Diploma Group Ltd
(DGX $0.48) Buy

3 March 2010 4
14
>
14
14

Contact Details ,

Analyst

Gavin Allen

Telephone: +61 89488 1413

Facsimile: +61 89488 1479

Email: gallen@euroz.com.au

International Toll Free
(If calling to Euroz from the following
countries)

Germany 0800 1800 554
Switzerland 0800 835 385
Hong Kong 800900936
Malaysia 1800 805 002
Singapore 8006161 759
New Zealand 0800 441 271
USA 18772 804 390
United Kingdom 08 000 929 851

Euroz Securities Limited
ACN 089 314 983

Participant of the ASX Group
Authorised to provide financial services
AFSL 243302

EUROZ

SECURITIES LIMITED
AUSTRALIAN RESEARCH

Price Target: $0.76/sh

Reason For Update: Half year result

What we know:

DGX has posted a solid half year result with NPAT of $5.3m up from $0.9m pcp.
$110m in new contracts was added to the orderbook.

Total forward order book is $610m.

DGX is tendering or negotiating on a further $300m in new work.

A 1cinterim dividend has been declared.

We have no reason to change our full year expectations at this stage, and on that basis,
DGX trades very cheaply at 4.6x forecast 2010 earnings.

What we think:

The DGX result was up significantly on the pcp (up 462%) and the stock traded from
around 30c to 50c on the back of the improved performance.

Property Development:

That said, we continue to believe the second half can be stronger still as 2 further
projects (Gateway South Joondalup and Rise Apartments) settle. In the half just gone, it
was primarily the settlement of the Sky apartments that drove property development
earnings.

In 2011 the property development pipeline includes the Zenith project (75% presold)
and Joondalup stages 2 and 3 (marketing to commence shortly).

In 2012, Eleven 78 (94% presold) and Allure in Rockingham contributes.

In general the development pipeline is solid and demand for the product strong,
particularly in the mid priced product typically offered by Diploma.

Financing remains tight, however Diploma have managed to finance developments all
the way through the GFC and conditions are improving.

As always, the timing of settlements means development earnings will be lumpy,
however the pipeline is sufficient to suggest strong earnings for a number of years.

Indicatively, property development is currently contributing 35% of total revenues; we
would expect this to increase to 50% over the next few years.

Construction:

The construction business targets $20m to $150m size construction projects and has a
current orderbook of $300m and opportunities identified of a further $300m.

This is a solid position to be in given revenue generated for the first half of $75m.

In addition, the construction division also performs work internally for the property
development division. The margin is generated by the construction division, however
often is not recognised until settlement and this will also tend to skew earnings
somewhat.
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» Investment Case:
DGX is trading on a PE of 4.6x our 2010 forecast NPAT.

Our forecasts in 2011 and 2012 call for similar levels of income based on the property
development opportunities we aware of.

Growth is possible (and this is certainly managements expectation) and in general, we
don’t see the next few years being as lumpy as perhaps a PE of 4.6x would otherwise
suggest.

Peers such as Finbar are comfortably trading at 7x guided earnings and we believe this
is also were DGX will get to as it gains relevancy.

In short, we believe DGX are currently trading on the expectation the second half will be
similar to the first, in our view however the second half will be stronger and this should
see DGX trade up.

We retain our price target at $0.76, or 7 x our 2010 expectations achieved by the full year
result.

Allinformation and advice is confidential and for the private information of the person to whom it is provided and is provided without any responsibility or liability on any
account whatsoever on the part of Euroz Securities Limited or any member or employee thereof. Refer to full disclaimer at the end of this document.
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DIPLOMA GROUP LTD (DGX)

YEAR END 30 JUNE

P

PERFORMANCE RATIOS

09A 10F 11F 12F

Income Statement
Sales

Other

Revenue

Operating costs
EBITDA

Depreciation

Other non cash

EBIT

Net Interest income/(expense)
Associates

Other income/(expense)
Abnormal items (pretax)
EBT

Tax expense
Discontinued operations
Minority interest
Reported Earnings
Dividends

Adjustments (one off)
Retained earnings
Normalized Net Profit

09A 10F 11F 12F
1435 219.0 227.7 236.0
0.8 0.0 0.0 0.0
144.4 219.0 227.7 236.0
-140.8 -200.0 -208.7 -217.5
36 19.0 19.0 18.5
03 -03 -04 -05
0.0 0.0 0.0 0.0
33 18.7 18.6 18.0
-0.1 -0.1 0.0 0.0
0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0
3.2 18.6 18.6 18.0
-1.2 56 56 54

Growth and Margins
Revenue Growth

EBITDA Growth

EBIT Growth

Normalized Net Profit Growth
EBITDA margin

EBIT margin

Normalized net profit margin
Effective tax rate

n/a  53% 4% 4%
n/a 433% 0% -3%
n/a 465% 0% -3%
n/a4753% -0.2% -3.2%
25% 87% 8.4% 7.8%
23% 85% 82% 7.6%
1.6% 6.0% 57% 53%
37% 30% 30% 30%

Liquidity
Capex/depreciation (x)
Current ratio (x)

Quick ratio (x)
Receivable days
Payable days

33 2.8 2.2 1
0.9 1.5 14 1
0.9 1.3 14 1
18 25 26 3
22 26 23 2

Risk Measures
Dividend Cover (x)
Payout ratio (%)

Net interest cover (x)

n/a n/a n/a n/a
59% 27% 27% 28%
40.9 223.7 530.5 9503

Cash Flow (ASm)

Pretax Profit

+ Depreciation

- Tax Paid

+inc (- dec) in provisions

- Profit/+ loss on disposal

+/- Other

Gross Cashflow

- Capital expenditure

+/- Changes in working capital
Operating Free Cashflow
+/- Investments

- Dividends

+ Proceeds from equity raised
+ Acquisition

+/- Minority interests

+/- Other

Net cashflow

Cash at beginning of period
Net debt at end of period

-185.2 60.5 23.2 10.5
-0.3 0.0 0.0 0.0
04 -36 -36 -36

0.0 0.0 0.0 0.0
-2.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0
65.0 0.0 0.0 0.0

-1228 569 196 6.9
20.1 -102.7 -458 -26.2

-102.7 458 -26.2 -19.2

Net debt/equity (%) 1126% 213% 71% 35%
Returns

Return on average capital employed (%) 35% 134% 80% 580%
WACC (%) 10%

Return on assets (%)
Return on average equity (%)
Company cost of equity (%)

2% 12% 16% 15%
22% 94% 56% 39%
14%

SHARE DATA/VALUATION

09A 10F 11F 12F

Balance Sheet ($m)

Cash

Receivables

Inventories

Other

Current Assets
Receivables

Inventories
Property/Plant/Equipment
Equity Accounted Investments
Intangibles

Deferred tax assets

Other

Non Current Assets

Total Assets

Payables

Interest bearing liabilities
Current tax payable
Provisions

Current Liabilities
Payables

Interest bearing liabilities
Tax liabilties

Provisions

Non Current Liabilities
Total Liabilities

Net Assets

Contributed equity
Reserves

Retained profits
Minority Interests
Total equity

09A 10F 11F 12F
59 142 138 208
454 383 453 486
995 431 318 318
0.2 0.2 0.2 0.2
1509 95.8 91.1 101.3
2.1 1.7 2.1 2.2
198 185 136 136
1.9 2.5 29 33
0.9 0.9 09 09
2.0 2.0 2.0 2.0
0.0 0.0 00 0.0
0.9 0.9 09 09
27.5 264 223 228
178.4 122.2 113.4 124.2

-56.1 -393 -41.0 -427
-108.3 -20.0 -20.0 -20.0

167.9 -62.9 -64.6 -66.3

-0.3 -40.0 -20.0 -20.0
0.0 0.0 00 0.0
-0.1 -01  -0.1  -0.1
-1.4 -40.8 -20.8 -20.8
-169.3 -103.7 -85.4 -87.2
9.1 18.6 28.0 37.0

1.1 1.1 1.1 1.1

72 166 260 351
00 00 00 00

Share Data

Issued shares (m)
Weighted ave shares (m)
Fully diluted shares (m)
Basic EPS (A$)

YoY change (%)

Fully diluted EPS (AS)
YoY change (%)

Fully diluted normalised EPS (AS)

YoY change (%)
Dividend/share (AS)
Franking (%)

Gross cashflow/share (AS)
NBV/share (AS)
NTA/Share (AS)

120.0 120.0 120.0 120.0
120.0 120.0 120.0 120.0
120.0 120.0 120.0 120.0
002 011 011 0.1
n/a 542% 0% -3%
002 011 011 0.11
n/a 475% 0% -3%
002 0.11 0.11 0.105
n/a 475% 0% -3%
0.01 003 0.03 0.03
100% 100% 100% 100%
-0.58 011 0.11 0.1
008 0.15 023 031
006 0.14 022 0.29

Valuation
PER (Basic) (x)
PER (Fully diluted) (x)

PER (Fully diluted, normalized) (x)

n/a 4.6 46 48
n/a 4.6 46 48
n/a 4.6 46 48

P/CFPS (x) n/a 4.5 4.5 4.6
Price/NBV (x) n/a 3.2 2.1 1.6
Price/NTA (x) n/a 3.6 23 1.7
Dividend Yield (%) 20% 6.0% 6.0% 6.0%
Fully diluted normalized 3 yr EPS Cagr (%) n/a n/a n/a n/a
PEG ratio (x) n/a n/a n/a n/a
EV 162.7 1058 86.2 79.2
EV/EBITDA (x) 45.6 8.5 8.5 8.8
EV/EBIT (x) 49.1 8.7 8.7 9.0
EV/Revenue (x) 1.1 0.7 0.7 0.7
NPV/SOP (AS) 0.20

OTHER INFORMATION
Estimated free float

12-mth High/Low (A$/sh)
Average daily volume (AS$m)
ASX Code

Next result

0.44/0.10

0.0

DGX

Feb 10 (HY10 results)

9.1 18.6 28.0 37.0

COMPANY DESCRIPTION

Diploma Group Limited (DGX) is a commercial construction and property
development business which offers a complete vertically integrated model
by managing the entire design process of a project, from initial concept
through to final delivery of the end product. The company has two divi-
sions, Diploma Construction and Diploma Properties which are responsible
for carrying out the business activities.

Allinformation and advice is confidential and for the private information of the person to whom it is provided and is provided without any responsibility or liability on any
account whatsoever on the part of Euroz Securities Limited or any member or employee thereof. Refer to full disclaimer at the end of this document.




Diploma Group Ltd FURODZ

SECURITIES LIMITED
AUSTRALIAN EQUITIES RESEARCH

Disclaimer
Copyright & Distribution

The material contained in this communication (and all attachments) is prepared for the
exclusive use of clients of Euroz Securities Ltd (ACN 089 314 983) (“Euroz”) only. Euroz
is the holder of an Australian Financial Services Licence (AFSL 243302) issued by the
Australian Securities and Investments Commission (“ASIC") and is a participant of the
Australian Securities Exchange Group (“ASX Group”).

The information contained herein is confidential and may be legally privileged. If you are
not the intended recipient no confidentiality is lost nor privilege waived by your receipt
of it. Please delete and destroy all copies, and contact Euroz on (+618) 9488 1400. You
should not use, copy, disclose or distribute this information without the express written
authority of Euroz.

Disclaimer & Disclosure

Euroz and its associates declare that they deal in securities as part of their securities
business and consequently may have a relevant interest in the securities recommended
herein (if any). This may include providing equity capital market services to their issuing
company, hold a position in the securities, acting as principal or agent, or make a market
therein and as such may effect transactions not consistent with the recommendation
(if any) in this report.

Euroz declares that it may have acted as an underwriter, arranger, co-arranger or advisor
in equity capital raisings, and will have received a fee for its services, for any company
mentioned within this report during the last 12 months.

You should not act on any recommendation issued by Euroz without first consulting
your investment advisor in order to ascertain whether the recommendation (if any)
is appropriate, having regard to your investment objectives, financial situation and
particular needs. Nothing in this report shall be construed as a solicitation to buy or sell
a security, or to engage in or refrain from engaging in any transaction.

Euroz believes that the information and advice contained herein is correct at the time
of compilation, however we make no representation or warranty that it is accurate,
complete, reliable or up to date, nor do we accept any obligation to correct or update
the opinions in it. The opinions expressed are subject to change without notice. No
member of Euroz accepts any liability whatsoever for any direct, indirect, consequential
or other loss arising from any use of this material.

We cannot guarantee that the integrity of this communication has been maintained, is
free from errors, virus interception or interference.

Allinformation and advice is confidential and for the private information of the person to whom it is provided and is provided without any responsibility or liability on any
account whatsoever on the part of Euroz Securities Limited or any member or employee thereof. Refer to full disclaimer at the end of this document.




