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Exchange: BSE
[ !1 Current Price: (BWP) 1.60
g Target Price: (BWP) 2.08
COMPANY VALUATION Fortunes change as Government Shifts goal-post...
Bloomberg Code LETSHEGO:BG |4 this note, we re-iterate that one of Letshego’s key competitive
Current Price (BWP) 1.60 . 3 . . .
Current Price (USD) 021 strength as a microfinance company operating in SSA has indeed
Target Price (BWP) 2.08 been the ‘deduction at source model’, particularly in Botswana (its
Target Price (USD) 029 key market). Loan repayments are deducted directly from
Upside/Downside 30.0% employees’ salaries (mostly civil servants) through their employer’s
Share Price Performance payroll system. We like the system since it guarantees low rates of
6 Months (BWP) 1.85 -13.5%  default.
12 Months (BWP) 1.82 -12.2%
52- Week High 1.87 A life-line for Letshego Botswana as normal registry operations
52-Week Low . 35 resume. In a recent announcement to stakeholders, Letshego
Key Company Information advised that it was withdrawing a cautionary statement made in
Market Cap (BWPm) 3176 September 2011. The company had reviously informed
Market Cap (USDm) 45.9 P : pany P Y
Shares (m) 1.985 shareholders that Letshego Botswana had become aware of the
Free Float ’25% intention of the Government of the Republic of Botswana to cease
Ave. Daily vol (000) 1,742 facilitating the deduction of Micro Lenders loan repayments from
Financial Year End 31-Jan  source effective 1 December 2011. It appears that after a review
Sector Financial ~ process with relevant stakeholders, the government had to resume
Company web www. letshego.com normal central registry operations. While this demonstrates the

Financial Summary (8we 000) A2011 F2012 F2013  “yulnerability” of Letshego’s business model to regulatory shocks, we

Interest Income 588,836 721,900 851,565 think the development is largely positive for the company as it has
Interest Expense (50,935) (42,959) (99,870) restored certainty with regards to loan recovery methods.

Net Interest Income 537,901 678,941 751,695

Operating Income 823,156 925,951 1,137,271 Letshego Holdings: Price Vs Volume

NI Before Impairments & Tax 665,673 724,565 878,156 200 - 100,000
Profit before taxation 626,716 707,034 790,503

Profit for the year 473,337 537,346 600,782 180 90,000
EPS (Thebe) 25.8 26.3 29.4 160 4 | 80,000
DPS (Thebe) 2.7 4.2 6.5

NAV/share (Thebe) 86.0 99.8 101.9 140 1 - 70,000
Dividend Cover 9.5 6.2 4.5 120 L 60,000
Ratios A2011 F2012 F2013 100 4 | 50,000
Gearing 28.9% 49.8% 49.3%

RoaA 21.0% 18.1% 16.0% 80 - 40,000
RoaE 29.5% 27.9% 29.1% 60 | 30,000
Cost/Income Ratio 23.2% 26.8% 27.5%

PBV (x) 1.9 1.6 1.6 40 1 - 20,000
PER (x) 6.2 6.1 5.4 20 - 10,000
Earnings Yield 16.1% 16.4% 18.3%

Dividend Yield 1.7% 2.6% 4.1% - S o o o o9 = oo o4 o4 o4 oo oo )
Exchange Rate é § g % é :% g :g; g gn ;.’ g é

1 BWP = USD 0.134100 R - T T R T B

USD 1.00 = BWP 7.45712 B \/olume Traded(000)-RHS ~ ===Price (BWP)-LHS
1 BWP = 100 Thebe
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Economic Overview & Outlook on Consumer Lending in
Botswana

Despite the down turn in global markets as a result of the Euro
zone debt crisis, Botswana’s economy is expected to grow
beyond the predicted 7.0% in 2012 due to increased investment
in mining and infrastructure. While the country was affected by
the 2008 economic downturn which saw the economy shrink in
2009 due to a substantial decline in diamond demand, the
economy bounced back in 2010. However, we remain a view
that the quality of growth will likely be affected by global
economic conditions given Botswana’s dependency on
commodity-price cycles.

We however do not expect consumer lending to slow down
within the economy. At a market penetration of c30% in
Botswana, coupled by a relatively small population (2.0m)
people, we still view the Botswana as an ex-growth market and
envisage long term prospects in the new SSA markets such as
Kenya and Mozambique.

Background of Developments

Letshego withdrew a cautionary announcement it issued in
September 2011 after the Government of Botswana
“threatened” it would no longer be the intermediary for
collection and payment of credit between civil servants and
corporates, a decision that has sent shock waves across unions
and the corporate world. There was an outcry from affected
stakeholders generally as civil servants; micro lenders and
mobile phone companies were set to emerge the biggest losers
from the decision. The deduction of repayment at source had
generally provided a guarantee of a close to zero default-rate
for most of the country’s 120,000 civil service in accessing
financial assistance in the form of micro-loans and union
facilitated financial packages.

Letshego Holdings Share Price Movements (3 months)
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Effect on the Share Price

The move by government had sent some investors into panic on
fears that Letshego’s quality of the loan book would be
compromised, particularly in Botswana. The stock had taken a
knock and was trading at historic lows of 135 thebe. However,
the share price has recovered some 17% on news of withdrawing
the cautionary.

Other developments on new acquisitions

According to management, Letshego is still finalizing an
acquisition of a 62.52% interest in the issued share capital of
Micro Africa Limited (MAL) for USD 3.3m. MAL is a private
company incorporated in Kenya and has been operating in the
country since 2000 with subsidiaries in Rwanda, South Sudan,
Uganda and an associated company in Tanzania. Management
has advised that the share purchase of will be finalised by the end
of the year. The aquistion is strategic given that it will open up
access to new markets such as South Sudan that exhibit massive
growth prospects.

Capital Raising Initiatives

To ensure that access to funding does not impede Letshego’s
growth, management continues to explore alternatives such as
the bond market, strategic alliances or even converting the
company into a commercial bank that could take deposits.

A key advantage is that Letshego is a globally-rated company. In
June 2011, a credit rating of Ba3 (long term global scale rating
with a ‘stable’ outlook) was obtained by Letshego Holdings
Limited from independent ratings agency, Moody’s Investor
Services. However, the outlook of the Moody’s credit rating was
changed from ‘stable’ to ‘negative’ during September 2011 as a
result of the government on Botswana announcement of
cancelling existing agreements with Central Registries in
Botswana. We expect Moody to review its position given the
new development. Worth noting is the fact that Letshego
successfully concluded the listing of Medium Term Notes
(“MTN”) on the Johannesburg Stock Exchange (JSE) in July 2011.
This, in our view places the group on a positive footing in future
capital- raising endeavors.

Conclusion

We maintain our call. We remain bullish on Letshego and
maintain a 12-month target price of BWP 2.08, implying 30%
upside on the current price. The share price has already gained
about 18% since we issued our Initiation of Coverage (IOC)
research report in November 2011. We still see an opportunity
gain exposure at current levels.

We also highlight that Letshego is a clear favourite on our sample
of comparable micro finance stocks in SSA. Letshego offers
above-average returns (RoaA and RoakE), that are firmly in the
20s. In addition, we like the below-average cost to income ratio
of 23% versus an average of 59% for regional banking stocks.
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Nova Capital Research Disclaimer Notice

The material prepared by Nova Capital Research LLC ("NOVA") is our opinion. NOVA believes that it fairly and accurately represents the subject
matter reported upon. This communication is neither an offer to sell, nor a solicitation of an offer to buy or sell, any financial instrument
mentioned herein. The text, images, and other materials contained or displayed on any NOVA product, service, report, e-mail, or website are
proprietary to NOVA and constitute valuable intellectual property. This report is issued only for the information of, and may only be distributed
to professional investors, or major institutional investors (as defined in Rule 15a-6 of the US Securities Exchange Act of 1934), and dealers in
securities. This publication is confidential and for the information of the addressee only and may not be reproduced in whole or in part, nor
copies circulated to any party, without the prior written consent of NOVA.

NOVA accepts no liability for any loss resulting from the use of the material presented in this report. This disclaimer of liability may be
prohibited, or limited, by specific statutes, laws, or regulations. NOVA affiliates, shareholders, directors, officers, partners, and consultants shall
have no liability, contingent or otherwise, for any claims or damages arising in connection with any errors, omissions, or inaccuracies. This report
is not to be relied upon in substitution for the exercise of independent judgment. NOVA may have issued, and may in the future issue, reports
that are inconsistent with, and which reach different conclusions than, the information presented in this report. Reports may reflect different
assumptions, views, analytical methods, and analysts who prepared them, and no part of the analysts compensation was, is, or will be, directly or
indirectly related to the specific recommendations or views expressed in this report. All views, opinions, and estimates contained in this
document may be changed after publication at any time without notice. Past performance is not indicative of future results and should not be
taken as an indication or guarantee of future performance. No warranty, express or implied, is made regarding such performance. The
investments and strategies discussed here may not be suitable for all investors or any particular class of investors; if you have any doubts you
should consult your investment advisor.

All representations, information, opinions, and estimates contained in this report reflect a judgment of the analyst, effective as of its original date
of publication by NOVA, and are subject to change without notice. The price, value of, and income from any of the securities mentioned in this
report can fall as well as rise. The value of securities is subject to exchange rate fluctuation that may have a positive or adverse effect on the
price or income of such securities. Investors in securities and other instruments, the values of which are influenced by currency volatility, must
assume this risk.

NOVA personnel, or other professionals, may provide oral or written commentary or trading strategies to our clients that reflect opinions that are
their own and are contrary to the opinions expressed in NOVA’s research. NOVA is under no obligation to ensure that such other reports are
brought to the attention of any recipient of any report. NOVA and its respective affiliates, officers, directors, partners, and consultants, including
persons involved in the preparation or issuance of this report may, from time to time (i) have positions in, and buy or sell, the securities of
companies referred to in this report (or in related investments); (i) have a consulting, investment banking or broking relationship with a company
referred to in this report; and (iii) to the extent permitted under applicable law, have acted upon or used the information contained or referred
to in this report including effecting transactions for their own account in an investment (or related investment) in respect of any company
referred to in this report, prior to or immediately following its publication.

To the extent applicable and permitted by law or regulation, NOVA believes that the direct author of this report has no position in, fiduciary
interest proscribed, nor has been compensated by the subject(s) of this report, or other entities for the content, other than through direct
compensation by NOVA.
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