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(1m) (3m) (12m)

Price (A$) 0.85 0.83 0.68

Absolute (%) 7.6 10.9 35.6

Rel market (%) 10.2 9.2 27.4

Perenti to acquire DDH 

Perenti (PRN; not rated) and DDH have announced that they have entered into a 

binding Scheme Implementation Agreement (SIA) pursuant to which PRN will acquire 

100% of the fully paid ordinary shares in DDH. Under the SIA, DDH shareholders can 

elect maximum scrip or cash alternatives (subject to scale back based on a total cash 

offering of $50m), with the formal consideration being $0.1238 cash and 0.7111 PRN 

shares per DDH share held. The consideration implies an initial acquisition price per 

DDH share of $1.01 (based on PRN’s 5-day VWAP leading up to the SIA 

announcement). Post deal completion, PRN and DDH shareholders will own 71% and 

29% of the diluted share capital of the combined entity, respectively. The DDH Board 

has unanimously recommended the Scheme, so have Oaktree, Matt Iznet, Richard 

Bennett and Kent Swick, indicating Scheme support across ~38.0% of DDH’s equity 

share base. The deal is subject to ASIC registration and Court approval, and other 

standard conditions precedent. DDH shareholders are scheduled to vote at a Scheme 

meeting in September 2023, with Scheme implementation targeted by October 2023. 

DDH also provided a FY23 earnings update: underlying EBITDA is expected to be 

within $117-121m (BPe old $128m). The earnings update reflects a continuation of 

weak operating conditions since early January 2023 due to delayed customer drilling 

program commencements and regulatory approvals, and wet weather. On a positive 

note, utilisation and revenues are improving in Q4 FY23 as customer drilling programs 

recommence. In this report, EPS downgrades reflect this weaker than expected 

operational update: -12% FY23; -3% FY24; and nc FY25. 

Investment view: Hold (prev. Buy), TP$0.94ps (prev $1.20ps) 

In light of the binding SIA to acquire 100% of DDH’s fully paid ordinary shares, we 

downgrade to Hold (previously Buy), with our Target Price set at the current implied 

acquisition price of $0.94 per DDH share. The implied price values DDH at 3.4x FY23 

EBITDA (BPe). This valuation multiple is larger than those of comparable, capital-

intensive mining services companies on the ASX. 

  

Absolute Price  Earnings Forecast 

 

 
Year ending 30 June 2022a 2023e 2024e 2025e 

Sales (A$m) 415 521 557 565 

EBITDA (A$m) 97 119 133 135 

NPAT (reported) (A$m) 36 46 56 57 

NPAT (adjusted) (A$m) 42 44 56 57 

EPS (adjusted) (¢ps) 11.2 10.6 14.0 14.2 

EPS growth (%) -45.6% -5.3% 31.4% 1.8% 

PER (x) 8.2x 8.6x 6.5x 6.4x 

FCF Yield (%) 5.9% 16.2% 12.4% 12.3% 

EV/EBITDA (x) 4.3x 3.3x 2.9x 2.9x 

Dividend (¢ps) 5.2 5.3 5.5 5.5 

Yield (%) 5.6% 5.8% 6.0% 6.0% 

Franking (%) 100% 100% 100% 100% 

ROE (%) 15% 13% 15% 14% 
 

SOURCE: IRESS 
 

SOURCE: BELL POTTER SECURITIES ESTIMATES 
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Summary: DDH1 Limited (DDH) 

Company description 

DDH1 (DDH) is a leading provider of specialised drilling services to the Australian mining 

industry and operates Australia’s largest surface fleet of operational mineral drill rigs. The 

company is headquartered in Perth, Western Australia, and also maintains a Brisbane 

office to service the east coast market. 

DDH offers its drilling services via four specialised brands: (1) DDH1 Drilling; (2) Strike 

Drilling; (3) Ranger Drilling; and (4) Swick Mining Services, each with differing specialities 

and target market. DDH1 Drilling, which represents ~70% of revenue, typically focuses on 

technically challenging directional drilling at depth, Strike Drilling specialises in early-stage 

exploration, Ranger Drilling specialises in iron ore, and Swick Mining Services is entirely 

underground drilling. 

Revenue is a function of the number of rigs, utilisation and charge-out rates, although 

specialisation (expertise, equipment and complexity), productivity (metres per shift) and 

operating efficiency (variable costs) also drive profitability per rig. 

Investment view: Hold (prev. Buy), TP$0.94ps (prev $1.20ps) 

In light of the binding SIA to acquire 100% of DDH’s fully paid ordinary shares, we 

downgrade to Hold (previously Buy), with our Target Price set at the current implied 

acquisition price of $0.94 per DDH share. The implied price values DDH at 3.4x FY23 

EBITDA (BPe). This valuation multiple is larger than those of comparable, capital-intensive 

mining services companies on the ASX. 

Valuation methodology 

Our valuation reflects the current implied acquisition price of DDH shares by PRN under 

the binding Scheme Implementation Agreement announced 26 June 2023. 
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Key risk to investment thesis 

Risks to investment thesis 

Key risks to DDH include, although are not limited to: 

Risk of failure to complete takeover by Perenti: Failure to complete the takeover by 

Perenti could result in a negative reaction to DDH’s share price. Our Target Price reflects 

the current implied acquisition value of DDH and assumes the takeover will complete. 

Commodity price risk: Exploration expenditure decisions are typically made in part based 

upon commodity prices that are inherently cyclical. Lower than expected prices, or adverse 

changes in demand for any of the key commodities (e.g. gold, iron ore, copper) may have 

an adverse effect on demand for DDH’s services, particularly Greenfield exploration. 

Supply of equipment: DDH’s revenue is leveraged to drill rigs. Any impediments 

accessing drill rigs to renew and grow its fleet in a timely affordable fashion, or required 

ancillary equipment and supplies, may adversely affect DDH’s financial performance. 

Contract risk: DDH’s contracts are generally awarded via competitive tendering 

processes and are between three months to three years in length. Contracts can typically 

be terminated at convenience with minimal compensation (usually limited to demobilisation 

costs). Any significant mispricing of tenders, terminations by customers, or variance in 

scope may adversely affect DDH’s financial performance. 

Competition risk: DDH operates in a competitive fragmented market, with many 

competitors of differing sizes. An escalation in competition or competitors consolidating the 

market may result in lower rates, margins or market share. 

Concentration risk: While DDH has a relatively diversified customer base, its top 10 

clients contributed ~62% of FY20 revenue. Any termination or material reduction in service 

levels to a key customer may adversely affect earnings, particularly if DDH is unable to 

redeploy its resources in a timely manner. 

Risks of labour shortages and costs: Increases to activity in the resources industry, 

particularly drilling, is increasing the competition for skilled personnel. The loss of, or failure 

to attract and retain skilled labour, or any increases to costs that cannot be recouped, 

would likely have an adverse effect on DDH’s operations and financial performance. 

Key staff risk: The loss of key management personnel, delays in their replacement, and/or 

failure to attract new talent may adversely affect DDH’s operations. 

Occupational health & safety risk: Any adverse workplace incident or the failure to 

comply with regulations may result in significant liabilities against DDH. Any claim or 

resultant interruptions could adversely affect DDH’s operations and reputation. 

Acquisition risks: DDH has undertaken several acquisitions in the last four years, and 

has stated that it continues to evaluate acquisition opportunities. There is a risk that DDH 

will not be able to execute acquisitions as planned, with risks to integration, retention of key 

people, realisation of synergies and execution of financial forecasts. 

Reputational risk: Poor delivery of services, operational failures, adverse media coverage 

or other disputes may impact DDH’s brand and reputation, adversely impacting 

relationships with potential and existing customers and/or employees. 

Regulatory risk: Any adverse change in regulations that affect DDH’s, or its underlying 

customer’s business models, such as additional environmental regulations, could 

adversely affect costs and demand for DDH’s services. 
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DDH1 
as at 26 June 2023 

Recommendation Hold 

Price $0.915 

Target (12 months) $0.94 

 
Table 1 - Financial summary 

 
SOURCE: BELL POTTER SECURITIES ESTIMATES 

Date 26/06/23 Bell Potter Securities

Price A$/sh 0.92 Joseph House (jhouse@bellpotter.com.au, +61 3 9235 1624)

Target price A$/sh 0.94

PROFIT AND LOSS FINANCIAL RATIOS

Year ending 30 June Unit 2021a 2022a 2023e 2024e 2025e Year ending 30 June Unit 2021a 2022a 2023e 2024e 2025e

Revenue $m 295 415 521 557 565 VALUATION

Expenses $m (220) (318) (402) (424) (430) EPS (adjusted) c/sh 20.6 11.2 10.6 14.0 14.2

Underlying EBITDA $m 75 97 119 133 135 EPS growth (Acps) % 135.6% -45.6% -5.3% 31.4% 1.8%

Depreciation $m (22) (30) (46) (42) (44) PER x 4.4x 8.2x 8.6x 6.5x 6.4x

Amortisation $m (2) (6) (10) (8) (6) DPS c/sh 2.2 5.2 5.3 5.5 5.5

EBIT $m 51 61 64 84 85 Franking % 100% 100% 100% 100% 100%

Net interest expense $m (3) (2) (3) (4) (3) Yield % 2.4% 5.6% 5.8% 6.0% 6.0%

Profit before tax $m 48 60 60 80 81 FCF/share c/sh 3.1 5.4 14.8 11.3 11.2

Tax expense $m 15 (18) (17) (24) (25) FCF yield % 3.4% 5.9% 16.2% 12.4% 12.3%

NPAT (underlying) $m 64 42 44 56 57 EV/EBITDA x 6.0x 4.3x 3.3x 2.9x 2.9x

Adjustments (post-tax) $m (6) (6) 2 - - LIQUIDITY & LEVERAGE

NPAT (reported) $m 57 36 46 56 57 Net debt / (cash) $m (5) 31 15 (8) (31)

Acquired amortisation (post-tax) $m (2) (4) (11) (5) (4) Net debt / Equity % -2.1% 9.2% 4.4% -2.0% -7.3%

NPAT(A) (underlying) $m 65 46 55 61 61 Net debt / Net debt + Equity % -2.2% 8.4% 4.2% -2.1% -7.8%

Net debt / EBITDA x -0.1x 0.3x 0.1x -0.1x -0.2x

CASH FLOW STATEMENT EBITDA /net interest expense x 26.0x 55.1x 36.7x 35.4x 39.1x

Year ending 30 June Unit 2021a 2022a 2023e 2024e 2025e PROFITABILITY RATIOS

OPERATING CASH FLOW EBITDA margin % 25.3% 23.4% 22.9% 23.9% 23.9%

Receipts from customers $m 314 448 577 544 567 EBIT margin % 17.3% 14.8% 12.2% 15.1% 15.0%

Payments to suppliers and employees $m (245) (363) (453) (414) (431) Return on assets % 23.9% 11.2% 9.0% 10.8% 10.2%

Tax paid $m (18) 1 (3) (24) (25) Return on equity % 34.4% 14.6% 12.6% 15.1% 14.1%

Net interest $m (3) (2) (3) (4) (3) Return on invested capital % 31.5% 21.9% 17.2% 23.4% 22.9%

Other $m - - - - -

Operating cash flow $m 49 84 118 102 108 Half yearly assumptions

INVESTING CASH FLOW Year ending 30 June Unit 1H Dec-21a1H Dec-22a 1H Dec-23e 1H Dec-24e1H Dec-25e

Capex $m (39) (65) (61) (57) (63) Revenue $m 169 286 274 280 275

Disposal of assets $m 0 0 2 - - Expenses $m (126) (220) (209) (213) (211)

Other $m 0 1 2 - - Underlying EBITDA $m 43 66 66 67 64

Investing cash flow $m (39) (64) (57) (57) (63) Depreciation $m (12) (23) (20) (22) (23)

Free cash flow $m 10 20 61 45 45 Amortisation $m (1) (6) (4) (3) (3)

FINANCING CASH FLOW EBIT $m 30 37 41 42 37

Debt proceeds/(repayments) $m (61) - 10 - - Net interest $m (0) (1) (2) (2) (2)

Dividends paid $m - (18) (19) (22) (22) Pre-tax profit $m 30 35 39 40 36

Proceeds from share issues (net) $m 32 - - - - Tax expense $m (9) (9) (12) (12) (11)

Buy-back payments $m - - (25) - - NPAT (underlying) $m 21 26 27 28 25

Other $m (3) (3) (3) - - Adjustments (post-tax) $m (1) 2 - - -

Financing cash flow $m (33) (20) (37) (22) (22) NPAT (reported) $m 20 28 27 28 25

Change in cash $m (23) (0) 24 23 23 Acquired amortisation (post-tax) $m (1) (8) (3) (2) (2)

NPAT(A) (underlying) $m 22 34 30 30 27

BALANCE SHEET

Year ending 30 June Unit 2021a 2022a 2023e 2024e 2025e Sum-of-the-parts valuation

ASSETS Component T+1

Cash $m 15 18 42 65 88 DDH Drilling, Ranger Drilling & Strike Drilling$m 312

Receivables $m 56 94 75 90 91 Swick Mining Services $m 166

Property, plant & equipment $m 129 223 241 257 275 Enterprise value $m 478

Other assets $m 82 139 134 126 120 Net debt / (cash) $m 4

Total assets $m 281 474 493 539 575 Equity value (risked, diluted) $m 474

LIABILITIES Equity value (risked, diluted) $/sh 1.19

Payables $m 29 51 40 52 52 Current share price $/sh 0.92

Borrowings $m - 30 40 40 40 Equity value upside to current share price % 30%

Provisions $m 9 21 23 23 23

Leases $m 10 19 18 18 18

Other liabilities $m - 11 21 21 21

Total liabilities $m 48 132 142 154 154

NET ASSETS $m 234 342 350 385 421

Share capital $m 375 465 441 442 443

Reserves $m (263) (262) (257) (257) (257)

Retained earnings $m 121 140 166 200 235

Non-controlling interest $m - - - - -

SHAREHOLDER EQUITY $m 234 342 350 385 421

Weighted average shares m 308 376 411 398 398
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 Recommendation structure 

 Buy: Expect >15% total return on a 

12 month view. For stocks regarded 

as ‘Speculative’ a return of >30% is 

expected.  

 Hold: Expect total return between -

5% and 15% on a 12 month view  

 Sell: Expect <-5% total return on a 

12 month view 

 Speculative Investments are either start-up 

enterprises with nil or only prospective 

operations or recently commenced 

operations with only forecast cash flows, or 

companies that have commenced 

operations or have been in operation for 

some time but have only forecast cash 

flows and/or a stressed balance sheet. 

Such investments may carry an 

exceptionally high level of capital risk and 

volatility of returns.  
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Research Coverage & Policies 

For Bell Potter Securities’ Research Coverage Decision Making Process and Research Independence Policy please refer to our company 
website: https://bellpotter.com.au/research-independence-policy/.  

Authoring Research Analyst’s Certification 

The Authoring Research Analyst is responsible for the content of this Research Report, and, certifies that with respect to each security that 
the Analyst covered in this Report (1) all the views expressed accurately reflect the Analyst’s personal views about those securities and 
were prepared in an independent manner and (2) no part of the Analyst’s compensation was, is or will be, directly or indirect ly, related to 
specific recommendations or views expressed by that Research Analyst in the Research Report. 

Research Analyst’s Compensation 

Research Analyst’s compensation is determined by Bell Potter Securities Research Management and Bell Potter Securities’ Senior 
Management and is based upon activities and services intended to benefit the investor clients of Bell Potter Securities Ltd. Compensation 
is not linked to specific transactions or recommendations. Like all Company employees Research Analysts receive compensation that is 
impacted by overall Company profitability. 

Prices 

The Price appearing in the Recommendation panel on page 1 of the Research Report is the Closing Price on the Date of the Research 
Report (appearing in the top right hand corner of page 1 of the Research Report), unless a before midday (am) time appears below the 
Date of the Research Report in which case the Price appearing in the Recommendation panel will be the Closing Price on the business day 
prior to the Date of the Research Report.  

Availability 

The completion and first dissemination  of a Recommendation made within a Research Report are shortly after the close of the Market on 
the Date of the Research Report, unless a before midday (am) time appears below the Date of the Research Report in which case the 
Research Report will be completed and first disseminated shortly after  that am time 

 

  

Dissemination 

Bell Potter generally disseminates its Research to the Company’s Institutional and Private Clients via both proprietary and non-proprietary 
electronic distribution platforms. Certain Research may be disseminated only via the Company’s proprietary distribution platforms; however 
such Research will not contain changes to earnings forecasts, target price, investment or risk rating or investment thesis or be otherwise 
inconsistent with the Author’s previously published Research. Certain Research is made available only to institutional investors to satisfy 
regulatory requirements. Individual Bell Potter Research Analysts may also opt to circulate published Research to one or more Clients by 
email; such email distribution is discretionary and is done only after the Research has been disseminated. The level and types of service 
provided by Bell Potter Research Analysts to Clients may vary depending on various factors such as the Client’s individual preferences as 
to frequency and manner of receiving communications from Analysts, the Client’s risk profile and investment focus and perspective (e.g. 
market-wide, sector specific long term and short term etc.) the size and scope of the overall Client relationship with the Company and legal 
and regulatory constraints. 

https://bellpotter.com.au/research-independence-policy/
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Disclaimers 

This Research Report is a private communication to Clients and is not intended for public circulation or for the use of any third party, 
without the prior written approval of Bell Potter Securities Limited. 

The Research Report is for informational purposes only and is not intended as an offer or solicitation for the purpose of sale of a security. 
Any decision to purchase securities mentioned in the Report must take into account existing public information on such security or any 
registered prospectus.  

This is general investment advice only and does not constitute personal advice to any person. Because this Research Report has been 
prepared without consideration of any specific client’s financial situation, particular needs and investment objectives (‘relevant personal 
circumstances’), a Bell Potter Securities Limited Broker (or the financial services licensee, or the representative of such licensee, who has 
provided you with this report by arrangement with Bell Potter Securities Limited) should be made aware of your relevant personal 
circumstances and consulted before any investment decision is made on the basis of this Research Report. 

While this Research Report is based on information from sources which are considered reliable, Bell Potter Securities Limited has not 
verified independently the information contained in this document and Bell Potter Securities Limited and its directors, employees and 
consultants do not represent, warrant or guarantee expressly or impliedly, that the information contained in this Research Report is 
complete or accurate.  

Nor does Bell Potter Securities Limited accept any responsibility for updating any advice, views, opinions or recommendations contained in 
this Research Report or for correcting any error or omission which may have become apparent after the Research Report has been issued.  

Bell Potter Securities Research Department has received assistance from the Company referred to in this Research Report including but 
not limited to discussions with management of the Company. Bell Potter Securities Policy prohibits Research Analysts sending draft 
Recommendations, Valuations and Price Targets to subject companies. However, it should be presumed that the Author of the Research 
Report has had discussions with the subject Company to ensure factual accuracy prior to publication.  

All opinions, projections and estimates constitute the judgement of the Author as of the Date of the Research Report and these, plus any 
other information contained in the Research Report, are subject to change without notice. Prices and availability of financial instruments 
also are subject to change without notice.  

Notwithstanding other departments within Bell Potter Securities Limited advising the subject Company, information obtained in such role is 
not used in the preparation of the Research Report.  

Although Bell Potter Research does not set a predetermined frequency for publication, if the Research Report is a fundamental equity 
research report it is the intention of Bell Potter Research to provide research coverage of the covered issuers, including in response to 
news affecting the issuer. For non-fundamental Research Reports, Bell Potter Research may not provide regular updates to the views, 
recommendations and facts included in the reports. 

Notwithstanding that Bell Potter maintains coverage on, makes recommendations concerning or discusses issuers, Bell Potter Research 
may be periodically restricted from referencing certain Issuers due to legal or policy reasons. Where the component of a published trade 
idea is subject to a restriction, the trade idea will be removed from any list of open trade ideas included in the Research Report. Upon lifting 
of the restriction, the trade idea will either be re-instated in the open trade ideas list if the Analyst continues to support it or it will be officially 
closed.  

Bell Potter Research may provide different research products and services to different classes of clients (for example based upon long-
term or short term investment horizons) that may lead to differing conclusions or recommendations that could impact the price of a security 
contrary to the recommendations in the alternative Research Report, provided each is consistent with the rating system for each respective 
Research Report.  

Except in so far as liability under any statute cannot be excluded, Bell Potter Securities Limited and its directors, employees and 
consultants do not accept any liability (whether arising in contract, in tort or negligence or otherwise) for any error or omission in the 
document or for any resulting loss or damage (whether direct, indirect, consequential or otherwise) suffered by the recipient of the 
document or any other person. 

In the USA and the UK this Research Report is only for institutional investors. It is not for release, publication or distribution in whole or in 
part in the two specified countries. In Hong Kong this Research Report is being distributed by Bell Potter Securities (HK) Limited which is 
licensed and regulated by the Securities and Futures Commission, Hong Kong. In the United States this Research Report is being 
distributed by Bell Potter Securities (US) LLC which is a registered broker-dealer and member of FINRA. Any person receiving this 
Research Report from Bell Potter Securities (US) LLC and wishing to transact in any security described herein should do so with Bell Potter 
Securities (US) LLC.  
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