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CASH CONVERTERS INTERNAT. LIMITED 

Good news on the regulatory front 
The Cash Converters Limited (“Cash Converters”, “CCV”, “Company”) share 

price has been depressed since the Australian Government announced 

proposed legislation changes in late August.  The legislation would make 

the economics of short term lending unattractive.  The legislation has 

subsequently been reviewed by a parliamentary committee (5 Labour 

Government members, 4 Liberal opposition members, 1 Green member).  

The report (164 pages) was released on Friday and appears to disagree 

with the legislation on the points that would have affected CCV the most.  In 

particular, it concludes that the proposed fee caps should be improved in 

favour of the industry (which in turn would be for the benefit of borrowers).   

Evidence stacked against prohibition 
As we wrote in our last report “Don’t underestimate the customer/expert“, 9 

September 2011, arguing for prohibition of the industry on an evidence 

basis is likely to be a losing battle.  The evidence presented to the 

parliamentary committee appears to have once again led to the conclusion 

that payday lending is a legitimate and necessary part of an economy.   

Modest decrease FY12 earnings, upgrades to FY14 earnings 
We have reduced our FY12 reported earnings estimate by 6.7% to $31.2m 

due to higher overheads and the higher AUDGBP. For FY13 we expect 

NPAT of $39.1m (barely changed from previous). For FY14, when the 

legislation is likely to be effected, we have increased our earnings estimates 

modestly to $29.2m (we assume a ~25% decline from FY13).  Until we see 

the final version of the legislation it is difficult to model the impact accurately, 

but it appears likely that earnings will be better than we had previously 

assumed.  Additionally, given the potential for delays in refining the 

legislation, the impact on CCV may be later than FY14.  Also, implicitly we 

are still assuming the legislation will be designed to have a negative impact 

for CCV, but it is not clear we should be making that assumption any more. 

CCV is very cheap, worst case scenario now off the table? 
We maintain our Buy recommendation.  Our DCF valuation is $0.74 and we 

have a twelve month price target of $0.77.   

On our estimates, CCV is trading on FY12 p/e of 6.2x and a dividend yield 

of 6.9%.  In FY14, when we assume a negative regulatory impact, the stock 

is on a 6.9x p/e but maintains a 6.9% dividend yield. Additionally, earlier this 

year, CCV received a proposed takeover (via scheme of arrangement) offer 

from EZCorp for 30% of shareholders shares at $0.91.  The offer fell over 

after the announcement of the legislation.  It would seem plausible that an 

improvement in legislation could bring the parties back together again.   

A key risk is that the Government ignores the Parliamentary committee 

recommendations and proceeds with the current legislation, although this 

seems unlikely given the committee was dominated by Government 

members.  Another risk is that no revised legislation is drafted and the 

industry continues to operate under current regulation but with uncertainty. 

 

Hartleys Limited ABN 33 104 195 057 (AFSL 230052)             141 St Georges Terrace, Perth, Western Australia, 6000 

Hartleys does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the 

firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single 

factor in making their investment decision. 
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SUMMARY MODEL  

 

Cash Converters International Ltd (CCV) Recommendation: Buy
Company Information Profit & Loss ($m) 6/11A 6/12F 6/13F 6/14F

Today's Date 5 Dec 2011 Level 18, 37 St. Georges Tce AUD/GBP 0.627 0.648 0.618 0.588

Share Price $0.505 Perth, WA, 6000 Safrock Loan Book 62.2 78.7 103.6 106.1

52 Week High-Low $0.91 - $0.39 Ph: (08) 9221 9111 Safrock Revenue 56.6 65.0 80.6 65.3

Market Cap ($m) $191.8 Fax: (08) 9221 9011 Safrock PBT 24.4 27.3 33.9 23.1

Enterprise Value ($m) $190.9 www.cashconverters.com.au margin 43.1% 42.0% 42.0% 35.4%

Ordinary Shares 379.8 Mon-e Revenue 13.9       18.1       19.7       20.6       

Fully Diluted Shares 399.8 Mon-e PBT 12.3       16.4       17.8       10.4       

margin 88.8% 90.5% 90.5% 50.4%

Valuation Owned # (UK + Aust) - end 88          119        139        139        

Spot DCF - 10 years explicit + terminal growth value (Base Case) $0.74 Owned Stores Revenue 100.9     121.9     146.3     176.4     

Owned Stores PBT 8.6         12.2       14.6       17.6       

12mth fwd DCF - 10 years explicit + terminal growth value (Base Case) $0.77 margin 8.5% 10.0% 10.0% 10.0%

12mth forward P/E (diluted) of 8.4x (back calc. based on 10x FY14) $0.74 Franchised # (UK + Aust) - end 249        254        262        262        

Price / Book (Jun '11a) 1x $0.46 $0.46 Franchise Revenue 27.4       28.0       29.8       31.4       

12mth fwd Div Yield of 4.6% (Gross yield=6.6%) $0.76 Franchise PBT 6.5         6.6         7.1         7.5         

12 Months Price Target (wgted avg above 4 avg) $0.77 margin 23.7% 23.7% 23.7% 23.7%

P / E (6/12F) at price target 9.4x Divisional PBT 51.8       62.5       73.4       58.6       

P / E (6/13F) at price target 7.8x Overheads -12.6 -18.2 -17.9 -17.1

P / E (6/14F) at price target 10.5x EBITDA - Group 43.9 53.0 65.5 51.9

EV/EBITDA (6/14F) at price target 6.4x growth 34.8% 20.7% 23.6% -20.8%

EV/EBIT (6/14F) at price target 7.7x EBITDA / Sales 23.7% 22.8% 23.7% 17.7%

Multiples (S/price at $0.51) 6/11A 6/12F 6/13F 6/14F Depreciation/Amortisation -3.4 -5.3 -7.3 -8.8

P / E (basic, weighted) 6.9x 6.1x 4.9x 6.7x EBIT 40.6 47.7 58.2 43.1

P / E (fully diluted, weighted) 7.1x 6.2x 5.2x 6.9x EBIT / Sales 21.9% 20.5% 21.0% 14.7%

P / E (ord mkt cap / NPAT) 6.7x 5.9x 4.9x 6.6x Net Corporate Interest 0.0 -1.5 -2.7 -1.6

Dividend Yield 6.9% 6.9% 6.9% 6.9% Pretax Profit 39.2 44.3 55.5 41.5

Group Free Cash Flow (f.c.f) / EV -11.9% -3.4% 4.3% 13.6% Tax -11.6 -13.1 -16.4 -12.2

Equity f.c.f. / Mkt Cap -13.3% -5.1% 2.1% 10.9% Effective Tax Rate 29.5% 29.5% 29.5% 29.5%

Norm f.c.f. / Mkt cap -13.3% -5.1% 2.1% 10.9% Minorities 0.0 0.0 0.0 0.0

Mkt cap / operating cash flow 4.6x 4.6x 3.1x 3.9x Normalised NPAT to equity 28.6 32.6 39.1 29.2

EV/EBITDA multiple 4.3x 3.6x 2.9x 3.7x Norm. Net Profit / Sales 15.4% 14.0% 14.1% 9.9%

EV/EBIT multiple 4.7x 4.0x 3.3x 4.4x Abnormals / discontinued -0.9 -1.4 0.0 0.0

Price / Book Value 1.1x 1.0x 0.9x 0.8x Reported Profit to equity 27.6 31.2 39.1 29.2

Price / NTA 2.4x 2.1x 1.6x 1.5x

Reported EPS (basic, weighted) 7.28 8.22 10.24 7.5

Ratios 6/11A 6/12F 6/13F 6/14F Normalised EPS (dil, wghtd) 7.15 8.16 9.78 7.3

Return on Average Equity 16.9% 17.7% 19.0% 12.9% DPS ($) 0.0350 0.0350 0.0350 0.0350

Return on Assets 13.3% 13.0% 13.1% 8.9% Franking 100% 100% 100% 100%

ND / ND + Equity -0.5% 8.9% 9.9% 4.7% Payout Ratio 46.5% 40.8% 34.3% 47.2%

Net Interest Cover (EBIT) 2,051.4 32.4 21.7 26.2

Reported eps growth 10.3% 12.9% 24.7% -26.6% Cashflow Statement ($m) 6/11A 6/12F 6/13F 6/14F

EBITDA (inc Safrock interest) 43.9 53.0 65.5 51.9

Free Cash Flow Analysis 6/11A 6/12F 6/13F 6/14F Working Capital Change -2.2 -11.0 -2.9 -2.9

Net Operating Cash Flow 31.7 27.5 43.5 35.1 Cash from Operations 41.8 42.1 62.6 49.0

Capex (Reported) inc loan book -54.6 -33.9 -35.3 -9.1 Corporate Interest 0.1 -1.5 -2.7 -1.6

Group Free Cash Flow (rep'ted) -22.8 -6.4 8.2        26.0      Tax Paid -10.1 -13.1 -16.4 -12.2

Fixed Debt Repayments -2.6 -3.3 -4.1 -5.1 Net Operating Cash Flow 31.7 27.5 43.5 35.1

Equity Free Cash Flow  (rep'ted) -25.4 -9.7 4.1        20.9      Capital Expenditure -9.5 -10.4 -10.5 -6.6

HP Lease Capex (non-cash) 0.0 0.0 0.0 0.0 Other (including loan book) -16.7 -16.6 -24.9 -2.5

Free Cash Flow (normalised) -25.4 -9.7 4.1        20.9      Investments & acquisitions -28.4 -7.0 0.0 0.0

Capex (inc HP) / depreciation 282% 198% 142% 75% Net Investing Cash Flow -54.6 -33.9 -35.3 -9.1

Proceeds from Equity Issues 0.0 0.0 0.0 0.0

Share Data 6/11A 6/12F 6/13F 6/14F Net Change in Debt & Leases 9.4 14.7 25.2 -12.4

Ord Issued shares (m) 379.8 379.8 383.8 393.8 Dividends Paid -12.3 -13.3 -13.4 -13.6

 growth 0.0% 0.0% 1.1% 2.6% Net Financing Cash Flow -3.5 1.4 11.8 -26.0

Weighted ave shares (m) 379.8 379.8 381.8 388.8 Movement in Cash -26.3 -5.0 20.0 0.0

 growth 15.9% 0.0% 0.5% 1.8% HP Lease Capex (non-cash)

Diluted shares wgted (m) 399.8 399.8 399.8 399.8

 growth 21.6% 0.0% 0.0% 0.0% Balance Sheet ($m) 6/11A 6/12F 6/13F 6/14F

Cash 23.5 18.5 38.5 38.5

Unpaid Capital Receivables 9.0 11.4 13.5 14.3

Year Expires Number % ord Avg Price $m unpaid Inventories 14.1 26.3 31.5 38.0

Other (including loan book) 66.4 82.9 107.8 110.3

30-Jun-12 -                0.0% -$      -$      Total Current Assets 112.9 139.0 191.3 201.1

30-Jun-13 4,000,000     1.1% -$      -$      Property, Plant & Equipment 13.2 21.4 25.2 23.8

30-Jun-14 10,000,000   2.6% -$      -$      Intangibles (inc. Goodwill) 96.9 100.8 100.0 99.3

30-Jun-15 -                0.0% -$      -$      Other 9.7 9.7 9.7 9.7

30-Jun-16 -                0.0% -$      -$      Total Non Current Assets 119.7 131.8 135.0 132.8

30-Jun-17 6,000,000     1.6% -$      -$      Total Assets 232.7 270.8 326.2 333.8

TOTAL 20,000,000   5.3% -$      -$      Accounts Payable 20.3 25.9 30.3 34.8

Interest Bearing Liabilities 4.6 4.6 4.6 4.6

Directors & Senior Management Substantials Other 11.2 11.2 11.2 11.2
Mr Reginald Webb (Chairman) EZ Corp 32.8% Total Current Liabilities 36.1 41.7 46.2 50.6

Mr Peter Cumins (Managing Director) Rand Holdings Pty Ltd 5.1% Accounts Payable 0.0 0.0 0.0 0.0

Mr John Yeudall (Non-executive Director) Interest Bearing Liabilities 18.0 32.7 57.8 45.4
Mr William Love (Non-executive Director) Other 3.3 3.3 3.3 3.3

Mr Joseph Beal (Non-executive Director) Total Non Current Liabilities 21.3 36.0 61.1 48.7

Company Secretary - Mr Ralph Groom Total Liabilities 57.4 77.7 107.3 99.3

Net Assets 175.3 193.2 218.9 234.5

Net Asset Value / Share ($) 0.46 0.51 0.57 0.60

NTA / Share ($) 0.21 0.24 0.31 0.34

Net Debt (net cash) -0.8 18.9 24.0 11.6

Analyst: Trent Barnett Last Earnings Estimate Changes:

Phone: +61 8 9268 3052

Sources: IRESS, Company Information, Hartleys Research

5 December 2011
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Extract from the Report 

The textbox is an extract from the “Parliamentary Joint Committee on Corporations 

and Financial Services”, Inquiry into Consumer Credit and Corporations Legislation 

Amendment (Enhancements) Bill 2011, December 2011.  We have copied the 

conclusion of the committee on pay day lending below in its entirety as we believe it 

is well worth reading for those with an interest in the industry.  The emphasis is our 

own. 
Committee view (pages 113 to 118) 
5.219 The key question before the committee is whether the proposed short-term loan reforms strike the right balance 
between consumer protection and the continuation of a viable short-term loan industry. The national consumer credit 
reforms centred on the need to strengthen consumer protection through the introduction of nationally consistent consumer 
credit regulations. In addressing identified weaknesses in state and territory consumer credit legislation, the reforms also 
sought to raise the bar, that is, to create a more equitable market for consumers by bringing all jurisdictions to the highest 
common denominator. The need for additional protections for consumers when accessing short-term loans was flagged at 
the outset of the national consumer credit reforms. 
5.220 It was put to the committee by industry representatives that the additional measures proposed in Schedules 3 and 4 of 
the Enhancements Bill are unnecessary. The committee notes the argument that the responsible lending obligations, 
introduced as part of phase one of the national consumer credit reforms, effectively deter inappropriate conduct and 
therefore ensure adequate protections for consumers. This argument presupposes that the vulnerabilities of consumers who 
access short-term loans is no greater than that of the broader consumer population in Australia. 
5.221 The committee notes with concern the lack of evidence from Treasury regarding the need for measures in addition to 
the responsible lending obligations. Limited evidence can be found through mining the Regulation Impact Statement 
attached to the Explanatory Memorandum for the Enhancements Bill. However, the statement does not explain how the 
proposed short-term reforms will sit against and interact with the responsible lending obligations. Nor does it 
comprehensively explain why the measures in Schedules 3 and 4 of the Enhancements Bill were selected rather than other 
options that on the basis of evidence before the committee seem available. 
5.222 The committee also notes evidence that there is a growing number of middle income earners accessing the short-term 
loan market. The committee agrees with views of industry representatives that this growing client base cannot be considered 
to have the same vulnerabilities as lower income earners and, in particular, consumers whose income is substantially 
derived from Centrelink benefits. However, the committee was struck by the high cost of short-term finance, whether 
calculated according to the API or, perhaps more accurately, in dollar terms.  
5.223 High-cost finance for any amount is undesirable but in itself is not a risk. While the web-based, middle income earner 
client base appears to be expanding, the short-term loan industry attracts significant numbers of consumers who are in 
financial hardship. The very nature of a small amount short-term loan indicates that the loans are being sought to address 
financial difficulty. In entering into a pay-pay loan contract, consumers exchange what appear to be substantial fees for a 
rapid injection of cash. For consumers in financial hardship, or those not understanding the financial implications, this may 
be a perilous path. The committee considers that the short-term loan market is a complex market in which a proportion of 
consumers are not fully informed.  
5.224 Therefore, additional measures are required to compliment, not duplicate, the responsible lending obligations. 
Accordingly, the committee agrees in principle with the introduction of measures tailored to protect consumers accessing the 
short-term loan market. The committee supports the introduction of minimum standards for the short-term loan industry and 
credit contracts. However, having considered the available evidence, the committee concludes that the short-term lending 
reforms proposed in Schedules 3 and 4 of the Enhancements Bill do not strike the right balance between consumer 
protection and industry viability. It can be strongly questioned whether all the measures proposed will result in a viable 
industry. The committee further considers that it can be questioned whether all the proposed reforms represent the optimal 
approach to enhancing protections for consumers accessing short-term loans. 
5.225 Accordingly, the committee draws the Government's attention to areas of concern with the short-term loan reforms 
and to options for improvements. 
Schedule 3 - Web-based disclosure statements 
5.226 The committee strongly supports measures to promote financial literacy among consumers. Accordingly, the 
committee approves the measures proposed in relation to web-based disclosure statements for small amount credit 
contracts. 
5.227 However, to ensure that all consumers have the opportunity to be fully informed prior to entering a short-term loan, it 
would be appropriate for this requirement to be extended to all credit contracts covered by Schedules 3 and 4, and for store-
front lenders to be required to provide this statement to prospective customers prior to entering into a credit contract under 
Schedules 3 and 4. 
5.228 The utility of a web-based disclosure statement would also be improved were it to include a link to the financial 
counselling information on the ASIC MoneySmart website. The information contains, among other matters, details of the 
free, confidential financial counselling services available via the Financial Counselling Hotline (1800 007 007). This service 
promotes financial literacy and is a valuable tool for consumers facing financial difficulties. The Government should consider 
how the consumer credit reforms can encourage greater use of existing Government-funded services.                                                                                                                                                                                                           
 
 
 
Schedule 3 – Restriction on multiple concurrent contracts, refinancing and increasing credit limits  
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5.229 The committee notes concerns with the practicality of the proposed restrictions on multiple concurrent contracts, 
increasing credit limits and refinancing. The committee shares concerns that it is not practical for credit providers to know 
what credit contracts a prospective borrower may have with other providers. In this instance, the credit provider is dependent 
on disclosure by the prospective borrower. The restriction on multiple concurrent contracts would only be workable if it 
applied to loans within a credit provider's portfolio. However, on the whole, the proposed restrictions did not appear to be an 
appropriate means of increasing consumer protection. 
5.230 The committee notes with concern industry views that, rather than increasing the protections available to vulnerable 
consumers, the restrictions may lead to increased financial hardship. It is also questionable whether the proposed 
restrictions are appropriate for consumers who are not financially vulnerable. 
5.231 The restrictions appear to be incongruent with the responsible lending obligations, save for one exception. The 
committee notes evidence that, while the responsible lending  requirements were intended to ensure that consumers are 
protected from unsuitable credit contracts, the obligations do not require the lender to consider the consumer's commitments 
under other credit contracts. On the basis of evidence before the committee, it would seem appropriate to strengthen the 
operation of the responsible lending obligations in relation to short-term loans. The committee considers that a more 
appropriate response to consumer vulnerability would be to require short-term lenders to consider whether the proposed 
short-term loan or increased credit limit is unsuitable given the consumer's repayment obligations under existing credit 
contracts. This obligation should only apply to the extent that the shortterm lender is informed of existing credit contracts by 
the consumer in response to the lender's inquiries. 
Schedule 4 – 10 and 2 per cent cap for small amount credit contracts and the 48 percent cap 
5.232 Evidence before the committee does not support the conclusion that the small amount credit contracts industry will 
remain viable were the 10 and 2 per cent restriction on fees introduced. Indeed, the evidence strongly indicated that the 
availability of this form of finance will be significantly reduced, as there would be a high probability that providers would 
withdraw from the market and move to larger amount credit contracts. The contraction in the size of the small amount credit 
contract industry would be of further concern given the limited availability of alternative sources of finance. 
5.233 The committee considers that the restriction on fees and charges for small amount credit contracts should be set at a 
level that will ensure the ongoing viability of the small amount credit contract sector. The committee strongly urges the 
Government to work with industry to establish a better balance between protecting the vulnerable and supporting a properly 
regulated small amount credit market. 
5.234 The committee notes evidence that higher costs can be incurred for relatively short-term credit contracts compared to 
longer-term contracts. The committee is persuaded by evidence that the repayments required under relatively short-term 
loans can constitute a significant proportion of the borrower's income. In this regard, the committee notes data provided by 
the Consumer Action Law Centre that a $300 loan over 28 days can require repayments of $405, representing, in this case, 
22 per cent of the borrower's income. If a person is in need of $300 due to financial hardship, it seems axiomatic that the 
person may encounter further difficulties through having to repay the principal and an additional $105 within a short 
timeframe. The committee considers that it is consistent with the principle of responsible lending for the loan repayment 
period to be reasonable according to the borrower's capacity to repay. The committee is of the view that it would be 
appropriate for the responsible lending obligations to require credit providers to consider a borrower's capacity to repay 
within the proposed  repayment timeframe and to not require repayment within a period in which it would be unlikely the 
borrower could repay the loan. 
5.235 The committee acknowledges that fees should reflect the cost of lending. However, the committee does not consider 
that it is best practice to impose a fee ceiling that is calculated using an APR. This method distorts the actual cost to the 
borrower, and the cost to the lender, and is therefore not the appropriate regulatory tool. The committee also notes with 
concern evidence presented of strategies to avoid the state-based 48 per cent caps. The evidence casts doubt on whether a 
48 per cent cap is viable, particularly for smaller providers. In considering the method to impose a limit on the costs that 
borrowers may incur, the Government should be mindful of not undermining the COAG agreement and the state-based 
referrals of power. 
5.236 The Government could also explore the feasibility and appropriateness of limiting the overall remuneration that a 
credit provider can receive for issuing a credit contract to which Schedules 3 and 4 apply, to an amount not exceeding twice 
the principal advanced. This would include remuneration obtained by third parties, all costs associated with product add-ons, 
such as DVDs, and fees payable in the event of default. This should not, however, include costs associated with 
enforcement. 
Other matters – application of Schedule 4 to ADIs 
5.237 It was put to the committee that the caps on costs proposed in Schedule 4 should be extended to ADIs. However, as 
the committee noted in its April 2011 report Access for small and medium business to finance, ADIs are required to comply 
with the comprehensive prudential regulatory framework overseen by the Australian Prudential Regulation Authority 
(APRA).279 The committee has not been provided evidence that this framework would be insufficient to ensure appropriate 
conduct on the part of ADIs were they to offer short-term, small amount credit contracts. However, the committee recognises 
the potential impact on the principle of competitive neutrality of the proposed reforms and therefore considers that the 
Government should consider the implication of the proposed legislation for competitive markets and the adequacy of the 
prudential regulations for short-term, small amount credit contracts provided by ADIs. 
Other matters - Use of direct debit repayment options 
5.238 The committee notes concerns raised by consumer advocates with the use of direct debit repayment facilities by 
short-term loan providers. On balance, evidence before the committee does not indicate the repayment option is 
inappropriate for all consumers who enter into short-term credit contracts. The committee also notes that it is borrowers who 
have the first call on their financial resources and the monies debited from these resources, as it is they who ultimately 
control the account. However, consumers should not be locked in to inappropriate repayment methods. The committee 
would be concerned if direct debit repayments were being used inappropriately, or if alternatives were not provided. The 
committee therefore urges Treasury to monitor this area and to consult with credit providers on the viability of offering 
alternative repayment methods. 
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5.239 The committee would also be concerned if consumers misunderstood their rights regarding direct debit repayment 
options. The committee considers that it would also be appropriate for the web-based disclosure statements, and statements 
provided by store-front lenders, to include information setting out consumers' rights in relation to direct debit repayments, 
and directing consumers to other information sources such as the Financial Counselling Hotline. 
 
Other matters - Alternatives to short-term loans 
5.240 The committee notes with concern evidence that there may be a shortfall in the availability of finance from non-
mainstream lenders were the number of providers to decrease following the introduction of the Enhancements Bill. It is the 
committee's view that the financially vulnerable must have access to appropriately regulated sources of finance. 
5.241 The committee notes that the caps are not due to commence until 1 January 2013. It is essential that this window of 
time be used to develop additional sources of finance for consumers who currently access short-term loans. The committee 
notes that the Government is consulting with stakeholders about options to develop additional sources of finance, and 
supports the Government in this initiative. The committee recommends that the Government explore options to encourage 
ADIs to re–enter the short-term credit contract market. 
Other matters - Consultation on further amendments 
5.242 It is difficult for the committee to comment meaningfully about this provision. Only two of the submissions canvass the 
implications of the provision because of its late inclusion in the debate. As well, Treasury officials did not take the opportunity 
of explaining the amendment during the hearing. However, the committee draws to the Government's attention concerns 
with the proposed amendments. 
Committee view – Conclusion 
5.243 The inquiry identified that there is a need for additional protections for consumers when accessing short-term loans. 
However, evidence is not conclusive that the measures proposed are the best means of securing necessary protections for 
consumers. The evidence indicates that the measures regarding restrictions on multiple concurrent contracts, refinancing 
and increasing credit limits are at odds with the principles and effect of the responsible lending obligations. Measures should 
be introduced to strengthen protections for consumers accessing short-term loans, however, these should complement, not 
contradict, the responsible lending obligations. The committee has identified options to strengthen the responsible lending 
obligations in relation to short-term loans and draws these to the Government's attention. The proposed 10 and 2 per cent 
cap does not appear to be workable. In this regard, it does not appear that an appropriate balance has been struck between 
consumer protection and industry viability. As outlined above, the committee was also alerted to other options to increase 
consumer protection and financial literacy, while upholding consumer choice and the continued viability of the shortterm loan 
market. 
5.244 Accordingly, the committee recommends that the Government undertake further consultation with stakeholders to 
address concerns identified and, in doing so, develop additional measures that will increase consumer protection and lift 
industry standards. 
Recommendation 12 
5.245 The committee recommends that the Government revisit the measures proposed in Schedules 3 and 4 of the 
Enhancements Bill. Further consultation with stakeholders should be undertaken to address the concerns 
identified throughout the inquiry and to develop measures that will ensure cohesive and consistent national 
consumer credit legislation and an appropriate balance between consumer protection and industry viability. 

Fig. 1: Hartleys earnings estimate changes 

 
Source: Hartleys Research 

  

Profit & Loss ($m) 6/11A 6/12F 6/13F 6/14F

Actual Old New % diff Old New % diff Old New % diff

Safrock Loan Book (end) 62.2 79.1 78.7 -0.4% 102.1 103.6 1.5% 101.0 106.1 5.0%

Revenue 185.1 234.9 233.0 -0.8% 275.6 276.5 0.3% 289.8 293.7 1.4%

EBITDA 43.9 54.2 53.0 -2.1% 66.2 65.5 -1.1% 48.6 51.9 6.8%

 - margin 23.7% 23.1% 22.8% -1.3% 24.0% 23.7% -1.4% 16.8% 17.7% 5.3%

Depreciation/Amortisation -3.4 -5.3 -5.3 -0.1% -7.4 -7.3 -0.3% -8.8 -8.8 -0.2%

PBT before o/head interest 40.6 48.9 47.7 -2.3% 58.9 58.2 -1.2% 39.8 43.1 8.3%

Net Interest 0.0 -1.4 -1.5 -2.5 -2.7 -1.2 -1.6

Pretax Profit 39.2 47.5 44.3 -6.7% 56.4 55.5 -1.6% 38.6 41.5 7.5%

Tax -11.6 -14.0 -13.1 -6.7% -16.7 -16.4 -1.6% -11.4 -12.2 7.5%

Norm. Net Profit After Tax 28.6 33.5 32.6 -2.5% 39.7 39.1 -1.6% 27.2 29.2 7.5%

 - margin 15.4% 14.2% 14.0% 14.4% 14.1% 9.4% 9.9%

Reported Profit 27.6 33.5 31.2 -6.7% 39.7 39.1 -1.6% 27.2 29.2 7.5%

DPS 3.50 3.50 3.50 0.0% 3.50 3.50 0.0% 3.50 3.50 0.0%

EPS 7.1 8.4 8.2 -2.5% 9.9 9.8 -1.6% 6.8 7.3 7.5%

P/E 7.1x 6.0x 6.2x 5.1x 5.2x 7.4x 6.9x

Net Debt -0.8 17.4 18.9 8.4% 19.7 24.0 22.0% 4.7 11.6 146.1%
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PRICE TARGET METHODOLOGY 
Our price target is the average of four components.  The assumption is there is a 

chance of each of the following happening. 

Fundamental Valuation (DCF) 

Assumes our base case cash flow estimates for CCV are correct and share price 

trades to our fundamental valuation. 

Market Put (Dividend yield) 

Assumes company delivers our earnings estimates, but the equity market falls 

significantly so that dividend yield becomes the support level for the stock. 

Earnings Disappointment (NTA) 

Net Tangible Asset (NTA) Value - assumes the company misses profit estimates and 

market is only prepared to pay book value. 

Positive Market Momentum (P/E multiple)  

Attempts to captures market momentum (i.e. assumes that comparison company 

P/E’s converge when markets are moving). 

PRICE TARGET  
Our twelve month price target is $0.77 (previously $0.76). 

RISKS 
The key risk for CCV is changes to the regulatory framework.  Both the UK and Aust 

Governments have made recent regulatory announcements which hopefully 

provides some certainty for the next few years.  The other key risks comes from 

competition in second hand good selling, and potentially in micro lending and 

controlling the bad and doubtful debts in the money lending segments.  For some 

good reading on regulatory issues, see 

http://www.oft.gov.uk/shared_oft/reports/consumer_credit/High-cost-credit-

review/OFT1232.pdf    

Aust: http://www.treasury.gov.au/contentitem.asp?NavId=002&ContentID=2131f  

www.nocap.com.au and 

http://www.aph.gov.au/senate/committee/corporations_ctte/Consumer_Credit_Corporations_

2011/report/report.pdf 

CCV Price Target Methodology Weighting Spot 12 mth out

DCF 49% $0.82 $0.85

 - 10 years explicit + terminal growth value (Bull Case) 15% $1.01 $1.01

 - 10 years explicit + terminal growth value (Base Case) 34% $0.74 $0.77

12mth forward P/E (diluted) of 8.4x (back calc. based on 10x FY14) 31% $0.73 $0.74

Price / Book (Jun '11a) 1x $0.46 10% $0.46 $0.46

12mth fwd Div Yield of 4.6% (Gross yield=6.6%) 11% $0.76 $0.76

Risk weighted composite $0.75 $0.77

12 Months Price Target $0.77

Shareprice - Last $0.505

12 mth total return (% to 12mth target + dividend) 59%

Source: Hartleys Estimate

 

Our pr ice target is the 

weighted average of  

four components.  

 

http://www.oft.gov.uk/shared_oft/reports/consumer_credit/High-cost-credit-review/OFT1232.pdf
http://www.oft.gov.uk/shared_oft/reports/consumer_credit/High-cost-credit-review/OFT1232.pdf
http://www.treasury.gov.au/contentitem.asp?NavId=002&ContentID=2131f
http://nocap.com.au/
http://www.aph.gov.au/senate/committee/corporations_ctte/Consumer_Credit_Corporations_2011/report/report.pdf
http://www.aph.gov.au/senate/committee/corporations_ctte/Consumer_Credit_Corporations_2011/report/report.pdf
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Trent Barnett Head of Research  +61 8 9268 3052 

Mike Millikan Resources Analyst +61 8 9268 2805 

Ben Crowley Resources Analyst +61 8 9268 3045 

David Wall 

 

Energy Analyst +61 8 9268 2826 

Peter Gray Research Analyst +61 8 9268 2837 

Janine Bell Research Assistant +61 8 9268 2831 
   

Corporate Finance 
Grey Egerton-

Warburton 

Head of Corp Fin. +61 8 9268 2851 

Richard Simpson Director – Corp. Fin. +61 8 9268 2824 

Paul Fryer Director – Corp. Fin. +61 8 9268 2819 

Dale Bryan  Director – Corp. Fin.  +61 8 9268 2829 

Ben Wale Snr Mgr – Corp. Fin. +61 8 9268 3055 

Ben Crossing Snr Mgr – Corp. Fin. +61 8 9268 3047 

Stephen Kite Snr Mgr - Corp. Fin. +61 8 9268 3050 

Scott Weir Mgr - Corp Fin. +61 8 9268 2821 

Grant Sanderson Mgr – Corp Fin. +61 8 9268 3066 
   

Registered Office 

Level 6, 141 St Georges Tce  Postal Address: 

Perth   WA   6000 GPO Box 2777  

Australia Perth   WA   6001  

PH: +61 8 9268 2888 FX: +61 8 9268 2800  

www.hartleys.com.au info@hartleys.com.au  

Note: personal email addresses of company employees are 

structured in the following manner: 

firstname_lastname@hartleys.com.au 

Hartleys Recommendation Categories 

Buy Share price appreciation anticipated. 

Accumulate Share price appreciation anticipated but the risk/reward is 

not as attractive as a “Buy”. Alternatively, for the share 

price to rise it may be contingent on the outcome of an 

uncertain or distant event. Analyst will often indicate a 

price level at which it may become a “Buy”. 

Neutral  Take no action. Upside & downside risk/reward is evenly 

balanced. 

Reduce / 

Take profits  

It is anticipated to be unlikely that there will be gains over 

the investment time horizon but there is a possibility of 

some price weakness over that period. 

Sell Significant price depreciation anticipated. 

No Rating No recommendation. 

Speculative 

Buy 

Share price could be volatile. While it is anticipated that, 

on a risk/reward basis, an investment is attractive, there 

is at least one identifiable risk that has a meaningful 

possibility of occurring, which, if it did occur, could lead to 

significant share price reduction. Consequently, the 

investment is considered high risk. 
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Bradley Booth  +61 8 9268 2873 

Adrian Brant  +61 8 9268 3065 

Nathan Bray  +61 8 9268 2874 

Sven Burrell  +61 8 9268 2847 

Simon Casey  +61 8 9268 2875 
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Travis Clark  +61 8 9268 2876 

David Cross  +61 8 9268 2860 

Nicholas Draper   +61 8 9268 2883 

John Featherby   +61 8 9268 2811 

Ben Fleay  +61 8 9268 2844 

John Georgiades  +61 8 9268 2887 

John Goodlad  +61 8 9268 2890 

Andrew Gribble  +61 8 9268 2842 

David Hainsworth  +61 8 9268 3040 

Neil Inglis  +61 8 9268 2894 

Murray Jacob  +61 8 9268 2892 

Bradley Knight  +61 8 9268 2823 

Gavin Lehmann  +61 8 9268 2895 

Shane Lehmann  +61 8 9268 2897 

Steven Loxley  +61 8 9268 2857 

Andrew Macnaughtan  +61 8 9268 2898 

Christian Marriott  +61 8 9268 2828 

Scott Metcalf  +61 8 9268 2807 

David Michael  +61 8 9268 2835 

Damir Mikulic  +61 8 9268 3027 

Nicole Morcombe  +61 8 9268 2896 

Jamie Moullin  +61 8 9268 2856 

Chris Munro  +61 8 9268 2858 

Michael Munro  +61 8 9268 2820 

Ian Parker  +61 8 9268 2810 

Ian Plowman  +61 8 9268 3054 

Margaret Radici  +61 8 9268 3051 

Charlie Ransom 

(CEO) 

 +61 8 9268 2868 

Elliott Rowton   +61 8 9268 3059 

Conlie Salvemini  +61 8 9268 2833 

David Smyth  +61 8 9268 2839 

Greg Soudure  +61 8 9268 2834 

Sonya Soudure  +61 8 9268 2865 
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Alex Wallis  +61 8 9268 3060 

Marlene White  +61 8 9268 2806 
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Disclaimer/Disclosure 

The author of this publication, Hartleys Limited ABN 33 104 195 057 (“Hartleys”), its Directors and their Associates from time to time may hold 

shares in the security/securities mentioned in this Research document and therefore may benefit from any increase in the price of those 

securities. Hartleys and its Advisers may earn brokerage, fees, commissions, other benefits or advantages as a result of a transaction arising 

from any advice mentioned in publications to clients. 

Hartleys has provided corporate advice within the past 12 months and continues to provide corporate advice to Cash Converters International, 

for which it has earned fees and continues to earn fees. 

Any financial product advice contained in this document is unsolicited general information only. Do not act on this advice without first consulting 

your investment adviser to determine whether the advice is appropriate for your investment objectives, financial situation and particular needs. 

Hartleys believes that any information or advice (including any financial product advice) contained in this document is accurate when issued. 

Hartleys however, does not warrant its accuracy or reliability. Hartleys, its officers, agents and employees exclude all liability whatsoever, in 

negligence or otherwise, for any loss or damage relating to this document to the full extent permitted by law. 

 

 

 


