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CASH CONVERTERS INTERNAT. LIMITED ) B

Don’t underestimate the customer/expert

Cash Converters Limited (“Cash Converters”, “CCV", “Company”) recently
launched a campaign against the National Consumer Credit Protection
Amendment (Enhancements) Bill 2011. Part of the campaign includes an
electronic petition for the general public. Recently the 'nocap.com.au’ website
crashed due to too many visitors. Currently, there are ~30,000 signatories,
most with photos of the customer attached.

‘Brief Business Description:
'Payday lending, consumer finance &

second hand retailer in UK & Aust.
Hartleys Brief Investment Conclusion:
Regulatory changes priced into the stock.

Chairman & CEO:
Mr Reginald Webb (Chairman)
Mr Peter Cumins (Managing Director)

CCV has been operating for over twenty years. The extended network Top Shareholders:

. T . EZ Corp 32.8%
operates in over 40 regulatory jurisdictions around the world. The negative Rand Holdings Pty Ltd 5.1%
perception of the industry within the wider community (but not within the

Company Address:

customer base) means CCV, and of course its peers, have faced scrutiny
from all those regulators from time to time. Those cumulative encounters

Level 18, 37 St. Georges Tce,
Perth, WA, 6000

with due process from regulators, the accompanying political experiences, Issued Capital: 379.8m
and the close relationship with its customers (see this) means CCV has - fully diluted 399.8m

o . e Market Cap: $189.9m
superior industry knowledge. It means that arguing for prohibition of the - fully diloted $199.9m
industry, on an evidence basis, is likely to be a losing battle. We believe Net Debt (30 Jun "11a): -80.8m

that a recent report from the UK regulator explains the industry very well. It
also highlights that the regulatory risk to CCV's UK business is low.

FY11a FY12e FY13e
Op Cash Flw 3.7 294 445
Free Cash Flw =56 119 34.1

. . P . p ' . NPAT (A$ 28.6 335 39.7
Earnings impact could be significant, already in the price Epswf d"')“’ SR
Based on the current proposed legislation, we assume that the impact is felt PIE (basic) 69x 57x  4.8x
in FY14 (ie two year transition period). The consequence is a ~34% Rl
reduction in EBITDA and a ~38% reduction in NPAT (see our recent report DPS ($) 0035 0.035 0.035
“What's certainty worth?”, 5 September 2011). A recent interview though Franking 100% 100% 100%

with the relevant minister suggests the legislation may be improved. It is
also worth watching a second interview with the CCV MD, Peter Cumins.

Retain Buy recommendation

Our base case forecasts now assume a realistic, but perhaps pessimistic,
impact from the proposed legislation. Our DCF valuation is $0.73 and we
have a twelve month price target of $0.76. It is entirely possible that
earnings in FY14 are significantly stronger, driven by stronger UK
operations or better returns in Australia than we've assumed, particularly if
legislation is improved.

Fig. 1: Lots of experience and research to draw upon

Dividend Yield ~ 7.0% 7.0%  7.0%
N.D./equity  -0.5% 89% 89%

Source: Harlleys Research
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relationshin but still have strona informal relationships.

Country. Store Numbers Country. Store Numbers
Australia 140 UK 197 Aittiors:
Belgium 20 Northern Ireland 2 Trent Barnett, CFA
Holland P USA 7 Head of Research / Industrial Analyst
- Ph: +61 8 9268 3052
Italy 1 New Zealand 13 E: trent_barnett@hartleys.com.au
France 78 South Africa 46 Peter Gray
Switzerland 3 Republic of Ireland 2 Analyst
Spain 65 Thailand i Ph: +61 8 9268 2837
Portugal 3 Singapore 6 E: peter_gray@hartleys.com.au
. Hartleys has provided corporate advice
Canada 14 Malaysia 7 within the past 12 menths and continues
to provide corporate advice to Cash
TOtaI Store num be rs 613 Converters International, for which it has
Source: CCV. Store numbers as at 6 December 2010. Only the UK and Australian garged les=dd ear o sito sain fees.
. — The analyst has a beneficial interest in
stores make a direct contribution to CCV. The other stores no longer have a formal

CCV shares. See disclosure on back
page for details.

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.




Hartleys Limited Cash Converters Internat. Limited 9 September 2011
Cash Converters International Ltd (CCV) Recommendation: Buy
Profit & Loss ($m 6[11A  6[2F = 6M3F  6M4F
Today's Date 9 Sep 2011 Level 18, 37 SI. Georges Tce, AUD/GBP 0.627 0627 0.627 0627
Share Price £0.500 Perth, WA, 6000 Safrock Loan Book 62.2 79.1 102.1 101.0
52 Week High-Low $£0.91 - $0.395 Ph: (08) 9221 9111 Safrock Revenue 56.6 64.8 80.9 66.9
Market Cap (¥m) $189.9 Fax: (08) 9221 9011 Safrock PBT 24.4 27.2 33.7 21.4
Enterprise Value ($m) $189.0 www.cashconverlers.com.au margin 43.1% 42.0% 41.6% 31.9%
Ordinary Shares 379.8 Mon-e Revenue 139 18.0 19.7 20.8
Fully Diluted Shares 399.8 Mon-e PBT 123 16.3 17.8 8.6

margin 88.8% 90.5% 90.5% 41.1%
Ovined # (UK + Aust) - end 88 119 139 139
Spot DCF - 10 years explicit + terminal growth value (Base Case) $0.73 Owned Stores Revenue 100.9 123.5 145.5 171.9
Owned Stores PBT 8.6 12.4 14.5 17.2
12mth fwwd DCF - 10 years explicit + terminal growth value (Base Case) $0.76 margin 8.5% 10.0% 10.0% 10.0%
12m1h forward P/E (diluted) of 7.8x (back calc. based on 10x FY14) $0.73 Franchised # (UK + Aust) - end 249 254 262 262
Price / Book (Jun '11a) 1x £0.46 $0.46 Franchise Revenue 274 28.6 29.5 30.2
12mih fwd Div Yield of 4.8% (Gross yield=6.9%) $0.73 Franchise PBT 6.5 6.8 7.0 7.2
|12 Months Price Target (wgted avg above 4 avg) $0.76) margin 23.7% 23.7% 23.7% 23.7%
P/ E (6/12F) at price larget 9.1x Divisional PBT 51.8 62.6 73.1 54.3
P /E (6/13F) al price larget 7.6x Overheads -12.6 -15.2 -16.6 -15.7
P /E (6/14F) &t price target 11.1x EBITDA - Group 43.9 54.2 66.2 48.6
EV/EBITDA (6/14F) at price target 6.6x growth 34.8%  23.3%  22.3% -26.6%
EV/EBIT (6/14F) at price larget 8.1x EBITDA / Sales 23.7% 23.1% 24.0% 16.8%
Multiples (S/price at $0.50 6M1A  6/12F  6/13F  6/4F Depreciation/Amortisation -3.4 -53 -7.4 -8.8
P / E (basic, weighted) 6.9x 5.7x 4.8x 7.2x EBIT 40.6 48.9 58.9 39.8
P [ E (fully diluted, weighted) 7.0x 6.0x 5.0x 7.4x] EBIT / Sales 21.9% 20.8% 21.4% 13.7%
P/ E (ord mkt cap / NPAT) 6.6x 5.7x 4.8x 7.0x] Net Corporate Interest 0.0 -1.4 25 -1.2
Dividend Yield 7.0% 7.0% 7.0% 7.0% Pretax Profit 39.2 47.5 56.4 38.6
Group Free Cash Flow (f.c.f)/ EV 121%  -2.6% 59% 15.1% Tax -11.6 -14.0 -16.7 -11.4
Equity f.c.f. | Mkt Cap -13.4%  -43% 37% 12.4% Effeclive Tax Rate 29.5%  29.5%  20.5%  29.5%
Norm f.c.f. / Mkt cap -134%  -4.3% 3.7%  12.4% Minorilies 0.0 0.0 0.0 0.0
Mkt cap / operating cash flow 4.5x 4.2x 3.0x 4.1x Fnrmalised NPAT to equity 28.6 33.5 39.7 27.2
|EWEBJTDA multiple 4.3x 3.5x 2.9x 3.9x] Norm. Net Profit / Sales 15.4% 14.2% 14.4% 9.4%
EV/EBIT mulliple 4.7x 3.9x 3.2x 4.8x Abnormals / discontinued -0.9 0.0 0.0 0.0
Price / Book Value 1.1x 1.0x 0.9x 0.8x Reported Profit to equity 27.6 33.5 39.7 27.2
Price | NTA 2.4x 2.0x 1.6x 1.4x
Reported EPS (basic, weighted) 7.28 8.81 10.41 7.0
Ratios 611A 6/12F 6/13F 6/14F Normalised EPS (dil, wghtd) 7.15 8.37 9.94 6.8
Return on Average Equity 16.9% 18.0% 19.1% 11.9% DPS ($) 0.0350  0.0350 0.0350 0.0350
Return on Assels 13.3%  133% 13.3% 8.3% Franking 100% 100% 100% 100%
ND / ND + Equity -0.5% 8.2% 8.2% 2.0% Payout Ratio 46.5%  39.7%  33.8%  50.7%
Net Interest Cover (EBIT) 2,051.4 34.5 23.8 324
Reported eps growth 10.3% 21.0% 18.2% -329% Cashflow Statement ($m) 6/11A 6/12F 6/13F 6/14F
EBITDA (inc Safrock interest) 43.8 54.2 66.2 48.6
Free Cash Flow Analysis 6M1A 6/12F  6/13F  6/14F Working Capilal Change -2.2 93 -26 -1.8
Net Operating Cash Flow 31.7 29.4 44.5 34.2 Cash from Operations 41.8 44.9 63.6 46.8
Capex (Reporled) inc loan book -54.6 -34.4 <334 56 Corporate Interest 0.1 -1.4 25 -1.2
Group Free Cash Flow (rep'ted) -22.8 -5.0 1.1 286 Tax Paid -10.1 -14.0 -18.7 114
Fixed Debt Repaymenls -2.6 -3.3 -4.1 -5.1 Net Operating Cash Flow 3.7 29.4 44.5 34.2
|Equity Free Cash Flow (rep'ted) -25.4 -8.2 7.0 23.5 | Capilal Expenditure -9.5 -10.5 -10.4 6.6
HP Lease Capex (non-cash) 0.0 0.0 0.0 0.0 Other (including loan book) -16.7 -16.9 -23.0 1.0
Free Cash Flow (normalised) -254 -8.2 7.0 23.5 Investmenls & acquisilions -28.4 -7.0 0.0 0.0
Capex (inc HP) / depreciation 282%  199% 141% 75% Net Investing Cash Flow -54.6 -34.4 -334 -5.6
Proceeds from Equity Issues 0.0 0.0 0.0 0.0
Share Data 6/11A° 612F 6/13F 6114F Net Change in Debl & Leases 94 13.3 223 -15.0
Ord Issued shares (m) 379.8 379.8 383.8 393.8 Dividends Paid -12.3 -13.3 -134 -13.6
growth 0.0% 0.0% 1.1% 2.6% Net Financing Cash Flow -3.5 0.0 8.9 -28.6
Weighted ave shares (m) 379.8 379.8 381.8 388.8 Movement in Cash -26.3 -5.0 20.0 0.0
growlth 16.9% 0.0% 0.5% 1.8% HP Lease Capex (non-cash)
Diluted shares wated (m) 399.8 399.8 399.8 399.8
growth 21.6% 0.0% 0.0% 0.0% Balance Sheet ($m 6/11A 6/12F 6/13F 6/14F
Cash 235 18.56 38.5 38.5
Receivables 90 115 134 14
Year Expires Number % ord Avqg Price $m unpaid Inventories 14.1 26.6 31.4 37.0
Olher (including loan book) 66.4 83.2 106.2 105.2
30-Jun-12 - 00% % - $ - Total Current Assets 112.9 139.8 189.5 194.8
30-Jun-13 4,000,000 11% & - s - Property, Plant & Equipment 13.2 215 253 23.8
30-Jun-14 10,000,000 26% S - s - Intangibles (inc. Goodwill) 96.9 100.8 100.1 99.4
30-Jun-15 - 00% § - $ - Other 9.7 9.7 9.7 9.7
30-Jun-16 - 0.0% § - 5 - Total Non Gurrent Assets 119.7 132.0 135.1 132.9
30-Jun-17 6,000,000 1.6% $ - & - Total Assels 232.7 271.8 324.5 327.7
TOTAL 20,000,000 53% % - 5 - Accounls Payable 20.3 26.0 30.1 347
Interest Bearing Liabilities 4.6 4.6 4.6 4.6
ETHETES | Other 2 2 12 112
Mr Reginald Webb (Chairman) EZ Corp 32.8% Total Current Liabilities 36.1 41.8 459 50.5
Mr Peler Cumins (Managing Director) Rand Holdings Ply Ltd 51% Accounls Payable 0.0 0.0 0.0 0.0
Mr John Yeudall (Non-executive Director) Interest Bearing Liabilities 18.0 31.2 53.5 385
Mr William Love (Non-executive Direclor) Other 3.3 33 3.3 33
Mr Joseph Beal (Non-execulive Director) Total Non Current Liabilities 21.3 34.5 56.8 41.8
Company Secretary - Mr Ralph Groom Total Liabilities 57.4 76.3 102.7 92.3
Y L1783 1954 2218 2354
Net Assel Value / Share ($) 0.46 0.51 0.58 0.60
NTA / Share ($) 0.21 0.25 0.32 0.35
Net Debt (net cash) -0.8 17.4 19.7 4.7
Analyst: Trent Barnett Last Earnings Estimate Changes:
Phone: +61 8 9268 3052 5 September 2011

Sources: IRESS, Company Information, Hartlays Research
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Hartleys Limited

Cash Converters Internat. Limited 9 September 2011

Our price target is the
weighted average of
four components.

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 vyield)

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 $0.76 (unchanged from previous).

CCV Price Target Methodology Weighting Spot 12 mth out
DCF 49% $0.81 $0.84
- 10 years explicit + terminal growth value (Bull Case) 15% $1.01 $1.01
- 10 years explicit + terminal growth value (Base Case) 34% $0.73 $0.76
12mth forward P/E (diluted) of 7.8x (back calc. based on 10x FY14) 31% $0.68 $0.73
Price / Book (Jun '11a) 1x $0.46 10% $0.46 $0.46
12mih fwd Div Yield of 4.8% (Gross yield=6.9%) 11% $0.73 $0.73
Risk weighted composite $0.73 $0.76
12 Months Price Target $0.76

Shareprice - Last $0.500

12 mth total return (% to 12mth target + dividend) 58%

Source: Hartleys Estimate

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:

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

Www.nocap.com.au
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HARTLEYS CORPORATE DIRECTORY

Research
Trent Barnett
Mike Millikan
Ben Crowley
David Wall
Peter Gray
Janine Rell

Corporate Finance
Grey Egerton-Warburton
Richard Simpson

Paul Fryer

Dale Bryan

Ben Wale

Ben Crossing

Stephen Kite

Scolt Weir

Grant Sanderson

Registered Office

Level 6, 141 St Georges Tce
Perth WA 6000

Australia

PH: +61 8 9268 2888
www.hartleys.com.au

Head of Research
Resources Analyst
Resources Analyst
Energy Analyst
Research Analyst
Resaarch Assistant

Head of Corp Fin.

Director = Corp. Fin.
Director — Corp. Fin.
Director — Corp. Fin.
Snr Mgr — Corp. Fin.
Snr Mgr — Corp. Fin.

Snr Mgr - Corp. Fin.
Mar - Corp Fin.
Mgr - Corp Fin.

Postal Address:
GPO Box 2777
Perth WA 6001

FX: +61 8 9268 2800
info@hartleys.com.au

+61 8 9268 3052
+61 8 9268 2805
+61 8 9268 3045
+61 8 9268 2826
+61 8 9268 2837
+R1 8 9268 2831

+61 8 9268 2851
+61 8 9268 2824
+61 8 9268 2819
+61 8 9268 2829
+61 8 9268 3055
+61 8 9268 3047
+61 8 9268 3050
+61 8 9268 2821
+61 8 9268 3066

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

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

Buy 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.

Disclaimer/Disclosure

Institutional Sales

Carrick Ryan
Justin Stewart
Simon van den Berg
Chris Chong

Nick Wheeler
Wealth Management
Nicola Bond
Bradley Booth
Adrian Brant
Nathan Bray
Sven Burrell
Simon Casey
Tony Chien
Travis Clark
David Cross
Nicholas Draper
John Featherby
Ben Fleay

John Georgiades
John Goodlad
Andrew Gribble
David Hainsworth
Neil Inglis

Murray Jacob
Bradley Knight
Gavin Lehmann
Shane Lehmann
Steven Loxley
Andrew Macnaughtan
Christian Marriott
Scott Metcalf
David Michael
Damir Mikulic
Nicole Morcombe
Jamie Moullin
Chris Munro
Michael Munro
lan Parker

lan Plowman
Margaret Radici
Charlie Ransom
Elliott Rowton
Conlie Salvemini
David Smyth
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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 invesiment 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 reliabilily. 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.
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