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Target Price: $1.75 Moving on with a good quarter

Outperform
DHX Media announced its second quarter financials for its fiscal year
of 2009. Revenues of the Company increased 131% to $21.51 million
g-0-q and 92% to $38.38 million y-o-y. The increase was mainly due
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last year. This is mainly due to the lower margins of the Company’s high
growth business lines for the period.
Market Capitalization $23.6 million The Company decided to dispose of its Bulldog subsidiary in December
Outstanding Number of Shares 428 millon 2008 due to a slowdown in franchisee opportunities resulting from the
Options and Warrants (as of Dec 31, 2008) 8.6 million

global economic weakening. DHX Media wrote off $1.02 million related

Estimates ($ million except per share data) to this subsidiary. The Company had acquired Bulldog in March 2008 for

Revenves 200 =2 cash payment of $625,000 and 99,333 shares in DHX Media Ltd.
EBITDA 2009E 6.1
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Net Income was also affected by this write off. The net loss for the
quarter was $0.33 million. In addition, the Company had to write off
DHX Media is one of Canada’s leading independent ex.penses of .$1 .1 million assoqated with the uncomple.ted transaction
suppliers of television and film productions. The with Entertainment One. Despite these two non-recurring charges, DHX

Company produces, distributes and exploits ancillary Media recorded a net income of $0.20 million for the 1H of 2009.
rights from television and film programming that

covers all genres with a significant focus on children,
youth and family content. As a result of changing market multiples, uncompleted deal with

Entertainment One and the announcement of a good quarter, we
have revised our valuation model and estimates. Our new target price
for the Company is $1.75 (replacing the deal price of $1.59) and our
recommendation is “Outperform”.
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Q2/2009 and 1H/2009 Financials

($ million) Q2/2009 Q2/2008 1H/2009 1H/2008
Revenues 21.51 9.31 38.38 20.49
Proprietary Film and TV Rev. 16.84 6.28 30.95 15.06

Producer and Service Fee Rev. 2.29 1.83 3.31 2.16
Distribution Rev. 2.10 2.47 3.56 3.88

Other Rev. 0.28 0.26 0.56 0.73

Gross Profit 6.74 3.47 11.73 6.78
Net Income (from Cont'd Ops) 0.62 0.14 1.22 0.51
Net Income (Loss) (0.33) 0.14 0.20 0.51
Basic EPS (0.01) 0.00 0.00 0.01

Thanks to the Production and Production Service Fee Categories, the Company had a very good quarter in terms
of sales growth. It was also very timely, since the proposed merger transaction with Entertainment One fell
through recently. As we mentioned in our previous updates, this was our third Scenario where deal would not go
through for other reasons than competing offers. We did not have any concern related to DHX Media’s financial
health or prospects. This is also confirmed by the Q2 financials of the Company. Although there were two non-
recurring charges ($1.02 million related to Bulldog and $1.1 million related to the expenses for the uncompleted
transaction), DHX Media posted a Net Income of $0.20 million for the first half of the year.

Prospects - Valuation - Recommendation

The Company has $11.9 million cash, $7.6 million bank debt and $59 million in equity. Due to the nature of its
business, DHX Media also carries $60.8 million interim production financing. The Company has a revolving pro-
duction credit facility with the Royal Bank of Canada (RBC) with a maximum authorized amount of $71.5 million.
This facility matures at various dates twenty-four months following the first drawdown of funds in respect of each
RBC Individual Approved Tranche. The Company is in negotiations with RBC for an expanded longer-term facility.

Following our review of the first half financials combining with the management guidance on the remainder of
the year, we have revised our estimates for 2009 and we have added future projections. Therefore, our DCF valu-
ation was also modified to reflect the new estimates. Also, considering the significant changes in market mul-
tiples in general, we have revised our market multiples valuation. The highlights from the revised estimates are
presented in the following table.

($ million) 2009E 2010E
Revenues 69.44 80.69
EBITDA 6.10 8.02
Net Income 0.58 2.61
Basic EPS 0.01 0.06

Our target price for DHX Media for the next 12 months is $1.75 per share. We keep our “Outperform” recom-
mendation unchanged.
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DISCLAIMER

Citadel Securities Inc. and its affiliates do not beneficially own more than 1% and do not exercise control and direction over
greater than 10% of any class of the securities mentioned in this report as of the month end immediately preceding the date
of the publication of this report.

The authoring analyst, a member of the authoring analyst’s household, or any individual directly involved in the preparation of
this investment research does not have any position (long/short) in the shares or derivatives or any other financial interest in
the relevant issuer, the value of which increases as the value of the underlying equity increases.

Citadel Securities Inc. has been in the selling group for the financing of the Company in the 12 months preceding the date
of the publication of this report. The research analyst has not received compensation based upon revenues from Investment
Banking Services in the 12 months preceding the date of the publication of this report.

No partner, director, or officer of Citadel Securities Inc. or research analyst involved in the preparation of this report provided
services to the issuer for remuneration in the 12 months preceding the date of the publication of this report other than
normal-course investment-advisory or trade-execution services.

John William Ritchie, a director of the Company, is a shareholder of Citadel Securities Inc.
Citadel Securities Inc. is not making a market in equity or equity-related security of the Company mentioned in this report.
The research analyst has visited the headquarters and operations of the Company.

All information contained in this report has been obtained from sources Citadel Securities Inc. believed to be reliable but

is not guaranteed by us and may be incomplete. Any opinion expressed in this report is based upon our analysis and is
subject to change. This report is prepared for purposes of providing information to investors who are expected to make their
own investment decisions without undue reliance on this report. Therefore, no article or statement can be construed as a
solicitation or offer to buy or sell the securities mentioned herein.

Citadel Securities Inc. may act as financial advisor, fiscal agent, or underwriter for the Company mentioned herein and may
receive remuneration for its services. Citadel Securities Inc. or its officers, directors, representatives, and associates may have
a position in the security mentioned herein. Because of the differences in laws regulating investments and trading in all
countries, the securities mentioned in this report might not be eligible for sale in some jurisdictions.

COPYRIGHT

All rights reserved. All material presented in this document, unless specifically indicated otherwise, is under copyright to Citadel Securities
Inc. None of the material or its content nor any copy of it may be altered in any way or transmitted to or distributed to any other party
without the prior, express written permission of the entity named above.

RATING

Citadel Securities Inc. utilizes a three-tiered rating system to identify the total expected return of a stock over the next 12 months.
Outperform: 15% or more

Market Perform: Between 15% and —15%

Underperform: —=15% or less

Distribution of Ratings can be found on Citadel Securities Inc.’s website, www.citadelsecurities.ca.
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