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RESULT COMMENTARY  

16 February 2010     

Photon Group Limited  

1H10 Result 

Consumer Discretionary | Media | Australia  

 

Result: 

• NPAT (reported, pre NRIs): up 2% $9.7m vs GSJBW $9.5m  

• EPS (reported, pre NRIs): down 30% to 6.2c vs GSJBW 5.8c  

• DPS: Interim 3c vs GSJBW 3c and pcp 6c  

 

Key Take-outs: 

• EBITDA fell 7% to $37.3m due to lower Internet earnings (down 52% 
to $5.8m) and lower Field Marketing earnings (down 14% to $12.9m). 
All other divisions increased EBITDA. This was in line with our forecast 
and company guidance of $37m.  

• Group net revenue fell by 11% to $196m (GSJBW $224m) given weak 
advertising markets and adverse FX movements. However, EBITDA 
Margin improved from 18.2% to 19.0% given major cost reduction.  

• Gearing remains reasonable with interest cover of 3.2x (EBITA basis) 
and Debt/Equity of 59% (or 78% including earn-outs).  

• Net operating cash flow increased from $8m to $17m due to lower 
working capital. The higher cash flow and share issue proceeds 
($109m) were largely used to fund acquisitions/earn-outs ($75m) and 
debt reduction ($32m). 

• There was no change to PGA FY10 EBITDA guidance. The company 
expects FY10 EBITDA of ~$89m (GSJBW $88m). 

 

Earnings and Valuation Impact: 

• No change. 

 

Investment View: 

• No change to our Hold recommendation. We believe PGA has an 
attractive valuation (i.e. FY10 PER 5.4x, yield 7%) and group earnings 
are leveraged to a recovery in the marketing/advertising sector. 
However, we believe the company needs to demonstrate signs of 
sustainable earnings recovery (ie achievement of FY10 EBITDA 
guidance of ~$89m). In our view, past gearing issues and EPS 
downgrades have negatively impacted investor confidence in PGA. For 
example, we have downgraded our PGA EPS forecast three times in the 
past 6 months.  

   

George Batsakis | +61 3 9679 1245 | george.batsakis@gsjbw.com 
Will Charlston | +61 3 9679 1813 | will.charlston@gsjbw.com 
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Key Information 
Stock Code PGA 

Share Price $1.15 

12 Month Price Target $1.50 

Expected 12M Total Return 37.4% 
 

Investment Data 
Issued Capital 178.4m 

Market Capitalisation $205m 

% of S&P 200 Index na 

Free Float 55% 

Turnover $10.5m/month 

12 Month Price Range 218¢-80¢ 

Debt/Equity 58.7% 
 

Investment Arithmetic 
Jun year end 09A 10E 11E 12E

Net Profit Rep. ($m) 21.4 20.4 30.4 34.1

NPAT Pre-NRI's ($m) 35.8 34.9 38.0 41.7

EPS Adj. (¢) 30.4 21.2 21.6 23.7

EPS Growth (%) -5.3 -30.3 1.9 9.7

PER (x) 3.8 5.4 5.3 4.9

Relative PER (%) -77.4 -66.1 -57.4 -55.2

Dividend (¢) 12.5 8.0 9.0 10.0

Yield (%) 10.9 7.0 7.8 8.7

Franking (%) 100 100 100 100

FCFPS (¢) 26.4 20.7 20.9 22.8

P:FCFPS (x) 4.4 5.6 5.5 5.0

EV/EBITDA (x) 5.5 5.4 4.9 4.5

BV (¢) 256 222 230 240

P/BV (x) 0.4 0.5 0.5 0.5

Av. Full Dil. Shares (m) 118.0 164.5 175.9 175.9

 
 

Share Price Chart 

 
 

Relative Price Performance 

 1m 3m 12m

vs. S&P 200: -14.1% -30.3% -7.6%

vs. MSCI - World: -17.5% -32.8% 23.7%

 
 

Source: Company data, IRESS, and GSJBW Research estimates.  
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KEY TAKE-OUTS FROM THE RESULT 

1H10 NPAT of $9.7m was in line with our forecast and the company's guidance ($9.5m). PGA 
provided 1H10 trading update on 27 January. 
 
1H10 EPS declined 30% due to dilution from PGA's equity issue. EBITDA fell by 7% to $37m 
(GSJBW $37m). However, this was offset by lower interest expense (down 15% to $12.2m) 
and lower tax rate (ie 34% vs 37% in pcp).  
 
Group EBITDA was underpinned by major cost reduction which led to higher profit margin. 
Labour costs fell by 10% to $131m. Group EBITDA margin increased from 18.0% to 19.2%. 
The higher $A also reduced EBITDA by $2m. 
 
Net Group revenue fell 11% to $196m (GSJBW $222m) given adverse FX movements and 
weak advertising markets. Revenue fell for all divisions except Integrated Communications 
(which was flat). 
 
NRIs of $8.7m as previously reported. These items comprised a loss on the divestment of 
Geekversity ($5.5m) and DBS impairment charge ($3.2m). 

 
Net operating cash flow increased from $8m to $17m due to lower working capital and a fall 
in cash interest. The higher cash flow and equity proceeds ($109m) were used to fund 
acquisitions/earn-out payments ($75m), debt reduction ($32m), capex ($2m), IT 
development costs ($4m) and dividends ($8m). 
 
 Gearing remains reasonable with 1H10 interest cover of 3.2x (EBITA basis) and Debt/Equity 
of 59% (or 78% including earn-outs). In 1H10, net debt fell from $261m to $233m (including 
DBS payment of $20m) with earn-outs falling from $112m to $70m. 
 

EARNINGS AND VALUATION IMPACT 

There was no change to our earnings forecasts. We upgraded our EBITDA forecast for 
Strategic Intelligence and Integrated Communications. However, this offset a reduction in our 
EBITDA forecast for other divisions.  
 
We reduced our share price target from $1.90 to $1.50. This new target reflects a FY10 PER 
of ~7x. This PER is below the average FY10 GSJBW Small Industrials PER of 14x. The share 
price target is also below our DCF valuation of $2.50 per share. However, we do not expect a 
rerating of the PGA share price until there is demonstration of a sustainable improvement in 
earnings.  
 

OUTLOOK AND KEY STOCK DRIVERS 

PGA expects FY10 EBITDA of ~$89m (ie in line with pcp). The company stated 2Q10 trading 
improved on 1Q10 trading. Also trading in January/early February is in line with budget.  
 
PGA's FY10 EBITDA forecast assumes 2H10 EBITDA of ~$52m. This is above FY10 first half 
EBITDA of $37m given seasonality and is in line with 2H09 EBITDA of $52.7m (pre NRIs). We 
believe this is an achievable target but not without risk. For example, the higher 2H10 
EBITDA requires a major improvement in Internet earnings (ie from $5.8m in 1H10 to 
~$13m in 2H10). We also believe the equity market's confidence in the PGA earnings outlook 
is relatively low given disappointing trading updates in the past 6 months. For example, we 
have downgraded our EPS forecasts three times in the past six months.  
 
We believe PGA's marketing businesses are well placed to benefit from a cyclical upturn in 
the advertising sector in FY11-FY12. 1H10 revenue fell by 11% but we expect a return to 
positive growth in FY11-FY12. We expect Internet profit will be boosted by a recovery in the 
US online market, new products, restructuring and the DBS acquisition. Field Marketing is 
likely to return to earnings growth in 2H10 given new clients and expansion initiatives. 
Strategic Intelligence will benefit from major cost reduction and expansion of the Naked 
business. Integrated Communications is well placed to benefit from new clients and a focus 
on growth areas (eg digital, mobile promotions). Specialised Communications is likely to 
benefit from cost reduction programmes and expansion of Frank PR and Hotwire offerings. 
 
 

Result meets 

expectations 

Cost reduction drives 

higher margin 

Revenue Down 11% 

Cash used for earn-outs 

and debt reduction 

PGA forecasts flat FY10 

EBITDA 

Cyclical Recovery in Ad 

market 
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PGA's FY10 PER of 5.4x is well below comparable marketing company PERs. For example, 
MCU and SLM trade on FY10 PERs of 12x and 13x respectively. We believe PGA's PER has the 
potential to be rerated closer to MCU/SLM. However, PGA must demonstrate a sustainable 
earnings improvement in order to achieve the PER rerating. For example, achievement of 
FY10 profit guidance would send a positive signal (ie EBITDA improves from $37m in 1H10 to 
$52m in 2H10 to give full-year EBITDA of $89m).  
 

RESULT ANALYSIS 

 
Photon Group: Income Statement ($m)

1H09 2H09 FY09 1H10 Change
$m $m $m $m on pcp

Revenue
Strategic Intelligence 38.2 37.5 75.7 33.8 -11.4%
Internet & E-Commerce 25.3 25.8 51.1 17.1 -32.2%
Field Marketing 74.0 67.2 141.2 67.8 -8.4%
Integrated Comms & Digital 42.8 50.6 93.3 42.8 0.0%
Specialised Communication 41.4 37.9 79.3 34.9 -15.8%
Total Revenue 221.6 219.0 440.6 196.3 -11.4%

EBITDA
Strategic Intelligence 4.9 7.8 12.8 7.3 47.0%
Internet & E-Commerce 12.1 17.0 29.1 5.8 -52.3%
Field Marketing 15.0 12.6 27.6 12.9 -14.0%
Integrated Comms & Digital 5.4 10.3 15.7 9.4 73.8%
Specialised Communication 7.5 8.9 16.4 7.7 2.9%
Other/Intersegment -4.7 -4.0 -8.6 -5.8 24.1%
Group EBITDA 40.3 52.7 93.0 37.3 -7.4%

EBITDA Margin
Strategic Intelligence 12.9% 20.9% 16.9% 21.5% 850 bps
Internet & E-Commerce 47.7% 65.9% 56.9% 33.6% -1410 bps
Field Marketing 20.3% 18.7% 19.6% 19.1% -120 bps
Integrated Comms & Digital 12.7% 20.4% 16.8% 22.0% 940 bps
Specialised Communication 18.1% 23.5% 20.7% 22.1% 400 bps
Group EBITDA Margin 18.2% 24.1% 21.1% 19.0% 80 bps

Source: Company data  
 
Internet EBITDA fell by 52% to $5.8m with revenue down 32% to $17m. This was due to 
softer US online advertising, underperforming Geekdom division and investment in new 
products.  
 
Integrated Communications & Digital EBITDA increased 74% to $9.4m despite flat revenue of 
$42.8m. EBITDA margin improved from 13% to 22%. The division benefited from new clients 
and improved margin from existing clients. 
 
Specialised Communication increased EBITDA by 3% to $7.7m. However, revenue fell by 
16% to $34.9m. The Division focused on profitable clients and benefited from major cost 
reduction. Headcount was reduced by 12%. EBITDA margin improved from 18% to 22%.  
 
Strategic Intelligence increased EBITDA by 47% to $7.3m due to major cost reduction. 
Headcount fell by 13%. EBITDA margin improved from 13% to 21%. The cost reduction and 
higher margin offset lower revenue (ie down 12% to $33.8m).  
 
Field Marketing EBITDA fell by 14% to $12.9m with revenue down 8% to $67.8m. Results 
were impacted by a number of one-off projects which were not repeated in 1H10 (eg ACCC 
grocery price survey). 
 

Cheap Valuation 
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RESULT DETAILS 

% change
6 months to 31 December 1H09 2H09 FY09 1H10 on pcp

$million

Sales 221.7 218.9 440.6 196.3 -11.4%

Operating costs 181.4 166.2 347.7 159.1 -12.3%

EBITDA 40.3 52.7 93.0 37.3 -7.4%
Depreciation and amortisation 9.9 10.6 20.6 10.3 3.4%
EBIT 30.3 42.1 72.4 27.0 -11.0%
Net interest expense/(income) 14.4 12.2 26.6 12.2 -15.4%

Consolidated Pre-tax Profit (pre NRI's) 15.9 29.9 45.9 14.8 -6.9%
Less income tax 5.9 10.8 16.7 5.0 -15.0%
Consolidated NPAT (pre NRIs) 10.0 19.1 29.2 9.8 -2.2%
Equity Share of associated profits (after tax) 0.0 0.0 0.0 0.0
Less outside equity interests 0.6 0.4 1.0 0.1 -79.7%

Preference Dividends 0.0 0.0 0.0 0.0
ADJ NET PROFIT (pre NRIs, pre IFRS) 9.5 18.7 28.2 9.7 2.5%

Non-Recurring Items (post tax) (1) (4.2) (2.6) (6.8) (6.8)
Reported Net Profit 5.3 16.2 21.4 2.9 -45.1%

Intangible Amortisation 4.7 2.9 7.6 3.8
NPAT (pre NRIs, pre Intangible Amort'n) 14.2 21.6 35.8 13.5 -4.6%

Adj EPS (pre NRIs, pre Intang Amort'n) (2) (¢ps) 14.1 21.2 35.3 8.7 -38.5%
Reported EPS (after NRI's) (¢ps) 5.2 15.9 21.1 1.9 -64.0%
Reported NTA (¢ps) (283.0) (311.0) (311.0) (143.0) -49.5%

RATIOS
EBITDA/Sales 18.2% 24.1% 21.1% 19.0%
EBIT/Sales 13.7% 19.2% 16.4% 13.8%
Net interest cover (times) 2.1 3.5 2.7 2.2
Tax rate 37.0% 36.0% 36.4% 33.8%

DIVIDENDS 6.0 6.5 12.5 3.0 ¢ -50.0%
Franking 100% 100% 100% 100% %
@ corporate tax rate 30 30 30 30 %
Books close: 19 Mar 2010
Payable: 30 Mar 2010

CASH FLOW DATA 1H09 2H09 FY09 1H10
6 months to 31 December $million % change

Receipts from customers 370.6 350.5 721.1 344.3 -7.1%
Payments to suppliers and employees (338.8) (306.7) (645.5) (306.8) -9.4%
GROSS OPERATING CASH FLOW 31.8 43.7 75.5 37.5 17.9%

Dividends Received 0.1 0.0 0.1 0.0
Net Interest Paid (11.9) (9.1) (21.0) (9.0) -24.2%
Income Taxes Paid (12.1) (5.2) (17.4) (11.9) -1.7%
Other 0.0 0.0 0.0 0.0
NET OPERATING CASH FLOW 7.9 29.4 37.3 16.6 109.3%

Capital Expenditure (3.0) (3.1) (6.1) (2.1) -29.4%
Proceeds from Sale of PP&E 0.3 0.3 0.5 0.2 -12.7%
Net Proceeds from Sale of Investments/Assets 0.0 0.0 0.0 0.0
Subsidiaries/Businesses purchased (27.7) (12.3) (40.0) (72.9)
Other (2.2) (4.0) (6.2) (4.9)
NET INVESTING CASH FLOW (32.6) (19.1) (51.8) (79.7) 144.1%

Dividends Paid (18.4) (6.4) (24.8) (8.2)
Shares issued/(repurchased) 72.8 (0.0) 72.8 109.1

KEY RATIOS:
Gross Operating Cash Flow/EBITDA 79.0% 83.0% 81.2% 100.6%
Capital Expenditure/Depreciation 0.3 0.3 0.3 0.2
Free Cash Flow  (pre Dividends) 4.9 26.3 31.2 14.5 194.5%

(post Dividends) (13.5) 19.9 6.4 6.3
Source: Company data, GSJBW Research estimates
(1) NRIs include: profit/loss on asset sales/restructuring charges
(2) Before theoretical ex-rights adjustment to share base   
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Financial Summary | PGA 

Year End Jun 2009H 2010E 2011E 2012E 2013E Year End Jun 2009H 2010E 2011E 2012E 2013E
 Sales 440.6 417.4 436.5 458.4 477.8
 Operating  EBITDA 93.0 88.4 96.6 101.3 106.4 Sales Revenue
  D & A (excl. G/Will) 12.9 12.9 13.5 14.2 14.8 Strategic Intelligence 75.7 71.2 74.0 77.0 80.1
 Operating  EBITA 80.0 75.5 83.1 87.1 91.6 Internet Marketing & Communications 51.1 47.2 51.0 55.1 58.4
 Intangibles Amortisation 7.6 7.6 7.6 7.6 7.6 Experiential & Field marketing 141.2 136.2 143.0 149.5 155.5
 Other (Non Operating Inc.) 0.0 0.0 0.0 0.0 0.0 Integrated Communications & Digital 93.3 88.2 90.8 95.4 99.2
 EBIT 72.4 67.8 75.5 79.5 84.0 Specialised Communication 79.3 74.6 77.5 81.4 84.7
 Net Interest (Exp.)/Rev -26.6 -23.7 -26.6 -25.7 -24.1 Total Revenue 417.4 436.5 458.4 477.8 0.0
 PreTax Profit (pre NRI's) 45.9 44.1 48.9 53.8 59.9
 Tax Expense (pre NRI's) 16.7 15.8 17.4 18.5 20.0 EBIT Contribution
 Assoc./ JV NPAT 0.0 0.0 0.0 0.0 0.0 Strategic Intelligence 12.8 15.5 16.1 16.8 17.5
 Minorities (after Tax) 1.0 1.0 1.1 1.1 1.2 Internet Marketing & Communications 29.1 19.1 20.7 22.0 23.7
 Pref. Dividends 0.0 0.0 0.0 0.0 0.0 Experiential & Field marketing 27.6 26.6 27.9 29.1 30.3
 Other Adj 0.0 0.0 0.0 0.0 0.0 Integrated Communications & Digital 15.7 19.6 20.3 21.0 22.1
 Reported NPAT (Pre NRI) (1) 28.2 27.3 30.4 34.1 38.7 Specialised Communication 16.4 16.4 17.1 17.9 18.6
 Non Recurring Items (after Tax) -6.8 -6.8 0.0 0.0 0.0 Unallocated -8.6 -8.8 -5.4 -5.6 -5.8
 Reported NPAT (post NRI's) 21.4 20.4 30.4 34.1 38.7 Total EBIT 93.0 88.4 96.6 101.3 106.4
 Reported EPS 18.1 12.4 17.3 19.4 22.0
GSJBW Adjustments:
 Reported NPAT (Pre NRI's) 28.2 27.3 30.4 34.1 38.7
 Intangibles Amortisation 7.6 7.6 7.6 7.6 7.6 Year End Jun 2009H 2010E 2011E 2012E 2013E
 NET PROFIT (Adj.) (2) 35.8 34.9 38.0 41.7 46.4 ASSETS:
 EPS (Adj.) 30.4 21.2 21.6 23.7 26.4  Cash 23.6 23.6 23.6 23.6 23.6

 Trade Debtors 110.0 116.9 122.2 128.4 133.8
 Sales Growth (%) 16.9% -5.3% 4.6% 5.0% 4.2%  Inventory 0.0 0.0 0.0 0.0 0.0
 Op. EBITDA Growth (%) 18.8% -4.9% 9.3% 4.8% 5.0%  Prop., Plant & Equip. (net) 20.7 12.2 12.2 12.2 12.2
 NPAT (Adj.) Growth (%) 26.5% -2.6% 9.0% 9.8% 11.0%  Intangibles 580.8 628.2 620.5 612.9 605.3
 EPS (Adj.) Growth (%) -5.5% -30.1% 1.9% 9.8% 11.0%  Investments 10.1 10.1 10.1 10.1 10.1
 Op. EBITDA Margin (%) 21.1% 21.2% 22.1% 22.1% 22.3%  Other 31.4 31.4 31.4 31.4 31.4
 Op. EBITA Margin (%) 18.2% 18.1% 19.0% 19.0% 19.2%  TOTAL ASSETS 776.6 822.2 820.0 818.5 816.3
 D&A / Sales (%) 2.9% 3.1% 3.1% 3.1% 3.1%  Debt (incl Deferred Consideration) 395.8 316.2 295.3 272.8 247.9
 Interest Cover - EBIT (X) 2.7 2.9 2.8 3.1 3.5  Trade Creditors 67.8 64.2 67.1 70.5 73.5
 Interest Cover - GCF (X) 2.7 3.3 3.5 3.8 4.3  Provisions 14.1 14.1 14.1 14.1 14.1
 Tax Rate (pre Amort.) (%) 31.2% 30.5% 30.8% 30.2% 29.6%  Other 34.2 34.2 34.2 34.2 34.2
 Return on Equity (3) (%) 10.7% 7.0% 7.5% 8.1% 8.8%  TOTAL LIABILITIES 511.9 428.7 410.8 391.6 369.7

 EQUITY:
 Equity Reserves 254.0 368.6 368.6 368.6 368.6
 Retained Profits 8.7 21.9 36.4 53.0 71.5
 Minorities 2.0 3.0 4.1 5.3 6.5

Year End Jun 2009H 2010E 2011E 2012E 2013E  Preference Capital 0.0 0.0 0.0 0.0 0.0
 Operating EBITDA 93.0 88.4 96.6 101.3 106.4  TOTAL EQUITY 264.7 393.5 409.2 426.9 446.6
 Change in Working Cap. -20.6 -10.4 -2.4 -2.8 -2.5  Capital Employed 639.7 696.5 698.9 701.7 704.2
 Gross Cash Flow 72.4 78.0 94.2 98.6 104.0
 Net Interest Paid -26.6 -23.7 -26.6 -25.7 -24.1  Net Debt / (Net Cash) (A$m) 372.2 292.6 271.8 249.2 224.3
 Tax Paid (inc. abs) -17.4 -15.8 -17.4 -18.5 -20.0  Net Debt / Equity (%) 140.6% 74.4% 66.4% 58.4% 50.2%
 Other 8.8 0.0 0.0 0.0 0.0  Net Debt / (D+E) (%) 58.4% 42.6% 39.9% 36.9% 33.4%
 Operating Cash Flow 37.3 38.4 50.2 54.3 59.9  Avg. Working Capital (A$m) 42.3 52.7 55.1 57.8 60.3
 Maint. Capex -6.1 -4.4 -13.5 -14.2 -14.8  Avg. Work. Cap./ Sales (%) 9.6% 12.6% 12.6% 12.6% 12.6%
 FREE CASH FLOW (Pre Div's) 31.2 34.0 36.7 40.1 45.1  D&A / PPE (net) (%) 62.5% 106.5% 111.4% 117.0% 121.9%
 Dividends Paid -24.8 -14.1 -15.8 -17.6 -20.2  Debtors Turnover (days) 91.1 102.2 102.2 102.2 102.2
 Expan. Capex 0.0 0.0 0.0 0.0 0.0  Inventory Turnover (X)
 Acquisitions -40.0 -95.0 -33.9 -10.0 -0.8  Creditors Turnover (days) 56.1 56.1 56.1 56.1 56.1
 Asset Sales 0.5 0.0 0.0 0.0 0.0
 Dividends Received 0.0 0.0 0.0 0.0 0.0
 Share Issues/Repurchases 72.8 114.6 0.0 0.0 0.0
 Other (FX Adj, etc.) 0.0 0.0 0.0 0.0 0.0 (A$m) ($ps)
 Inc. in Net Cash / (Debt) 39.7 39.6 -13.0 12.5 24.0  PV of Cash Flows 638 $3.63 RF: 6.5%

 Mkt Value  of Inv. 0.0 $0.00 MRP: 6.0%
 Gross CF / Op. EBITDA (X) 0.78 0.88 0.98 0.97 0.98  (Debt) / Cash -258 -$1.46 KE: 14.0%
 Maint. Capex / Sales (%) 1.4% 1.1% 3.1% 3.1% 3.1%  Equity Value (Pre Imp.) 381 $2.16 KD: 5.3%
 Total Capex / Sales (%) 1.4% 1.1% 3.1% 3.1% 3.1% Value of Imp. Credits 0.34 Beta: 1.25
 Maint. Capex / D&A (X) 0.47 0.34 1.00 1.00 1.00 GSJBW DCF Value: $2.50 WACC: 12.5%
 Total Capex / D&A (X) 0.47 0.34 1.00 1.00 1.00  Shares on Issue (m) 175.9
 Maint. Capex / GCF (%) 8.5% 5.6% 14.4% 14.4% 14.2%
 Growth Spend (4) (A$m) 40.0 95.0 33.9 10.0 0.8

Year End Jun 2009H 2010E 2011E 2012E 2013E
 Adjusted NOPAT (A$m) 55.4 52.5 57.7 60.9 64.4

(1)    Reported NPAT (pre NRI's) is before abnormal & non recurring items & after Pref. Div's.  Avg. Capital Employed (A$m) 595.3 668.1 697.7 700.3 702.9
(2)    Net Profit (Adj.) is before g/will amortisation, NRI's & Other Adjustments & after Pref. Div's.  ROCE (%) 9.3% 7.9% 8.3% 8.7% 9.2%
(3)    ROE excludes Pref. Capital.  WACC (%) 12.5% 12.5% 12.5% 12.5% 12.5%
(4)    Growth Spend represents Expansionary Capex & Acquistions  ROCE Spread (abs.) -3.2% -4.7% -4.3% -3.8% -3.4%
Source: Company data, IRESS & GSJBW Research Estimates  Change in ROCE (abs.) -1.3% -1.4% 0.4% 0.4% 0.5%

ROCE Analysis

 Cash Flow Analysis       (A$m)

 Profit & Loss                (A$m)

 DCF Valuation       

 Divisional Analysis

 Balance Sheet
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Please see disclosures at http://www.gsjbw.com/Disclosures. Disclosures applicable to companies included in this compendium report can be found in 
the latest relevant published research. 
 
Global Product; Distributing Entities 
 
This report has been prepared by the Goldman Sachs JBWere Investment Research Division for distribution to clients of affiliates of Goldman Sachs 
JBWere and pursuant to certain contractual arrangements to clients of affiliates of The Goldman Sachs Group, Inc. (Group) (Collectively, Group and 
its affiliates, ?GS?).  
 
Group owns indirectly 45% of the ordinary shares of Goldman Sachs JBWere Group Holdings Pty Ltd, the ultimate holding company of Goldman Sachs 
JBWere Pty Ltd.  Research views, investment opinions and recommendations published by Goldman Sachs JBWere Pty Ltd are developed 
independently from those published by the Goldman Sachs Global Investment Research Division.  
 
This research is disseminated in Australia by Goldman Sachs JBWere Pty Ltd (ABN 21 006 797 897); in Canada by Goldman Sachs Canada Inc. 
regarding Canadian equities and by Goldman Sachs & Co. (all other research); in Germany by Goldman Sachs & Co. oHG; in Hong Kong by Goldman 
Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co., Ltd.; in the Republic of Korea 
by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman Sachs JBWere (NZ) Limited; in Singapore by Goldman Sachs (Singapore) 
Pte. (Company Number: 198602165W); and in the United States of America by Goldman, Sachs & Co. Goldman Sachs International has approved 
this research in connection with its distribution in the United Kingdom and European Union. Persons who would be categorized as private customers 
in the United Kingdom, as such term is defined in the rules of the Financial Services Authority, should read this material in conjunction with the last 
published reports on the companies mentioned herein and should refer to the risk warnings that have been sent to them by Goldman Sachs 
International. A copy of these risk warnings is available from the offices of Goldman Sachs International on request. Unless governing law permits 
otherwise, you must contact a Goldman Sachs entity in your home jurisdiction if you want to use Goldman Sachs JBWere's or GS's services in 
effecting a transaction in the securities mentioned in this material.  
 
European Union: Goldman Sachs International, authorised and regulated by the Financial Services Authority, has approved this research in 
connection with its distribution in the European Union and United Kingdom; Goldman, Sachs & Co. oHG, regulated by the Bundesanstalt f?r 
Finanzdienstleistungsaufsicht, may also be distributing research in Germany.  
 
General Disclosures  
 
This research is for clients only, as stated above. Other than disclosures relating to Goldman Sachs JBWere, this research is based on current public 
information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to update 
our research as appropriate, but various regulations may prevent us from doing so. Other than some industry reports published on a periodic basis, 
the large majority of reports are published at irregular intervals as appropriate in the analyst's judgment.  
 
Goldman Sachs JBWere and/or its affiliates conduct a global full-service, integrated investment banking, investment management, and brokerage 
business. We have corporate advisory, corporate finance and other business relationships with a substantial percentage of the companies covered by 
our Investment Research Division.  
 
Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our 
proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, our 
proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views 
expressed in this research.  
 
We and our affiliates, officers, directors, and employees, excluding equity analysts, will from time to time have long or short positions in, act as 
principal in, and buy or sell, the securities or derivatives (including options and warrants) thereof of covered companies referred to in this research.  
 
This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be 
illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if 
appropriate, seek professional advice, including tax advice. The price and value of the investments referred to in this research and the income from 
them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may 
occur. Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all 
investors. 
 
In producing research reports, members of Goldman Sachs JBWere Investment Research may attend site visits and other meetings hosted by the 
issuers the subject of its research reports. In some instances the costs of such site visits or meetings may be met in part or in whole by the issuers 
concerned if Goldman Sachs JBWere considers it is appropriate and reasonable in the specific circumstances relating to the site visit or meeting. 
 
Our research is disseminated primarily electronically, and, in some cases, in printed form. Electronic research is simultaneously available to all clients.  
 
Disclosure information is also available at http://www.gsjbw.com/Disclosures or from Research Compliance, Level 42, 1 Farrer Place Sydney NSW 
2000. 
 
Investment Adviser & Broker Disclosure Statement 
 
The disclosure statement for Goldman Sachs JBWere (NZ) Limited and your adviser is available on request and free of charge. Please contact your 
adviser to obtain a copy. 
 
Research Analyst Certification 
 
Each equity and strategy research report excerpted herein was certified under Reg AC by the analyst primarily responsible for such report as follows: 
I, <Name of Analyst>, hereby certify that all of the views expressed in this report accurately reflect my personal views about the subject company or 



 

 

companies and its or their securities. I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific 
recommendations or views expressed in this report. 
  
Copyright 2010 Goldman Sachs JBWere Pty Ltd ABN 21 006 797 897 AFSL 243346 
 
No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without the prior written consent 
of Goldman Sachs JBWere. 



 

 

 
Australia - Research Recommendation Definitions 
 
 
Sell (S) Stock is expected to underperform the S&P/ASX 200 for 12 months 

Hold (H) Stock is expected to perform in line with the S&P/ASX 200 for 12 months 

Buy (B) Stock is expected to outperform the S&P/ASX 200 for 12 months 
 
Other Definitions 
NR Not Rated.  The investment rating has been suspended temporarily.  Such suspension is in compliance with 

applicable regulations and/or Goldman Sachs JBWere policies in circumstances when Goldman Sachs JBWere is 
acting in an advisory capacity in a merger or strategic transaction involving the company and in certain other 
situations 

CS Coverage Suspended.  GSJBW has suspended coverage of this company. 

NC Not Covered.  GSJBW does not cover this company. 
 
Price Target 
Analysts set share price targets for individual companies based on a 12 month horizon.  These share price targets are subject to a range of company 
specific and market risks.  Target prices are based on a methodology chosen by the analyst as the best predictor of the share price over the 12 
month horizon. 
 
Research Criteria Definitions 
The above recommendations are primarily determined with reference to the recommendation criteria outlined below.  Analysts can introduce other 
factors when determining their recommendation, with any material factors stated in the written research where appropriate.  Each criterion is clearly 
defined for the research team to ensure consistent consideration of the relevant criteria in an appropriate manner. 
 

Prior to 20 July 2007, GSJBW had a dual-horizon recommendation system:  Short Term & Long Term.  The Short Term factors were Relative 
Earnings Outlook, Earnings Momentum, News Flow, Relative Performance, and Valuation Support. The Long Term factors were Industry Structure, 
EVA™ Trend, Growth Option and Price/DCF. 
 
Industry Structure: Based on Goldman Sachs JBWere industry structure ranking. All industries relevant to the Australian equity 

market are ranked, based on a combination of Porter’s Five Forces of industry structure as well as an industry's 
growth potential, relevant regulatory risk and probable technological risk.  A company’s specific ranking is based 
on the proportion of funds employed in particular industry segments, aggregated to determine an overall 
company rating, adjusted to reflect a view of the quality of a company’s management team. 

EVA™ Trend: 1 EVA™ trend forecast for coming 2 years.  Designed to reflect “turnaround stories” or to highlight companies 
Goldman Sachs JBWere analysts believe will allocate capital poorly in the estimated timeframe.  

Earnings Momentum: The percentage change in the current consensus EPS estimate for the stock (year 1) over the consensus EPS 
estimate for the stock 3 months ago.  Stocks are rated according to their relative rank, effectively making it a 
market relative measure 

Catalysts: A qualitative and quantitative assessment of a company's long term catalysts that the analyst believes should be 
considered and possibly recognised by the market.   

Price:Base Case DCF: The premium or discount to base case DCF valuation at which the stock is trading relative to the average 
premium or discount across the market.   

 
For Insurers 
EVA™ Trend: 1 

 
ROE is used as a proxy for EVA.  Rating takes into account the expected level and trend of ROE over the next 2-
3 years. 

Balance Sheet: 
 

Analyst’s assessment of the quality and strength of the insurer’s balance sheet, including conservatism of 
provisioning, sufficiency of capital, and quality of capital. 

 
For REITs 
Strategy: 

 
Used instead of industry structure as many REIT investors are intra rather than inter sector focussed. 

EPU Growth: Ranking of Earnings Per Unit growth relative to other listed Real Estate Investment Trusts. Used instead of EVA™ 
Trend. 

Yield: Yield relative to the REIT sector average.  Used instead of Earnings revision. 
 
For NZ Companies 
Relevant Index: 

 
If a research report is published by the New Zealand affiliate of Goldman Sachs JBWere, the recommendation of 
a company or trust is based on their performance relative to the NZSX 50 Index (Gross) and not the S&P/ASX 
200 index. 

1 EVA™ is a registered trademark of the U.S. consultancy firm Stern Stewart 
 
Distribution of Recommendations – as at 31 December 2009 
Recommendation Overall Corporate relationship* in last 12 months 
Sell 8% 6% 

Hold 54% 43% 

Buy 38% 51% 
 
* No direct linkage with overall distribution as the latter relates to the full Goldman Sachs JBWere stock coverage (>250 companies). The above 

table combines the corporate relationships and recommendations of both Goldman Sachs JBWere Pty Ltd and its affiliate in New Zealand, 
Goldman Sachs JBWere (NZ) Limited. 

 
© 2010 Goldman Sachs JBWere Pty Ltd – ABN 21 006 797 897 
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