 28 February 2019 and 29 February 2020; 

- reviewed the unaudited management accounts of Bytes UK for the period ended 31 July 
2020; and 

— reviewed the Bytes UK financial model (“the Financial Model”) and the basis of the assumptions 
therein including the prospects of the business. This review included an assessment of the 
recent historical performance to date as well as the reasonableness of the outlook assumed 
based on discussions with management; 

— reviewed the process followed in the preparation of the financial model and reliance placed 
thereon by Altron directors; 

— reviewed the reasonableness of material assumptions in the financial model relating to discount 
rates, inflation rates, gross profit, EBITDA margins, growth assumptions and key economic 
parameters used in order to test the operation of the model; 

— adjusted the financial model to reflect KPMG’s assumptions of cost of capital and of future 
macro-economic variables such as risk-free rates and inflation rates applicable to the 
jurisdiction in which Bytes UK operates; 

— stress tested the material assumptions applied in the financial model which included, inter alia, 
discount rate, inflation rate, gross profit margins, EBITDA margins, growth rates and key 
economic parameters used in order to test the operation of the model; 

— evaluated the relative risks associated with Bytes UK and the industry in which it operates; 

— reviewed certain publicly available information relating to Altron and Bytes UK, including 
company announcements, analyst reports and media articles; and 

— considered any further material adjustments to value based on matters arising in the period 
from 31 July 2020 to the date of this opinion. In particular, we have adjusted for the dividends 
declared by Bytes UK between 31 July 2020 and the date of this opinion. 

Key qualitative considerations 

In arriving at our opinion, we have also considered the following key qualitative considerations in 
evaluating the reasonableness of the Transaction: 

— consideration of the rationale for the Transaction and the benefits thereof to Altron as set out in 
the Circular and based on discussions with members of the Altron Independent Board;  

— our understanding of the Transaction process and of the extent of the negotiations and resulting 
agreements in respect of the Transaction. 
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Valuation (Reg 90(6)(f), (g)) 

KPMG performed a valuation of Bytes UK to determine whether the Transaction offer consideration 
is fair and reasonable in terms of section 112 of the Companies Act (as read together with 
regulation 90 of the Regulations).  

The discounted cash flow methodology was the primary valuation methodology employed. This 
was supplemented with the capitalisation of maintainable earnings methodology. 

The valuation was performed taking cognisance of risk and other market and industry factors 
affecting Bytes UK.  

Additionally, sensitivity analyses were performed considering key assumptions pertaining to: 

— risk-free rates and market risk premiums; 

— company specific risk premiums applied; 

— the terminal growth rate used; 

— growth rates applied to gross profit in the medium to long-term; and 

— EBITDA margins applied. 

Key value drivers to the valuation included the discount rate, specifically: 

— a market risk premium of 5.0% for Bytes UK was applied in our calculations;  

— a risk-free rate of 1.6% based on a blended average of the30-year long-term UK government 
bond and the long-term outlook beyond 30 years; and 

— a beta, based on selected comparable companies, of 0.91. 

Other key value drivers included gross profit margins, EBITDA margins, future growth in the 
business and a discount for lack of liquidity given that the shares in Bytes UK are not traded. 
Prevailing market and industry conditions were also considered in assessing the risk profile of Bytes 
UK. 

In undertaking the primary valuation exercise above, we determined a valuation range of Altron’s 
holding in Bytes UK of GBP406.7 million to GBP487.9 million with a most likely value of GBP447.3 
million. 

The valuation above is provided solely in respect of this fair and reasonable opinion and should not 
be used for any other purposes. 

We performed the following sensitivity analyses on key assumptions included in the valuation 
model: 

— we performed a sensitivity analysis on the discount rate used to value Bytes UK. We applied a 

10.0% (multiplicative) company specific risk premium for the top end of our range, and a 20.0% 

(multiplicative) company risk premium for the low end of our range. The 10.0% company specific 

risk premium, applied for the top end of our range, yielded a 20.0% increase in the value of 

Bytes UK; 

— we performed a sensitivity analysis on the terminal growth rate applied to the forecasts. A 1.0% 

increase in the terminal growth rate resulted in an 8.1% increase in the value of Bytes UK. 



Allied Electronics Corporation Limited 

Independent Expert Report on the proposed Disposal of Bytes UK and Distribution of the Convertible Notes to Altron 
Ordinary Shareholders 

28 October 2020 

 

KPMG Independent Expert Report Altron final 28 Oct 2020 Document classification: KPMG Confidential 6 

 

 

Conversely, a 1.0% decrease in the terminal growth rate resulted in an 6.3% decrease in the 

value of Bytes UK; 

— we performed a sensitivity analysis on the growth rate applied to the medium to long-term 

portion of the forecasts. A 1.0% increase, per year, in the growth rate resulted in a 6.3% 

increase in the value of Bytes UK. Conversely, a 1.0% decrease, per year, in the growth rate 

resulted in an 5.9% decrease in the value of Bytes UK; and 

— we performed a sensitivity analysis on the EBITDA margin applied to the medium to long-term 

portion of the forecasts. A 1.0% increase, per year, in the margin resulted in an 2.5% increase 

in the value of Bytes UK. Conversely, a 1.0% decrease, per year, in the margin resulted in an 

2.5% decrease in the value of Bytes UK. 

Disposal 

We determined the quantum of the consideration to be received by Altron as GBP416.3 million 
based on the following inputs:  

— a minimum price per Bytes UK HoldCo share of GBP1.89; and 

— the number of Bytes UK HoldCo shares issued to Bytes SA of 220 506 494. 

We have compared this consideration to our valuation range of Altron’s holding in Bytes UK of 
GBP406.9 million to GBP487.9 million with a most likely value of GBP447.3 million and note that 
the consideration for the Disposal falls within our value range. 

Distribution 

With respect to those Convertible Notes to be redeemed for cash,  the cash to be received by the 
Altron shareholders for the Convertible Notes will be equal to the traded price per share in Bytes 
UK HoldCo upon listing, subject to the minimum price set out above of GBP1.89 per Bytes UK 
HoldCo Share.  

We have determined the value range of a Bytes UK HoldCo Share based on the following inputs: 

— our valuation of Altron’s total holding in Bytes UK prior to the Transaction;  

— adjustments for relevant items on the balance sheet of Bytes UK HoldCo as set out in the pro 
forma financial information in the circular;  

— consideration of the expected liquidity of the Bytes UK HoldCo Shares as a result of being 
traded; 

— consideration of the lack of control that Altron shareholders will have over Bytes UK HoldCo; 
and 

— the total number of Bytes UK HoldCo Shares in issue. 

Based on the above, we determined a valuation range of Bytes UK HoldCo of GBP1.75 per share 
to GBP2.09 per share with a most likely value of GBP1.92 per share. We have compared the 
minimum price per Bytes UK HoldCo Share of 1.89 to our valuation range and note that the 
consideration for the Distribution falls within our value range. 
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Opinion (Reg 90(6)(c)) 

KPMG has considered the terms and conditions of the Transaction and, based upon and subject 
to the conditions set out herein, is of the opinion that: 

— the terms and conditions of the Disposal are fair to the Altron shareholders as it falls within the 
valuation range; and 

— the terms and conditions of the Distribution are fair to the Altron shareholders as it falls within 
the valuation range. 

Based on the qualitative considerations set out above, we are of the opinion that: 

— the terms and conditions of the Disposal are reasonable in the circumstances; and 

— the terms and conditions of the Distribution are reasonable in the circumstances. 

Our opinion is necessarily based upon the information available to us up to 22 October 2020, 
including in respect of the financial, regulatory, securities market and other conditions and 
circumstances existing and disclosed to us at the date thereof. We have furthermore assumed that 
all conditions precedent, including any material regulatory, other approvals and consents required 
in connection with the Transaction will be timeously fulfilled and/or obtained.  

Accordingly, it should be understood that subsequent developments may affect this opinion, which 
we are under no obligation to update, revise or re-affirm. 

Limiting conditions (Reg 90(6)(a)) 

This opinion is provided to the Altron Independent Board in connection with and for the purposes 
of the Transaction for the sole purpose of assisting the Altron Independent Board in forming and 
expressing an opinion for the benefit of the Altron shareholders. This opinion is prepared solely for 
the Altron Independent Board for use in the indicated manner and therefore should not be regarded 
as suitable for use by any other party or give rise to third party rights. This opinion does not purport 
to cater for each individual shareholder’s perspective, but rather that of the general body of Altron 
shareholders. Should an Altron Shareholder be in doubt as to what action to take, he or she should 
consult an independent adviser. 

An individual Altron Shareholder’s decision as to whether to vote in favour of any Transaction may 
be influenced by his particular circumstances. The assessment as to whether or not the Altron 
Independent Board decides to recommend the Transaction is a decision that can only be taken by 
the Altron Independent Board. 

We have relied upon and assumed the accuracy of the information used by us in deriving our 
opinion. Where practical, we have corroborated the reasonability of the information provided to us 
for the purpose of our opinion, whether in writing or obtained in discussion with management of 
Altron and Bytes UK, by reference to publicly available or independently obtained information. 
While our work has involved an analysis of, inter alia, the annual financial statements, and other 
information provided to us, our engagement does not constitute, nor does it include, an audit 
conducted in accordance with generally accepted auditing standards.  

Where relevant, the forecasts of Bytes UK relate to future events and are based on assumptions 
that may or may not remain valid for the whole of the forecast period. Consequently, such 
information cannot be relied upon to the same extent as that derived from audited financial 
statements for completed accounting periods. We express no opinion as to how closely the actual 
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future results of Bytes UK will correspond to those projected. Where practicable, we compared the 
forecast financial information to past trends and third-party estimates as well as discussing the 
assumptions inherent therein with the management of Bytes UK. On the basis of these enquiries 
and such other procedures we consider appropriate to the circumstances, we believe that the 
forecasts have been prepared with due care and consideration. 

Our opinion is based on prevailing market, economic and other conditions at the date that this 
opinion was prepared and corresponds with a period of significant volatility in global financial 
markets and widespread macro-economic uncertainty. To the extent possible, we have accounted 
for these conditions in our procedures. However, the factors driving these conditions can change 
over relatively short periods of time. The impact of any subsequent changes in these conditions on 
the global economy and financial markets generally, and the entities being valued specifically, 
could impact upon value in the future, either positively or negatively. 

In light of the emergence and spread of COVID-19, there is uncertainty, which could persist for 
some time, as to what this may mean for Bytes UK. As a result, our work may not have identified, 
or reliably quantified the impact of, all such uncertainties and implications. 

The information and underlying assumptions provided to us represent management’s best 
estimates of Bytes UK’s likely performance as at the date of their preparation. The assumptions 
may need to be reviewed and revised to reflect any changes as a result of COVID-19. In particular, 
there may be uncertainty over the impact of COVID-19 on Bytes UK’s operations and forecasts, 
amongst other things.  

If the information shown in this opinion or the assumptions on which this opinion is based are 
subsequently shown to be incorrect or incomplete, this could have the effect of changing the results 
of the valuation conclusions set out in this opinion and these changes could be material. We are 
under no obligation to amend our opinion for any subsequent event or new information. 

We have also assumed that the Transaction will have the legal, accounting and taxation 
consequences described in discussions with, and materials furnished to us by, representatives and 
advisors of Altron and we express no opinion on such consequences. We have assumed that all 
agreements that will be entered into in respect of the Transaction will be legally enforceable.  

Independence, competence and fees (Reg 90(6)(h), (i))  

We confirm that neither we, nor any person related to us have any direct or indirect interest in Altron 
Shares or the Transaction. We confirm that neither we nor any person related to us have any 
existing or continuing relationship with the issuer and/or any other parties involved in the 
Transaction and have not had such relationship within the immediately preceding two years.  

We also confirm that neither we nor any person related to us (as contemplated in the Companies 
Act) (i) hold any direct or indirect interest in the Transaction; and (ii) have any other relationship or 
appointments with Altron or its advisors, nor have had any such relationship within the immediately 
preceding two years, and are independent as contemplated in terms of section 114(2)(b) and 
regulations 90(3)(a) and 90(6)(i) of the Regulations and will reasonably be perceived to be 
independent.  

Furthermore, we confirm that our professional fees of approximately R560 000 are not contingent 
upon the success of the Transaction. Our fees are not payable in shares. 
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Consent (Reg 90(6)(b)) 

We consent to the inclusion of this letter and the reference to our opinion in the Circular to be issued 
to the shareholders of Altron in the form and context in which it appears and in any required 
regulatory announcement or documentation. 

Yours faithfully 

 

 

 

Heather Carswell 
Director, Deal Advisory 
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