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INVESTMENT DATA DKN Financial Group (DKN) Buy
Share Price $0.83 Leveraging growth
Issued Capital
Ordinary Shares 142.0 ) ) ) i ) ) )
. DKN’'s core business is to provide financial service solutions to wealth
Options/Other 0.0 . . s . ,
_ management practices. The group earns profits by ‘clipping-the-ticket’ on funds
Fully D"Ut‘?d' ' 142.0 under administration (FUA), and in turn providing access to platforms, products,
Market Capitalisation $117.8m and other ancillary services. The group also has equity interests in 8 financial
52 Week Low/High $0.33/ $0.85 planning businesses and the Lonsdale Financial Group, a dealer group that
Price Target (12 months) $0.90 supports 108 practices, with a view to increasing FUA. DKN's profitability is
Top 20 shareholders as at 21 August 2009 ftherefore highly Ieverag_ed to attaining increased FUA, elther through positive
hold 80.5% of total shares on issue investment returns or inflows of new funds. Given an improved economic
environment, the group is well placed to lever this into future profitability.

Normalised EPS up 17.6%
Year end Jun 09a 10f 11f 12f

DKN reported a normalised net profit of $3.9m, a 25.2% increase over the prior
Revenue $m 241 280 319 350  corresponding period (PCP). EPS increased 17.6% to 2.6 cents and the group delivered an
EBITDA $m 106 119 14.0 155 unfranked interim dividend of 2.0 cents. Free operating cash flow increased from $1.1m in
1HO09 to $6.3min 1H10, leaving the group with a net debt position of $2.6m.

EBIT $m 10.1 114 134 15.0
NPAT $m 62 75 93 105  The result was bolstered by strong results in Platform Solutions, supported by higher funds
EPS adj ¢ 44 53 65 74 under administration and good cost control, and a return to profitability of the core

Lonsdale business (excluding internal platform fees). Product Solutions result was impaired

EPS th % -34.3 205 226 13.8 . . .
grow ° by lower FUA, we estimate down almost ~10% against the PCP, and the equity and loans

DPS ¢ 39 44 54 61  pyusiness delivered a flat result, impaired by a negative contribution from one of the equity
Yield % 47 53 65 74 positions.
Franking % 100 0 0 0

EPS growth of 20.5% in FY10 and 22.6% in FY11

P/E x 189 157 128 11.2

EV/EBITDA x 110 99 84 75 DKN's profitability is largely beholden to the profitability of the Platform and Product
business, which accounts for the lions share of earnings. The remaining businesses are
largely retained in order to facilitate the process of growing this FUA. Given FUA finished
the year at $7.75bn and received net inflows of $0.3bn in1TH10, we are comfortable with
our forecasts of achieving FUM of $8.2bn at closing year end. This implies an average FUM
of $8.0bn in 2H10.

$1.00 3,000
‘i Factoring in this result we have made some minor adjustments to our earnings. Following
$0.75 1 bae W7 2250 these adjustments, DKN offers EPS growth of 20.5% in the current period and 22.6% in

' FY11, once again highlighting the degree of operating leverage from the groups Platform
$0.50 1 1500 and Product Solutions divisions in particular, should market conditions continue to improve.

$0.25 1 750 Buy Recommendation retained

$0.00 ' ' ' T 0 We have increased our DCF valuation from $0.84 to $0.90, using a WACC of 13.0% and a
Feb-09 May-09 Aug-09 Nov-09 Feb-10 terminal growth rate of 2.5%. At $0.90, this valuation implies a reasonably hefty PE ratio of
= DKN S&P/ASX Small Industrials 17.3x in FY10 and a more reasonable 13.8x in FY11. This compares to peers Count Financial

(ASX code: COU) currently on a comparable 15.1x in FY10 and 13.1x in FY11 and WHK
Group (ASX code: WHG) on a miserly 8.8x in FY10 and 7.6x in FY11. We would point out
that 77.5% of WHG's EBIT comes from its accounting operation of which DKN does not
have an exposure. Interestingly enough, COU owns 7.1% of DKN purchasing its last $3.0m
share at $0.80. We retain our Buy recommendation.
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mwspraggett@bellpotter.com.au
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Half Year Results Review

DKN reported a normalised net profit of $3.9m for the TH10, 25.2% higher than the PCP.
The result benefited from organic growth and solid cost control particular in Lonsdale
Financial Group, noting that while market conditions and ending FUM improved
considerably from $6.6bn in 1HO9 to $7.8bn in 1H10, average funds under management
(FUM) over the period actually declined from $7.60bn in 1HO9 to $7.25bn in 1H10,
intimating a solid base for the 2H10 result. The group reported normalised EPS of 2.6
cents, up 17.6% and delivered an interim dividend of 2.0 cents per share unfranked,
owing to significant deductions post the Lonsdale trasation which has resulted in no tax
payments 2008, 2009 and 2010. Free operating cash flow, which includes dividends from
minority interests, increased from $1.1min TH09 to $6.3m in TH10.

Table 1 - DKN Half Year Results Summary

1HO09 1H10 % Change 1H10f % diff
Revenue 12.4 13.5 9.0% 14.4 6.7%
EBITDA 4.7 5.7 20.9% 5.5 -3.5%
Margin 37.6% 41.8% 38.1%
Depreciation and amortisation 0.2 0.2 -1.6% 0.2 0.0%
EBIT 4.4 5.4 22.2% 5.3 -1.9%
Pre-tax profit 4.4 54 222% 5.3 -1.9%
Tax 1.3 1.5 15.2% 1.6 6.7%
Normalised net profit 3.1 3.9 25.2% 3.7 -5.1%
Reported net profit -14.7 3.9 n/a 3.7 5.1%
Diluted EPS (CPS) 2.2 2.6 17.6% 2.6 0.0%
Dividends (DPS) 0.0 2.0 n/a 2.0 0.0%
Payout ratio n/a 77.2% 76.4%
Operating Free Cash Flow 1.1 6.3 460.6%
Net Cash 1.9 2.6 36.8%

Divisional Detail

m Platform Solutions - Revenues in the platform business increased 5.1% to $8.2m in
the 1H10 and EBIT increased 6.3% to $6.8m. Although total average FUM actually
decreased 4.6% over the period, we understand that the platform FUM (mainly
comprising BT Wrap and AustChoice) did increase over the period, noting that
platform solutions takes a clip over the platform FUA. What is interesting, although
perhaps not surprising, is that the $0.4m increase in revenue appears to have flowed
through to the EBIT line in its entirety, noting the operational leverage of this division.

= Product Solutions - Revenues in the product business declined 20.5% to $0.8m and
EBIT in turn fell 39.1% to $0.4m. This is largely a result of the flight to cash that
occurred during the 1HO09, thus a materially higher average product FUA, and also
Cash Managed Trust withdrawals in the 1H10 as investors transfer funds back into the
market.

= Acquisition and Succession (Equity and Loans) - EBIT contribution from DKN's
equity and loans business flattened across the period delivering $0.4m. We understand
the division, which encompasses 8 minority positions, was impacted by a negative
contribution from one of the equity positions of approximately $0.1m. We also
anticipate that this group will benefit from the improved market conditions in 2H10.

m» Lonsdale Financial Group - Lonsdale delivered a materially higher result at the
revenue line up 32.1% and delivered a positive contribution of $0.1m in 1H10. We
note that management stripped out a $1.3m internal platform fee in 1H09, bringing
the divisions comparable THO9 result into negative territory, with an EBIT contribution
in THO9 of -$0.6m).
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Table 2 - DKN Divisional Detail, Historical Performance

Revenue 1HO09 2H09 FY09 1H10 2H10f FY10f
Platform Solutions 7.8 7.1 14.9 8.2 9.1 17.3
Product Solutions 1.0 1.1 2.1 0.8 0.8 1.7
Equity and Loans 0.5 0.4 0.8 0.5 0.5 1.0
Lonsdale 2.8 3.0 5.8 3.7 4.1 7.7
Unallocated 0.4 0.1 0.5 0.3 0.0 0.3
Total 124 11.7 241 13.6 14.4 28.0
EBIT
Platform Solutions 6.4 3.4 9.8 6.8 7.5 14.3
Product Solutions 0.7 0.8 1.5 0.4 0.4 0.8
Equity and Loans 0.4 0.4 0.8 0.4 0.4 0.8
Lonsdale -0.6 2.8 2.2 0.1 0.2 0.2
Unallocated -2.5 -1.7 -4.2 -2.3 -2.5 -4.8
Total 4.4 5.6 10.1 5.4 6.0 1.4
PBT margins
Platform Solutions 82.6% 47.2% 65.7% 82.8% 82.8% 82.8%
Product Solutions 66.0% 76.7% 71.5% 50.5% 50.5% 50.5%
Equity and Loans 86.6% 95.5% 90.6% 78.2% 77.3% 77.7%
Lonsdale 20.6% 92.7% 38.6% 1.5% 4.9% 2.0%

Cash Flow and Balance Sheet

DKN delivered solid operating free cash flow increasing from $1.1m in 1H09 to 6.3m in
1H10, including dividends from minority interests. However, the quality of this cash flow is
weak with the 1H10 result being inflated by the inclusion of a tax refund of $2.8m.
Historically, the business appears to generate a better cash conversion in the second half.
The group maintains a solid balance sheet with net cash of $2.6m on the balance sheet.

Register movements

DKN announced on the 4 Feb 2010, that Count Financial (ASX code: COU) has taken a
5.0% equity position in DKN and on 22 Feb 2010 increased that equity position to 7.1%.
COU'’s initial 7.1m shares were acquired at 70.1 cents per share or a total cost of $5.0m
and second block of 3.0m shares were acquired at 80.0 cents per share or a total cost of
$2.4m.

COU is the largest independently owned network of franchise accountants and advisers
with a franchise network of over ~420 offices, 860 authorised representatives with over
$10bn in funds under advice.

We suspect COU is likely to be interested in DKN's distribution business and its ability to
attract new financial firms to its network and the groups $7.7bn in funds under advice.
However, it must be noted that the two largest positions on DKN's register (Zurich
Financial Services - 31% and IOOF Holdings - 19%) account for 50% of the entire register.
We would therefore suggest that at current levels, a scrip-for-scrip offer would only be
considered and would obviously need support from the underlying financial planning
network (Lonsdale, etc) which may be difficult to negotiate.
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DKN Financial Group (DKN) Share price: $ 0.83

As at 23/02/2010 Recommendation: Buy Market cap ($m): $117.8m

Income Statement Valuation Data

Year end June 30 FYO8A  FYO9A  FY1OF  FY11F  FY12F  Year end June 30 FYO8A  FY09A FY10F FY11F FY12F

Revenue $249m $24.1m $28.0m $31.9m $35.0m  Normalised net profit $8.6m  $6.2m  $7.5m  $9.3m $10.5m

EBITDA 13.6 10.6 11.9 14.0 15.5  Normalised EPS * 6.7¢c 4.4c 5.3c 6.5¢ 7.4c

Depreciation and amortisation 0.3 0.5 0.6 0.6 0.6 EPS growth -1.5% -343% 205% 22.6% 13.8%

EBIT 13.3 10.1 11.4 134 15.0 P/E ratio 12.4x 18.9x 15.7x 12.8x 11.2x

Net interest -1.2 -1.2 -0.8 -0.4 -0.3 DPS 4.5¢ 3.9c 4.4c 5.4c 6.1c

Pre-tax profit 121 8.8 10.6 13.0 14.7 Yield 5.4% 4.7% 5.3% 6.5% 7.4%

Tax -3.5 -2.6 -3.0 -3.7 -4.2 Franking 100% 100% 100% 100% 100%

Normalised net profit 8.6 6.2 7.5 9.3 10.5 OpCFPS (exl. abnormals) 2.1c 5.2c 4.9c 5.9¢c 6.8¢

Non-recurring items -2.1 -17.7 0.0 0.0 0.0 Price/OpCFPS 39.7x 15.9x 16.8x 14.1x 12.3x

Reported net profit 6.5 -11.5 7.5 9.3 10.5 EV/EBITDA 8.8x 11.0x 9.9x 8.4x 7.5x
* Historical and forecast EPS on fully diluted basis

Year end June 30 FYO8A FYO9A FY10F FY11F FY12F Year end June 30 FYO8A FYO9A FY10F FY11F FY12F

EBITDA Margin 55% 44% 43% 44% 44%

Net Profit $6.5m -$11.5m  $7.5m  $9.3m $10.5m EBIT Margin 53% 42% 41% 42% 43%

Depreciation/Amortisation 0.30 0.51 0.57 0.56 0.55 NPBT 49% 37% 38% 1% 42%

Change in working capital -1.55 -1.45 -0.33 -0.52 -0.40 NPAT 35% 26% 27% 29% 30%

Other -2.59 19.80 -0.80 -0.92 -1.01 Return on assets 4.6% 3.7% 4.5% 5.6% 6.3%

Net operating cashflow 2.71 7.32 6.97 8.38 9.63 Assets to equity 1.1x 1.1x 1.2x 1.2x 1.1x
Return on equity 5.2% 4.3% 5.2% 6.3% 7.0%

Dividend cover 1.5x 1.1x 1.2x 1.2x 1.2x

Capex -0.89 -0.14 -0.50 -0.52 -0.53 Effective tax rate 287% 29.8% 287% 287%  28.7%

Sale/purchase of PPE -27.97 -0.14 -0.50 -0.52 -0.53 Net debt/(cash) -$0.8m $1.9m $0.8m  -$0.4m  -$2.0m

Dividends from Minorities 1.23 0.74 0.90 1.03 1.13 Net debt/equity -0.5% 1.3% 0.6% -0.3% -1.3%

Other 1.04 1.50 0.00 0.00 0.00

Net investing cash flow 2674 060 040 052 060

FYO8A  FY09A FY10F FY11F FY12F

AUM $8.1bn  $6.8bn  $8.2bn  $9.3bn $10.2bn

Issue of shares 2571 -5.27 0.00 0.00 0.00 AUM Growth 136% -15% 20% 14% 10%

Net borrowings 16.00 -2.60 0.00 -5.00 -2.00

Dividends paid 415 -48  -627 766  -8.68

Net financing cash flow 37.56 -12.72 -6.27 -12.66 -10.68 $m $/share

Net change in cash held 13.53 -4.80 1.10 -3.77 -0.45  WACC =12.5% Operations 124.6 0.89
Terminal growth rate =2.50% Net Cash 1.9 0.01

Target debt-to-equity =30.0% | Tota 265 0%

Year end June 30 FYO8A FYO9A FY10F FY11F FY12F

Other

Cash assets $16.8m $11.5m $12.6m $8.8m $8.4m Company FYO8A FY09A FY10F FY11F

Receivables 4.56 6.38 7.41 8.42 9.24 Count Financial (ASX code: COU) 14.9x 17.1x 15.1x 13.1x

Other 0.42 0.34 0.39 0.45 0.49 WHK Group (ASX code: WHG) 8.7x 10.6x 8.8x 7.6x

Total current assets 21.74 18.19 20.37 17.67 18.08 Average 11.8x 13.8x 12.0x 10.4x

Property, Plant and equipment 1.18 1.1 1.04 0.99 0.97 DKN Financial (ASX code: DKN) 12.4x 18.9x 15.7x 12.8x

Intangible assets 146.93 135.08 135.08 135.08 135.08

Other 1886 1251 1242 1231 1219

Total non-current assets 166.97 148.70 148.53 148.38 148.24

Total assets 188.71 166.89 168.91 166.05 166.32 DKN is a financial services solutions provider to financial planning practices in Australia. The
company derives its core profits through recurring margins on funds under administration in

platforms and product, and profit contributions through DKN's equity positions in a

Payables 3.82 4.06 4.82 5.36 5.82 portfolio of financial planning practices. Following DKN's merger with Lonsdale and Wrap,

Borrowings 2.60 3.20 3.20 3.20 3.20  the new entity comprises over 300 financial planning practices (95 practice licensed under

Other 2.09 111 111 111 111 the Lonsdale Dealer Group, 100 practices supporting Wrap under their own licences and

Total current liabilities 8.51 8.37 9.13 9.67  10.13 150 practices from the existing DKN network). The group also has six minority interests in

Borrowings 13.40 10.20 10.20 5.20 3.20 financial planning businesses.

Other 0.86 4.07 4.07 4.07 4.07

Total non-current liabilities 14.26 14.27 14.27 9.27 7.27

Total liabilities 22.77 22.64 23.39 18.93 17.39

Net assets 165.94 144.25 14551 147.12 148.93

Contributed equity 175.80 170.77 170.77 170.77 170.77

Retained earnings -9.86 -26.52 -2525 -23.65 -21.84

Total equity 165.94 144.25 145.51 147.12 148.93

Shares on Issue

Year end June 30 FYO8A  FYO9A  FY10OF  FY11F  FY12F

Shares on issue 144.4 138.1 141.9 141.9 141.9

Weighted avg diluted shares 129.5 140.3 141.4 142.4 142.4

Bell Potter Securities Research

AFS Licence No. 243480 ABN 25 006 390 772

Email info@bellpotter.com.au

Website www.bellpotter.com.au



Bell Potter

SECURITIES LIMITED

Research

www.bellpotter.com.au

info@bellpotter.com.au

TOLL FREE 133 788

ABN 25 006 390 772

AFS Licence No. 243480

BELL POTTER OFFICES

ADELAIDE

LEVEL 6, DA COSTA BUILDING
68 GRENFELL STREET
ADELAIDE SA 5000

TEL: 08 8224 2722

FAX: 08 8224 2799

BRISBANE

LEVEL 17, 10 EAGLE STREET
BRISBANE QLD 4000

TEL: 07 3295 2600

FAX: 07 3295 2688

CAIRNS

2 MCLEOD STREET
CAIRNS QLD 4870

TEL: 07 4047 4188
FAX: 07 4047 4199

GEELONG

LEVEL 1, 122 YARRA STREET
GEELONG VIC 3220

TEL: 03 5227 7000

FAX: 03 5227 7099

GOLD COAST

LEVEL 8, 50 CAVILL AVENUE
SURFERS PARADISE QLD 4217
TEL: 07 5554 4333

FAX: 07 5554 4399

HOBART

LEVEL 9, AMP BUILDING
86 COLLINS STREET
HOBART TAS 7000

TEL: 03 6231 1677
FAX: 03 6231 3744

MACKAY

CITY COURT, 78 VICTORIA STREET

MACKAY QLD 4740
TEL: 07 4957 6996
FAX: 07 4951 4114

MELBOURNE

LEVEL 29, 101 COLLINS STREET
MELBOURNE VIC 3000

TEL: 03 9256 8700

FAX: 03 9256 8787

MORNINGTON

SUITE 1, 330 MAIN STREET
MORNINGTON VIC 3931
TEL: 03 5970 0101

FAX: 03 5970 0199

PERTH

LEVEL 37, EXCHANGE PLAZA
2 THE ESPLANADE

PERTH WA 6000

TEL: 08 9326 7666

FAX: 08 9326 7676

SYDNEY

LEVEL 33, 225 GEORGE STREET
SYDNEY NSW 2000

TEL: 02 9255 7200

FAX: 02 9255 7227

TOOWOOMBA

3 DUGGAN STREET
TOOWOOMBA QLD 4350
TEL: 07 4638 5988

FAX: 07 4639 2608

WARRNAMBOOL

8/182 FAIRY STREET
WARRNAMBOOL VIC 3280
TEL: 03 5562 0981

FAX: 03 5227 7099

Important Disclaimer—This may affect your legal rights: Because this document has been prepared without consideration of any specific client’s financial situation, particular
needs and investment objectives, a Bell Potter Securities Limited investment adviser (or the financial services licensee, or the proper authority of such licensee, who has provided you
with this report by arrangement with Bell Potter Securities Limited) should be consulted before any investment decision is made. While this document is based on the information
from sources which are considered reliable, Bell Potter Securities Limited, its directors, employees and consultants do not represent, warrant or guarantee, expressly or impliedly, that
the information contained in this document is complete or accurate. Nor does Bell Potter Securities Limited accept any responsibility to inform you of any matter that subsequently
comes to its notice, which may affect any of the information contained in this document. This document is a private communication to clients and is not intended for public
circulation or for the use of any third party, without the prior approval of Bell Potter Securities Limited. This is general investment advice only and does not constitute advice to any
person.

Disclosure of Interest: Bell Potter Securities Limited receives commission from dealing in securities and its authorised representatives, or introducers of business, may directly share
in this commission. Bell Potter Securities and its associates may hold shares in the companies recommended.





