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On behalf of the Board of Directors, | have great pleasure
in presenting our annual report for the year ended 30 June
2008. The company experienced a record year in 2008,
which saw increases in revenue, profit and dividends, as a
result of both the sound leadership of the executive and a
buoyant construction market in Western Australia.

The Company’s pre-tax profit increased by 294% to $10.86
million (2007: $2.75 million), onthe back of increased revenue
of $113.23 million, before intercompany eliminations (2007:
$52.97 million). Similarly, the Company’s net profit after tax
increased by 292% to $7.55 million (2007: $1.92 million)
reflecting the exceptional performance during the year.

The Directors were pleased to declare a fully-franked dividend
of 2.0 cents per share on the back of the increased earnings
per share which grew from 1.63 cents to 6.34 cents.

The past year has been extremely important in the
development of the company, culminating in the Group’s
successful listing on the Australian Securities Exchange in
December 2007.

As outlined in the Prospectus, Diploma'’s strategy for growth
is to build upon its position in the West Australian market,
diversify into related industries and sectors, and establish a
presence in new geographical markets where the Diploma
business model can succeed.

In line with this approach, the Group established a
presence in the United Arab Emirates (UAE) during the year
to undertake construction work in that region. The Group
also created two new divisions, Engineering and Facilities
Management, which will complement and leverage
the existing divisions of Construction and Property
Development.

The immediate next phase of the company’s evolution is
to expand growth in the UAE and to look for opportunities
on the East Coast of Australia, both in construction and
development, with a view to positioning the company as a
national construction and property player.

The business philosophy of the Group is to focus on growing
shareholders’ wealth in terms of both income and value.
The 2008 financial results are an indication of successful
Board strategies in this regard. The outlook for the 2009
year and beyond continues to be positive, backed by a

healthy construction work book in excess of $400 million
along with a gross development portfolio also in excess of
$400 million.

One of the major strengths of the Diploma Group has always
been the quality of our people. | take this opportunity to
thank the entire Diploma team for their efforts in 2008 and to
acknowledge the tremendous efforts of all employees and
subcontractors over the past year. They have contributed
to securing new work and have performed enthusiastically,
providing professional project delivery on a daily basis.

| am excited by the challenge of leading Diploma and look
forward to being able to report further progress to you in
the future.

Dominic Di Latte
Chairman
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Diploma has come a long way since 1976 from its origins
as a provider of construction services, largely to the
residential market.

In 2008, Diploma Group Limited achieved a successful listing
on the Australian Securities Exchange. Eighteen million shares
were offered to the public and the offer was oversubscribed.

We have made significant progress with our strategies
of organic growth and geographic diversity. We have
established a presence in the United Arab Emirates and we
are actively pursuing a number of construction opportunities
in this market.

In addition, our new divisions of Engineering and Facilities
Management will complement and leverage the existing
divisions of Construction and Property Development.
The Engineering division has already achieved “approved
contractor” status with a number of the large mining
houses. The Construction Division contributed EBIT
to the Group of $13.91 million (June 07: $2.69 million).
Operating revenue was $112.92 million (June 07: $52.90
million) before intercompany eliminations exceeding the
prospectus forcast by more than 12%.

The construction portfolio consists of 23 projects with a
total contract value in excess of $400 million across a variety
of sectors including residential, commercial and industrial.
The Construction Division continues to target negotiated
contracts, with the majority of the current workbook having
been negotiated.

Eleven projects with a value of approximately $60 million
were completed during the year. The work-in-hand was
replenished by securing 21 new projects with a value of
approximately $330 million, including Durack Stage 2
office building, Zenith residential tower, Joondalup Village
apartment project and the 915 Hay St office building.

The Property Division contributed $nil EBIT to the Group
as no developments were completed during the year to 30
June 2008. The recognition of both profit and revenue is at
settlement of the development, however there has been a
high level of activity to grow and mature the development
portfolio. As a result, the Division’s development portfolio
now consists of 8 projects with a gross development value
(GDV) in excess of $400 million (June 07: $Nil).

The property development and construction markets
continue to provide lucrative opportunities for us and we
continue to capitalise on them. As these opportunities grow,
so does our capacity to respond to them, demonstrating

our dynamism and responsiveness.

The Board has a strong commitment to corporate
governance and this is an evolving process within the
Company. In addition, the Board continues to evaluate
its performance and adapt its practices to meet the ever-
changing circumstances that confront Diploma.

Apart from winning work and implementing strategies, another
important focus is to effectively manage the risks associated
with the many large and complex projects currently underway.
The management of risk has evolved with our growth and
maturity as a company. Risk management is implemented
via a policy framework designed to ensure that risks are
identified and that controls are adequate, in place and
functioning throughout our construction, engineering, facilities
management and property businesses. Particular emphasis is
placed on safety and environment, which are the key risks in
our contracting and engineering businesses. Our focus on risk
management aims to ensure that business risks are managed
to provide optimum project performance outcomes and to
provide assurance to the Board and shareholders.

With these principles in mind the Group has maintained
or become accredited during the year to the following ISO
standards: AS/NZS ISO 9001:2000 Quality Management
Systems; AS/NZS ISO 14001:2004 Environmental
Management  Systems; AS/NZS ISO  4801:2001
Occupational Health and Safety Management Systems;
and AS/NZS 1SO 4360:2007 Risk Management.

We continue to create a diverse business across
boundaries, bringing our operations in line with our model
of risk management through portfolio and geographic
diversification. The success of this strategy is evident in the
performance of the Group in the past couple of years, and
it gives us confidence to continue to grow our workbook
across all divisions in 2009.

| thank all our stakeholders, including our people, for their
support. We look forward to the challenge of delivering
another great performance next year.

ek

Nick Di Latte
Managing Director & CEO
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Director's Report

The Directors of Diploma Group Limited (referred to in these
financial statements as “the Company” or “Diploma”) submit
the following report in respect of the Company and the
consolidated entity for the financial year ended 30 June 2008.

Directors

The following persons held office as Directors of Diploma
during or since the end of the financial year. Unless otherwise
indicated all Directors held their position as a Director from
the date of incorporation of Diploma (on 10 September 2007)
and up to the date of this report.

Dominic B Di Latte (Executive Chairman)

Dominic has spent his entire working life in the building
industry. He began his career as a tradesman and progressed
to become a registered builder, finally starting his own
construction company in 1976.

Dominic’s success in residential housing led to commercial,
retail, medium and high-density residential developments.
With obvious hands-on experience, Dominic has an intrinsic
understanding of every aspect of the industry. He takes a
personal interest in every undertaking. Dominic’s passion
for building, uncompromising approach to quality and
meticulous attention to detail is the foundation of an ethos
that flows throughout the Company.

Under Dominic’s watch, Diploma Group has been responsible
for numerous successful residential, retail and commercial
developments, including Box Building Apartments in Perth’s
CBD, Arcadia Court in Subiaco, multiple Officeworks Superstores
and the sensitive heritage redevelopment of the Leederville Post
Office site.

Nick D Di Latte (Managing Director and CEO)

Nick joined the Company in 1996 and has always shared his
father’s passion for the industry.

Nick’s predominate role has been to liaise with clients and
joint venture partners, from the initial concept and planning
stage through to completion, as well as overall responsibility
for the performance of Group activities. He brings a great
deal of experience in the property industry to the fore and

will continue to work with and oversee both divisions of
the Company. A qualified Barrister and Solicitor, having
been admitted to the Supreme Court of Western Australia
in February 2002, Nick’s role includes liaising with clients
with respect to new developments as well as involvement
with site acquisitions and conceptualisation of commercial
and residential projects through to completion. Nick’s role
further includes the implementation of growth strategies of
the Company.

Nick’s multi-disciplinary leadership on projects such as
Thaymas Apartments, West Perth, Arcadia Court, Subiaco,
Ennis Tavern & Commercial Centre, Rockingham, Box
Building Apartments, Perth CBD and Clarkson Commercial &
Retail Centre, will assist the Company to expand its business
to the next level.

John M Norup (Executive Director)

As a qualified engineer, John brings a wealth of experience
in the WA construction marketplace to the Company.

Joining the Company in 2005, John will have a pivotal role
in the next stage of the Company’s history as head of the
Construction Division.

During his career, John has been directly involved in the
management of over $1 billion worth of construction work
within Western Australia.

As a Director, John has been overseeing the Company’s
operations, and is involved in the strategic business planning
of the organisation.

John’s previous experience as a director of a major national
construction business provides the Company with the
experience and knowledge of the national construction
market. This, combined with the strength of his management
team, gives the Company the ability to undertake large and
complex projects anywhere within Australia.

John has been engaged in a myriad of projects, such as the
HBI plant at Port Hedland, the Dawesville Channel project,
Mt Gibson iron ore storage, Kwinana Fertiliser storage facility,
Geraldton Hospital, The Vines Resort, Seashells Resort,
Broome and Heritage Resort, Shark Bay, to name a few.
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lan P Olson
(Non-executive, appointed 10 October 2007)

As a Chartered Accountant, lan has been involved in
corporate advisory, audit and assurance and management
consulting over the past 18 years.

lan’s areas of expertise include corporate finance, external
and statutory audit, investigating accountant’s and
independent expert’s reports. During his career, lan also
spent three years working with two major global investment
banks in London and New York.

Until recently lan was Managing Partner of PKF Chartered
Accountants in Western Australia and is now owner and
Executive Chairman of the King Group, a diversified
surveying, drafting, mapping and GIS business. He is
a member of the Institute of Chartered Accountants
in Australia, the Institute of Company Directors and is
currently Non-Executive Chairman of Gage Roads Brewing
Co Limited and Non-Executive Director of Ruralaus
Investments Limited.

lan’s industry experience includes energy and natural
resources, engineering and construction, property,
manufacturing and retail.

Carl Lancaster
(Non-executive, appointed 7 December 2007)

Mr Lancaster holds a Bachelor of Business and is
an associate member of the Institute of Chartered
Accountants.

Over the last 10 years, Mr Lancaster has been the head
of Real Estate Finance for Macquarie Bank Limited in
Western Australia. During his tenure at Macquarie Bank, Mr
Lancaster was responsible for the identification, analysis
and mandating of property development projects for which
Macquarie Bank provided debt and equity capital.

Mr Lancaster was a Director of a number of Macquarie
Bank subsidiary companies involved in joint venture
projects in Western Australia and has particular expertise in
the efficient structuring of debt and equity capital for large
scale property development projects.

Company Secretary

Simon A Oaten (appointed 10 September 2007)

Mr Oaten joined the Diploma Group on 10 September
2007 and was appointed Chief Financial Officer of the
Diploma group on the same date. Mr Oaten is a Chartered
Accountant with 12 years of construction, engineering
and development experience in Australia, South America,
Africa and the UK. Prior to his involvement in Diploma, Mr
Oaten was General Manager Finance of GRD Limited and
before that Group Financial Controller of Multiplex Limited.
He commenced his career at KPMG, and held senior
management positions in both Perth and the UK.

Directors’ Share and Option Holdings

The relevant interest of each Director in the share capital of
the Company and shares under option as at the date of this
report is as follows:

Direct Interest  Indirect Interest

Director Ordinary Shares Options  Ordinary Shares
D B Di Latte - 1,012,000 20,400,000"
N D Di Latte - 1,212,000 20,400,000"
J M Norup 20,400,000" 1,012,000 285,000
| P Olson 20,000 200,000 -
C Lancaster 40,000 200,000 -

* These shares are in voluntary escrow until 5 December 2008.

Nature of Operations and Principal Activites

Diploma 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 divisions, which are
responsible for carrying out the Company’s activities.
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Director's Report

Within each division Diploma offers a comprehensive range
of services that includes:

Construction

e Design capabilities

e Quality construction

e Construction management

e Site supervision and administration
e Joint venture partnerships and

e Total service capability from concept drawings through to
interior design.

e Engineering

Property Developing

e Feasibility studies

e Site acquisition

e Building design

® Project management

e Joint venture partnerships and

e Sales and marketing coordination.

e Facilities management

Significant Changes in the State of Affairs

At incorporation date, 10 September 2007, Diploma Group
Limited acquired 100,000 shares in Diploma Construction
(WA) Pty Ltd via an equity exchange. This transaction has
been accounted for as a reverse acquisition. Accordingly, the
consolidated financial statements of Diploma Group Limited
represent the continuation of the operations of Diploma
Construction (WA) Pty Ltd, the deemed acquirer.

The Company listed on the Australian Stock Exchange in
December 2007 issuing 18 million shares with the offer
being oversubscribed.

Diploma/Probuild Joint Venture - On the 28 September 2007,
Diploma Group and Probuild Constructions (Aust) Pty Ltd
(Probuild) agreed to cease their joint venture agreement. From
this date onwards, the projects subject to the joint venture

agreement will be completed by Probuild. In exchange for this,
Probuild paid the Company an amount of $7.6 million, plus GST,
which represents the discounted amount of the Group’s forecast
final profit on the Diploma/Probuild joint venture projects.

In the opinion of the Directors, there were no other significant
changes in the state of affairs of the consolidated entity
that occurred during the year under review, not otherwise
disclosed in this report or the financial statements.

Dividends

A fully franked dividend totalling $1,925,000 was paid on
22 October 2007. This dividend was declared and paid by
a subsidiary company of the Group prior to the Group’s
admission to the Official List of the ASX.

On 28 August 2008 the Directors announced a final franked
dividend for 2008 of two cents per ordinary share to be paid
on 1 December 2008 ($2.4 million).

Operating and Financial Review

Group Overview

The Group originated in 1976 when Dominic Di Latte, who
is the current Chairman of the Board, established Diploma
Homes, a construction company providing construction
services largely to the residential building market.

Sensible expansion saw the business grow and move to new
premises located in Osborne Park in 1987, before expanding
again in 2004 and moving to the current premises in Belmont
where it maintains its head office.

The Company was renamed Diploma Construction (WA) Pty
Ltd in 2005 and in 2007, following a review of its corporate
structure, the Holding Company, Diploma Group Limited was
interposed and this entity then listed on the Australian Stock
Exchange in December 2007.

Operating Results for the Year

Diploma Group Limited (the Group) recorded a net profit after
tax of $7.551 million for the year ended 30 June 2008. This
compares favourably to the previous year’s result of $1.925
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million for 30 June 2007 and represents an increase of
292% during the year.

The key highlights of the Group for the year are:

e Successful IPO and admission to the Official List of the
ASXon 5 December2007. 18 million shares were offered
to the public with the offer being oversubscribed;

e Exceeded the prospectus forecast of $7.085 million
by 6.6%;

e Continued strong performance in the construction
division with a significant number of new projects
secured during the period;

e Early settlement of the Diploma Construction (WA)
Pty Ltd and Probuild Constructions (Aust) Pty Ltd Joint
Venture. This settlement contributed $7.600 million in
profit to the Group; and

e Good progress on existing property development
projects with development approval and project
debt financing having been secured on the Joondalup
Village Project.

Key financial highlights of the Group for the year are:
e Earnings before interest and tax (EBIT)
of $10.855 million (June 07: $2.754 million);
¢ Net profit after tax was $7.551 million
(June 07: $1.925 million);
e Revenue increased 71% to $90.468 million
(June 07: $52.973 million);
e Earnings per share (EPS) of 6.34 cents
(June 07: 1.63 cents);
e At 30 June 2008 net assets were $8.601 million
(June 07: $2.026 million);

e At 30 June 2008 net tangible assets per security
was $0.07 (June 07: $0.02).

At 30 June 2008, the Diploma Group balance sheet had
total assets of $89.825 million (June 07: $21.815 million).
Net working capital increased from $1.867 million at the
beginning of the year to $3.665 million at 30 June 2008.

The increase in total assets during the year is due primarily
to the increase in development activity across a number
of projects which are due for completion commencing mid
2009 onwards. These projects are primarily debt funded
which accounts for the corresponding increase in total
liabilities during the year.

The net cash out flow from operations of $44.459 million
includes $43.128 million in cash outflows from property
development expenditure. This property development
expenditure has been funded primarily by debt and
the cash inflow from this debt finance is classified as a
financing activity.

Construction Division

The construction division contributed EBIT to the Group
of $13.908 million (June 07: $2.690 million). Operating
revenue was $112.918 million (June 07: $52.898 million)
before intercompany eliminations.

The construction portfolio consists of 23 projects with a
total contract value estimated in excess of $400 million
across a variety of sectors including residential, commercial
and industrial.

The construction division continues to target negotiated
contracts with the majority of the current workbook having
been negotiated.

11 projects with a value of approximately $60 million
were completed during the year. The work-in-hand was
replenished by securing 21 new projects with a value of
approximately $330 million, including Durack Stage 2 office
building, Zenith — a 24 residential tower, Joondalup Village
apartment project and 915 Hay St office building.

Development Division

The property division contributed $nil EBIT to the Group
as no developments were completed during the year to 30
June 2008. The recognition of both profit and revenue is at
settlement of the development.
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Director's Report

There has been a high level of activity to grow and mature
the development portfolio resulting in the division’s
development portfolio now consisting of 8 projects with a
gross development value (GDV) estimated in excess of $400
million (June 07: $Nil).

Earnings Per Share

The Company had a weighted average number of shares
on issue during the year of 119,140,000. Basic earnings
per share (EPS) for 2008 is 6.34 cents per share (2007: 1.63
cents). Diluted EPS for 2008 is 6.34 cents (2007: 1.63 cents).

Events Subsequent to Balance Date

Since the end of the financial period, the Directors are not
aware of any other matter or circumstance not otherwise
dealt with in this report or the financial statements that has
significantly or may significantly affect the operations of
the consolidated entity, the results of those operations or
the state of affairs of the consolidated entity in subsequent
financial years.

Likely Developments and Expected Results

In the opinion of the Directors, disclosure of any further
information on likely developments in operations and
expected results would be prejudicial to the interests of the
Company, the consolidated entity and shareholders.

Environmental Regulation

The consolidated entity’s operations are subject to
environmental regulations under State legislation.
Management monitors compliance with environmental
regulations. The Directors are not aware of any significant
breaches during the period covered by this report.

Share Options

At the date of this report, there were 13,800,000 unissued
ordinary shares under options (11,800,000 at balance date).

During the year 11,800,000 options to acquire ordinary
shares in the Company were issued as remuneration options.

2,000,000 options have been issued since the end of the year
to the date of this report. The options were issued as part of
a employee retention incentive programme after the annual
salary review process and have a 3 year vesting period with
an exercise price of $0.60 per option. No Director’s or KMP
were issued any additional options.

During the year no options to acquire fully paid ordinary
shares in the Company were exercised nor were there any
options forfeited.

Refer to Note 29 of the financial statements for further details of the
Company’s share options.

Indemnification and Insurance of Directors and Officers

During the financial year the Group has paid premiums in
respect of directors’ and officers’ liability insurance contracts
for the year ended 30 June 2008 and since the financial year,
the Group has paid or agreed to pay premiums in respect of
such insurance contracts for the year ending 30 June 2009.
Such insurance contracts insure against certain liability
(subject to specific exclusions) of persons who are or have
been directors or executive officers of the Company.

The Directors have not included details of the nature of the
liabilities covered or the amount of the premium paid in respect
of the Directors’ and Officers’ liability and legal expenses’
insurance contracts, as such disclosure is prohibited under
the terms of the contract.

Proceedings on Behalf of the Company

There are no proceedings on behalf of the Company under
section 237 of the Corporations Act 2001 in the financial year
or at the date of this report.

Remuneration Report (Audited)

This remuneration report outlines the director and executive
remuneration arrangements of the Company and the Group
in accordance with the requirements of the Corporations Act
2001 and its Regulations. For the purposes of this report,
key management personnel (KMP) of the Group are defined
as those persons having authority and responsibility for
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planning, directing and controlling the major activities of
the Company and the Group, directly or indirectly, including
any director (whether executive or otherwise) of the parent
company, and includes the five executives in the Parent
and the Group receiving the highest remuneration.

For the purposes of this report, the term ‘executive’
encompasses the chief executive, senior executives, general
managers and secretaries of the Parent and the Group.

Details of Key Management Personnel (Audited)

Except as noted all key management personnel held their
roles during the current and prior years.

Directors

Name Position
D B Di Latte  Chairman (Executive) - appointed
2 January 1976
N D Di Latte Managing Director & CEO - appointed
2 January 1996
J M Norup Managing Director - appointed
Construction (Executive) 29 May 2005
| P Olson Director (non-executive) - appointed
10 October 2007
C Lancaster Director (non-executive) - appointed 7
December 2007

Executives
Name Position
S Oaten Chief Financial Officer & - appointed 10
Company Secretary September 2007
D Gillespie Construction Director - appointed
1 March 2006

Compensation Policy (Audited)

Itisthe Company’s objective to attract and retain high quality
Directors and executive officers. One aspect of achieving
this is by remunerating Directors and executive officers in
a manner consistent with employment market conditions.
To assist in achieving this objective, the Company links
the nature and amount of some of the executive Directors’
and officers’ emoluments to the Company’s financial and
operational performance.

Where appropriate the Board obtains independent advice
on remuneration packages.

Group Performance

The Group’s performance is reflected in the growth in
earnings per share (EPS) and net profit over time. The
Company was incorporated on 10 September 2007 and
listed on the Australian Stock Exchange on 5 December
2007. Compared to the prior year, the Group achieved EPS
growth of 289% and net profit increased by 292%.

Remuneration and Nomination Committee

The Remuneration and Nomination Committee (the
“Committee”) of the Board of Directors is responsible for
determining and reviewing compensation arrangements
for the Directors, the Company Secretary and all other key
management personnel.

The Committee assesses the appropriateness of the
nature and amount of compensation of key management
personnel on a periodic basis by reference to relevant
employment market conditions with the overall objective of
ensuring maximum stakeholder benefit from the retention
of a high quality Board and executive team.

As part of this function, the Committee can review and make
recommendations to the Board on executive remuneration
andincentive policy, executive incentive plans, equity-based
incentive plans, remuneration of non-executive Directors,
and recruitment, retention, performance measurement and
termination policies and procedures for Directors, the CEO,
the Company Secretary and all senior executives.
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Remuneration Structure

In accordance with best practice corporate governance,
the structure of non-executive Director and executive
compensation is separate and distinct.

Non-executive Director Compensation
Objective

The Committee seeks to attract and retain non-executive
Directors of a high calibre, and sets non-executive Director
remuneration at competitive market levels.

Structure

In setting the level of non-executive Director remuneration,
the Committee considers advice from external consultants
and undertakes its own benchmarking with comparable
companies.

Each Director receives a fee for being a Director of the
Company, with additional fees considered in recognition
of specific duties carried out by each Director, such
as membership on sub-committees of the Board. The
constitution specifies that the aggregate remuneration pool
for non-executive Directors is $500,000 per annum. Fees
paid to non-executive Directors are reviewed annually.

Non-executive Directors are encouraged to hold shares in
the Company. The Committee also considers in certain cases
it may be appropriate to include equity-based incentives,
including share options, in the remuneration package of
non-executive Directors. For details of the structure of equity
based compensation refer to the equity based benefits below
under Executive Compensation.

Executive Compensation
Objective

The Committee aims to reward executives with a level and
mix of compensation commensurate with their position and
responsibilities within the entity so as to:

e reward executives for company, business unit
and individual performance against targets set
to appropriate benchmarks;

e align the interests of executives with those

of shareholders;

e link rewards with the strategic goals and performance
of the company; and

e ensure total compensation is competitive by market
standards.

Structure
Remuneration packaging contains the following key elements:

e Primary benefits — fixed components of salary, fees and
non-monetary benefits such as motor vehicle costs, and
short-term incentives.

e Post-employment benefits — including superannuation
and prescribed benefits.

e Equity-based benefits — includes share options.

Primary Benefits - Fixed Compensation
Objective

The level of fixed primary benefits is reviewed annually by the
Committee. The process consists of a review of company-
wide, business unit and individual performance, relevant
comparative remuneration in the market and internally and,
where appropriate, external advice on policies and practices.
As noted above, the Committee has access to external
advice independent of management.

Structure

Executives and senior managers are given the opportunity to
receive part of their primary fixed remuneration in a variety of
forms other than cash, such as motor vehicle fringe benefits.
It is intended that the manner of payment chosen will be
optimal for the recipient without creating an unreasonable
cost or administrative burden for the Group.

Primary Benefits — Short Term Incentive

Senior executive contracts include a provision for the
establishment of annual performance criteria upon which a
cash performance bonus is to be linked. Diploma did not have
a formal executive short-term incentive plan in place during
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the year and accordingly no cash performance bonuses
were paid. There were no short-term incentive payments
made to key management personnel in the prior year.

The Committee can approve discretionary cash bonuses
to executives and senior managers where superior
performance has delivered significant value to the Group,
such as through the winning of new projects. During 2008
the Committee determined that certain executives would
be paid a cash bonus in respect of their performance.
Drew Gillespie was paid $40,000 on 14 February 2008 as
part of this scheme and was the only key management
personnel who received such a cash bonus during the
year (2007: $20,000).

Post-employment Benefits
Objective

Post-employment benefits include superannuation and any
benefits receivable by executives should their employment
be terminated by the Company. The Committee reviews
the level of primary benefits annually, with assistance of
external advisors if required.

Structure

Australian executives receive statutory superannuation as
a minimum, and all executives are given the opportunity
to sacrifice additional amounts of their remuneration into
superannuation contributions. It is the policy of the Group
that termination benefits are only offered to executives
employed under contract, unless under a formal
redundancy programme.

Equity-based Benefits
Objective

The objective of the consolidated entity’s share option
plan is to reward senior executives in a manner that
aligns this element of remuneration with the creation of
shareholder wealth.

Structure
Diploma Share Options

All share options issued are based on loyalty-vesting
periods and vested options can only be exercised if the
Director or executive is still in the employment of the
consolidated entity at the time of exercise. The Board
feels that the expiry date and exercise price of options
currently on issue to key management personnel (KMP) is
sufficient to align the goals of the KMP with those of the
shareholders to maximise shareholder wealth without the
need for additional performance hurdles.

At present the Company does not have a formal plan
covering the payment of equity-based executive
remuneration, however, it is the Company’s intention to
seek Shareholder approval for the issue of options and
other securities to executives until such time as a formal
plan is approved.

In relation to Directors and named executives, the details
of options granted during the year and options that vested
during the year are set out below in the section headed
‘Compensation Options: Granted and vested during the
year’. The value of options forming part of the remuneration
of Directors and executives during the year is shown below
in the section headed ‘Compensation of Directors and
Other Key Management Personnel’. Additional details as
to share options granted to, exercised by and held by
Directors and named executives are contained in Note 29
to the financial statements.

Employment Contracts

Directors and key management personnel of Diploma are
employed under contracts of employment with standard
commercial terms, such as having no fixed term of expiry,
provision for annual review of salary, notice periods for
termination of one month and termination payments limited
to being payments in lieu of notice.

Annual Report 2008

15




Director's Report

Compensation of Directors and Other Key Management Personnel (Audited)

The following details the nature and amount of remuneration paid to Directors and other key management personnel of the
company and the consolidated entity during the year.

June 2008 Short Term Benefits Post Employment Share Based Total
Benefits Payments
Salary & Fees Cash Non  Superannnuation Options $ Performance Consisting
Bonus Monetary Related of Options
Benefits
Directors
D B Di Latte 224,999 - 14,509 75,415 25,303 340,226 - 7%
N D Di Latte 269,998 - 15,362 19,965 29,658 334,983 - 9%
J M Norup 262,410 - 3,721 19,365 25,303 310,799 - 8%
| P Olson 30,000 - - - 3,914 33,914 - 12%
C Lancaster 28,000 - - 2,160 3,914 34,074 - 11%
Executives
S A Oaten 162,500 - 700 14,378 7,270 184,848 - 4%
D Gillespie 195,452 40,000 - - 11,292 246,744 - 5%
Total 1,173,359 40,000 34,292 131,283 106,654 1,485,588
June 2007 Short Term Benefits Post Employment Share Based Total
Benefits Payments
Salary & Fees Cash Non  Superannnuation Options $ Performance  Consisting
Bonus Monetary Related  of Options
Benefits
Directors
D B Di Latte 179,832 - 58,475 67,143 - 305,450 0% 0%
N D Di Latte 239,998 - 59,327 19,800 - 319,125 0% 0%
J M Norup 208,332 - 2,869 18,300 - 229,501 0% 0%
Executives
D Gillespie 195,449 20,000 - - - 215,449 0% 0%
Total 823,611 20,000 120,671 105,243 - 1,069,525
16
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Compensation Options: Granted and Vested During the Year (Audited)

During the current year, options were granted as equity compensation benefits to certain Directors and other key management
personnel as disclosed below. No options were granted to executives or key management personnel during the prior year.

June 2008 Options Options  Grant Date Fair Value Total$ Exercise  Expiry Date First
Vested in Granted in Per Option at Per Price Exercise
Current Year _ Current Year Grant Date $ Option $ Date
Directors
D B Di Latte - 1,012,000 05/12/07 $0.07 72,361 0.60 18/10/09  18/09/09
N D Di Latte - 1,212,000 05/12/07 $0.07 86,661 0.60 18/10/09  18/09/09
J M Norup - 1,012,000 05/12/07 $0.07 72,361 0.60 18/10/09  18/09/09
| P Olson - 200,000 05/12/07 $0.07 13,094 0.60 31/10/09  31/09/09
C Lancaster - 200,000 05/12/07 $0.07 13,094 0.60 31/10/09  31/09/09
Executives
S A Oaten - 500,000 05/12/07 $0.10 47,687 0.60 18/10/12  18/09/10
D Gillespie - 750,000 05/12/07 $0.10 71,879 0.60 31/12/12  31/11/10
Total - 4,886,000 . amraa

Shares Issued on Exercise of Compensation Options (Audited)

There were no shares issued to Directors or named executives on account of the issue of share options during the year or
the prior year.

Directors’ Meetings

The number of Directors’ meetings and meetings of committees of Directors held in the period each Director held office
during the financial year and the number attended by each Director are:

June 2008 Board of Directors Audit & Risk Remuneration &

Management Committee Nomination Committee*
Directors Number Held Number Attended Number Held Number Attended Number Held  Number Attended
D B Di Latte 8 8 - - - -
N D Di Latte 8 8 2 2 - -
J M Norup 8 8 - - - -
| P Olson 8 7 2 2 - -
C Lancaster 7 7 2 2 - -

The details of the functions and memberships of the committees of the Board are presented in the Corporate Governance Statement.
* The date of the first meeting of the Remuneration & Nomination Committee was held on 18 August 2008.
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Director's Report

Ernst & Young Building
11 Mounts Bay Road

Perth WA 6000 Australia

GPO Box M939 Perth WA 6843

Tel: +61 8 9429 2222
Fax: +61 89429 2436
www.cy.com/au

Ell ERNST & YOUNG

Auditor's Independence Declaration to the Directors of Diploma Group Limited

In relation to our audit of the financial report of Diploma Group Limited for the financial year ended 30 June
2008, to the best of my knowledge and belief, there have been no contraventions of the auditor independence

6/'\5% T %v/iq

Ernst & Young d
Uomides

P Mclver
Partner

Perth

28 August 2008

requirements of the Corporations Act 2001 or any applicable code of professional conduct.

Auditor’s Independence Declaration

Rounding of Amounts

We have obtained the above independence declaration from
our auditors, Ernst and Young.

Non-Audit Services

The non-audit services provided by the entity’s auditors
are disclosed in Note 22 to the financial statements. The
Directors are satisfied that the provision of non-audit services
is compatible with the general standard of independence for
auditors imposed by the Corporations Act 2001. The nature
and scope of each non-audit service provided means that
auditor independence was not compromised.

Corporate Governance

In recognising the need for the highest standards of corporate
behaviour and accountability, the Directors of Diploma support
and have adhered to the principles of corporate governance.
The Company’s Corporate Governance Statement is
contained on pages 20 to 24 of this full financial report.

The Company is a company of the kind specified in Australian
Securities and Investment Commission class order 98/0100.
In accordance with that class order, amounts in this report
and the accompanying financial statements have been
rounded to the nearest thousand dollars unless specifically
stated to be otherwise.

This report is made in accordance with a resolution of the
Directors.

P

Nick Di Latte
Managing Director & CEO

Perth, Western Australia
28 August 2008
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Corporate Governance Statement

for the year ended 30th June 2008

The Board of Directors of Diploma Group Limited is
responsible for the corporate governance of the consolidated
entity. The Board guides and monitors the business affairs of
the Company on behalf of the shareholders by whom they
are elected and to whom they are accountable.

The Board has adopted the ‘Principles of Good Corporate
Governance and Best Practice Recommendations’
established by the ASX Corporate Governance Council and
published by the ASX in March 2003, other than in relation to
the matters specified below.

Recommendation Reference

2.1 : A majority of the Board should be independent
directors.

Notification of Departure

There are 2 independent directors and 3 non-independent
directors.

Explanation for Departure

The board is of the view that it is structured in such a way
so as to add value and is appropriate for the current size
and complexity of the business. Diploma Group Limited
listed on the Australian Stock Exchange on 5 December
2007 and will review its Board structure in light of the above
recommendations during the next financial year.

2.2 : The chairman should be an independent director.
Notification of Departure

The current chairman, Dominic Di Latte, is not an independent
director.

Explanation for Departure

The board considers that Mr Dominic Di Latte is most qualified
for the dual roles of executive director and chairman of the
Company during its formative period. Diploma Group Limited
listed on the Australian Stock Exchange on 5 December
2007 and will review its Board structure in light of the above
recommendations during the next financial year.

4.3 : The structure of the Audit Committee should
consist of only non-executive directors.

Notification of Departure

There are 2 non-executive directors and 1 executive
director.

Explanation for Departure

Due to the structure and size of the Board the Audit
Committee does not consist solely of independent directors.
This will be addressed when the Board Structure is reviewed
next financial year.

9.3 : Clearly distinguish the structure of non-executive
directors’ remuneration from that of executives.

Notification of Departure
The two Non-executive directors receive options.
Explanation for Departure

To attract well qualified and experienced Non-executive
directors the Company considers the ability to pay options
to Non-executive directors an important tool.

9.4 : Ensure that payment of equity-based executive
remuneration is made in accordance with thresholds set
in plans approved by shareholders.

Notification of Departure

At present the Company does not have a formal plan covering
the payment of equity-based executive remuneration.

Explanation for Departure

It is the Company’s intention to seek Shareholder approval
for the issue of options and other securities to executives
until such time as a formal plan is approved.

There is a corporate governance section on the Company’s
website which sets out the various policies, charters and
codes of conduct which have been adopted to ensure
compliance with the “best practice recommendations”
referred to above.
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A description of the Company’s main corporate governance
practices are set out below.

The Board of Directors

In accordance with ASX Principle 1, the Board has
established a ‘Board Charter’ which is available on the
Company website. This outlines the functions reserved
to the Board and those delegated to management and
demonstrate that responsibilities and functions of the Board
are distinct from management. The key responsibilities of
the Board include:

e Appointment, evaluation, rewarding and if necessary the
removal of the Managing Director, and Chief Financial
Officer (or equivalent) and the Company Secretary;

e In conjunction with management, development of
corporate objectives, strategy and operations plans
and approving and appropriately monitoring plans, new
investments, major capital and operating expenditures,
capital management, acquisitions, divestitures and
major funding activities;

e Establishing appropriate levels of delegation to the
Managing Director to allow him to manage the business
efficiently;

e Monitoring actual performance against planned
performance expectations and reviewing operating
information at a requisite level, to understand at all
times the financial and operating conditions of the
Company;

e Monitoring the performance of senior management
including the implementation of strategy, and ensuring
appropriate resources are available;

e \Via management, an appreciation of areas of
significant business risk and ensuring that the
Company is appropriately positioned to manage
those risks;

e Overseeing the management of safety, occupational
health and environmental matters;

e Satisfying itself that the financial statements of the
Company fairly and accurately set out the financial
position and financial performance of the Company
for the period under review;

e Satisfying that there are appropriate reporting systems
and controls in place to assure the Board that proper
operational, financial, compliance, and internal control
processes are in place and functioning appropriately;

e To ensure that appropriate internal and external audit
arrangements are in place and operating effectively;

e Having a framework in place to help ensure that the
Company acts legally and responsibly on all matters
consistent with the code of conduct; and

¢ Reporting to shareholders.

The Directors in office during the year, and up to the date
of this report were:

Name First Appointed Position & Independent
Status

D B Di Latte January 1976 Executive No
Chairman

N D Di Latte January 1996 | Chief Executive No

J M Norup May 2005 Executive No
Director

| P Olson October 2007 Independant, Yes
Non-Executive

C Lancaster December 2007 Independant, Yes
Non-Executive

The skills, experience and expertise of all the Directors in
office at the date of the financial report, and their attendance
at meetings of the Board and its Committees during the
financial year, are summarised in the Directors’ Report.

The Directors of Diploma Group Limited are considered to
be independent when they are independent of management
and free from any business or other relationship that could
materially interfere with, or could reasonably be perceived
to interfere with, the exercise of their unfettered and
independent judgement.
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Corporate Governance Statement

for the year ended 30th June 2008

When considering independence, the Board assesses
“materiality” on an on-going basis, taking into account both
quantitative and qualitative factors. Interests of between 5%
and 10% may be material, although qualitative assessment
will override the quantitative assessment.

In accordance with these concepts, Messrs Olson and
Lancaster are considered independent. This is not a majority
and is a departure from the best practice recommendations
as discussed above.

Procedures exist to enable Directors to seek independent
professional advice, at the Company’s expense, in order to
execute their duties.

Remuneration and Nomination Committee

The Committee operates under a Charter approved by the
Board. The role of the Committee is to:

e Review and make recommendations about remuneration
policies for executives and non-executive Directors;
and,

e Make assessments and recommendations about the
performance and suitability of individual Directors and
the Board as a whole.

Members of the Committee during the year were:

e | P Olson (Chairman)
e N DDiLatte

e (C Lancaster

For details of the Company’s policy relating to Remuneration,
plus the amounts of all monetary and non-monetary
emoluments paid to Directors and other key management
personnel during the year, refer to the remuneration report
contained in the Directors’ Report.

At present the Company does not have a formal plan covering
the payment of equity-based executive remuneration (which
the best practice recommendations provide should be
approved by shareholders). It is the Company’s intention
to seek Shareholder approval for the issue of options and
other securities to executives until such time as a formal plan

is approved. During the year the Company did issue share
options to certain executives of the Diploma Group, the terms
and conditions of which are detailed in the remuneration
report contained in the Directors’ Report.

With regard to non-executive Directors, remuneration is
structured differently to that of executives. While remuneration
is typically in the form of fixed cash fees, the Committee may
and has recommended that non-executive Directors also be
issued with equity-based incentives, such as share options.
No schemes for retirement benefits exist, other than statutory
superannuation.

The issue of share options to non-executive Directors is a
departure from the best practice recommendations. The
Board considers that in certain cases it is appropriate to
include equity-based incentives in the remuneration package
of a non-executive Director, where this aligns with the role
undertaken by that Director and is in the best long-term
interests of Diploma.

Code of Conduct

The Board acknowledges the need for the highest standards
of corporate governance and ethical conduct by all Directors
and employees of the consolidated entity. As such, the
Company has developed a Code of Conduct which has been
fully endorsed by the Board and applies to all Directors and
employees. This Code of Conduct is regularly reviewed and
updated as necessary to ensure that it reflects the higest
standard of behaviour and professionalism and the practices
necessary to maintain confidence in the Group’s integrity.

A fundamental theme is that all business affairs are
conducted legally, ethically and with strict observance of the
highest standards of integrity and propriety. The Directors
and management have the responsibility to carry out their
functions with a view to maximising financial performance
of the consolidated entity. This concerns the propriety of
decision making in conflict of interest situations and quality
decision making for the benefit of shareholders.

Refer to the Company website for specific code of conduct.
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Securities Trading

Audit and Risk Management Committee

The Board has adopted the “Security Dealings Policy”
(refer website) (which is driven by the Corporations Act
2001 requirements) that applies to all Directors, officers
and employees of the Company. Under this policy and the
Corporations Act 2001, it is illegal for Directors, officers or
employees who have price sensitive information relating to
the Group which has not been published or which is not
otherwise ‘generally available’ to:

e Buy, sell or otherwise deal in Company shares or
options (“Company securities”);

e Advise, procure or encourage another person (for
example, a family member, a friend, a family Company
or trust) to buy or sell Company securities; or

e Pass on information to any other person, if one knows
or ought reasonably know that the person may use the
information to buy or sell (or procure another person to
buy or sell) Company securities.

Corporate Reporting

In accordance with ASX Principle 4, the CEO and Chief
Financial Officer (“CFO”) have made the following
certifications to the Board:

e That the Company’s financial reports are complete and
present a true and fair view, in all material respects, of
the financial condition and operational results of the
Company and Group; and

e That the above statement is founded on a sound
system of internal control and risk management which
implements the policies adopted by the Board and that
the Company’s risk management and internal control is
operating efficiently in all material respects.

Members of the Audit Committee during the year were:

e | P Olson (Chairman — Non-Executive Director
e N D Di Latte — Executive Director

e (C Lancaster — Non-Executive Director

The Committee operates under a charter approved by
the Board which is posted to the corporate governance
section of the website. It is the Board’s responsibility to
ensure that an effective internal control framework exists
within the entity. This includes internal controls to deal with
both the effectiveness and efficiency of significant business
processes. This includes the safeguarding of assets, the
maintenance of proper accounting records and identifying
and controlling risks to ensure that they do not have a
negative impact on the Company. The Committee also
provides the Board with additional assurance regarding
the reliability of the financial information for inclusion in the
financial reports.

The Audit and Risk Management Committee is also
responsible for:

e Ensuring compliance with statutory responsibilities
relating to accounting policy and disclosure;

e Liaising with, discussing and resolving relevant issues
with the auditors;

e Assessing the adequacy of accounting, financial and
operating controls;

* Reviewing half-year and annual financial statements
before submission to the Board; and

e COverseeing risk management strategies in relation
to currency hedging, debt management, capital
management, cash management and insurance.

In accordance with the ASX Principle 7, the Board has
established a Risk Management policy, available on the
Company website, which is designed to safeguard the assets
and interests of the Company and to ensure the integrity of
reporting.
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Corporate Governance Statement

for the year ended 30th June 2008

The CEO and CFO will inform the Board annually in writing
that:

e The sign off given on the financial statements is founded
on a sound system of risk management and internal
control compliance which implements the policies
adopted by the Board.

e The Company’s risk management and internal compliance
and control systems is operating effectively and efficiently
in all material respects.

External Auditors

The Company’s current external auditors are Ernst & Young.
As noted in the Audit and Risk Management Committee
charter, the performance and independence of the auditors
is reviewed by the Audit and Risk Management Committee.

Ernst & Young’s existing policy requires that its audit team
provide a statement as to their independence. This statement
was received by the Audit and Risk Management Committee
for the period ended 30 June 2008.

Continuous Disclosure

In accordance with ASX Principle 5, the Board has an
established disclosure policy which is available on the
Company website.

The Company is committed to:

e Ensuring that stakeholders have the opportunity to access
externally available information issued by the Company;

* Providing full and timely information to the market about
the Company’s activities; and

e Complying with the obligations contained in ASX
Listing Rules and the Corporations Act 2001 relating
to continuous disclosure.

The CEO and the Company Secretary have been nominated
as the people responsible for communication with the ASX.
This involves complying with the continuous disclosure
requirements outlined in ASX Listing Rules, ensuring that
disclosure with the ASX is co-ordinated and being responsible

for administering and implementing the policy.

Shareholder Communication

In accordance with ASX Principle 6, the Board has
established a communications strategy which is available on
the Company website.

The Board aims to ensure that the Shareholders, on behalf
of whom they act, are informed of all information necessary
and kept informed of all major developments affecting the
Company in a timely and effective manner. Information is
communicated to the market and shareholders through:

e The annual report which is distributed to shareholders on
request and is available as an interactive document on
the Company’s website, www.diploma.com.au

e Half yearly and all ASX announcements which are posted
on the Company website;

* The annual general meeting and other meetings so called
to obtain approval for Board action as appropriate; and

e Continuous disclosure announcements made

to the ASX.

Further, it is a CLERP 9 requirement that the auditor of the
Company attends the annual general meeting. This provides
shareholders the opportunity to question the auditor
concerning the conduct of the audit and the preparation and
content of the Auditor’s Report.
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