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Letshego  
Company Update 

Caution: Slow growth ahead!   7 October 2014 
    
We downgrade our recommendation from BUY to HOLD.  We update our 

Letshego forecasts and estimate a fair value of BWP 2.73 per share (fully priced 

at current market value). 
 

Despite 33% y/y loan growth, earnings growth has stalled recently due to falling 

yields from increased competition and higher effective tax rates. To boost 

earnings growth, Letshego is expanding its product offering, while simultaneously 

reducing reliance on equity funding, to preserve ROE. To this end, the dividend 

payout increased to 50% of PAT from 1H14*, while a debt/equity ratio of 1 (i.e. 1x 

leverage) is targeted over the medium term.  
 

› The loan book is maturating. By FY14, 74% of loans had maturities of 3-5 

years up from 56% (FY13), while average loan size increased by 22% y/y. To 

counter this, Letshego is expanding lending to low/middle income private 

sector employed and Micro and Small Enterprises (MSE). 

› Achieving 1x leverage requires an ambitious BWP 3.7 bn of debt to be raised 

over five years.  Achieving this will still constrain loan growth to an average 

of 18% pa through to FY18 (FY10-FY14: 27% pa), if the 50% dividend pay-out 

ratio is maintained. ABIL’s demise makes debt raising difficult, but not 

impossible. Letshego’s rival Bayport, is 4x leveraged, suggesting that moving 

from 0.4x to 1x leverage is achievable. Under this scenario earnings growth 

and ROE will average 12% pa and 21% respectively. Maintaining current 

leverage (0.4x) suppresses average loan growth to 10% pa through to FY18, 

and ROE to 17%, however this is not our base case. 

› Yields and NIMS have fallen 500bps and 740bps respectively over the past 

five years, while ROE has nearly halved from 38% (FY11) to 20% (FY14). 

However 1H14* data suggests this yield decline may have stabilised. 

› Banking strategy to aid increased leverage, however it’s unlikely to attract 

meaningful deposits. Regionally, individuals are net borrowers, while 

corporates tend to place deposits with top tier banks.  In Namibia a 

provisional banking license has been obtained, while deposits are being taken 

in Mozambique (1H14: BWP 2.2m). A Botswana license is some way off. 

› Expanding beyond payroll lending risky and will be executed slowly. We 

expect the impact of product expansion to be limited to stemming yield 

decline at 30%, while increasing COR to 4.0% (FY14: 1.7%). The banking 

strategy will see deposit and transactional products including mobile and 

agency banking products being rolled out. These have significant potential; 

however we are yet to attribute any value to banking product initiatives. 

› The loan book has become increasingly diverse. By FY14 Botswana, Namibia 

and Mozambique accounted for 41% (FY11: 67%), 21% (FY11:15%) and 18% 

(FY11: 0%) of loans respectively.  East Africa accounts for 15% of loans, but 

64% of impairment provisions. The best growth potential lies in Mozambique. 

› Catalysts include 1) obtaining banking licenses 2) raising affordable debt 3) 

decent civil servant salary increments, and 4) entering high yielding markets. 

› Risks include: 1) loss of deduction codes 2) increasing price competition, and 

3) funding constraints around rolling existing or raising new debt.  

  *** HOLD *** 
 
Current price (7 Oct 2014)  BWP 2.71 

   

Fair value (7 Oct 2014) BWP 2.73 

Upside/(downside) % 0.7 

   

Target price (7 Oct 2014) BWP 2.98 

Price return  % 10.0 

Dividend yield (ntm) % 6.8 

Forecast total return % 16.8 

   

12 month high/low BWP 2.71/1.98 

YTD performance % 17.3 

1yr performance % 23.2% 

   

Issued shares (m)  2,176.5 

Market cap USDm 633.2 

Free float % 76.2% 

Free float market cap USDm 482.5 

Monthly value traded USDm 5.3 

   

Year end  December* 

   

Bloomberg LETSHEGO BG 

Reuters LETS.BT 

    

Year to 31 Jan / 31 Dec* FY14A FY14E FY15 

EPS (BWP) 0.30 0.34 0.39 

% chg -8.8 13.9 14.2 

DPS (BWP) 0.07 0.16 0.18 

% chg -9.8 117.9 14.4 

BPS (BWP) 1.62 1.79 2.00 

% chg 13.0 10.8 11.6 

    

P/E 7.9 7.9 6.9 

DY (%) 3.1 6.0 6.8 

P/B 1.5 1.5 1.4 

ROE (%) 20.2 20.2 20.7 

COE (%) 15.0 15.0 15.0 

 

 

  * Letshego’s year end will change to December from 

January. References to FY14 refer to the year end 31 

January 2014, while FY14* refers to the annualised period 

ending  31 December 2014 
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Abbreviations 

General 

a actual / reported 

bn billions 

BPS book value per share, equivalent to NAV 

COE cost of equity 

DPS dividends per share 

DY dividend yield 

e expected 

EPS earnings per share 

f forecast 

FY financial year 

FY0n financial year 200n 

k thousands 

LC local currency 

m millions 

mth, mths month, months 

NAV net asset value per share 

ntm next twelve months 

PAT profit after tax 

PBT profit before tax 

ROA return on assets 

ROE return on equity 

ttm trailing twelve months 

WACC weighted average cost of capital 

 

 

Currencies 

BWP Botswana pula 

EGP Egyptian pound 

GBP British pound 

GHS Ghanaian cedi 

KES Kenyan shilling 

LSL Lesotho loti 

MAD Moroccan dirham 

MUR Mauritian rupee 

MWK Malawian kwacha 

NAD Namibia dollar 

NGN Nigerian naira 

RWF Rwandan franc 

SZL Swazi lilangeni 

TND Tunisian dinar 

TZS Tanzanian shilling 

UGX Ugandan shilling 

USD United States dollar 

XOF West African CFA franc 

ZAR South African rand 

ZMK Zambian kwacha 

 

 

Banking sector 

CASA Current & savings account to total deposits 

CIR Cost to income ratio 

COF Cost of funds 

LDR Loans to deposits ratio 

LLR Loan loss reserve 

NII Net interest income 

NIM Net interest margin 

NIR Non-interest revenue 

NPL Non-performing loans 

 

 

Industrial sector 

ARPU Average revenue per user per month 

hl Hectolitre (100 litre) 

LDA Legal drinking age 

PCC Per capital consumption 

RTD Ready to drink 

 

 

 

 



 

 

 
 

Sources 

Unless otherwise noted, financial information is sourced from subject company filings, market data is sourced from the 

relevant exchange, and forecasts and analysis are prepared by African Alliance analysts. 

 

Recommendation system 

The African Alliance recommendation system is based on the difference between the current share price value (CSP), and the 

fair value (FV) of the share as calculated by African Alliance. Rating categories are defined as follow: 

 

(Buy   FV more than 15% above CSP 

(Accumulate  FV between 5% and 15% above CSP 

(Hold   FV between -5% and 5% around CSP 

(Reduce  FV between 5% and 15% below CSP 

(Sell   FV more than 15% below CSP 

 



 

 

 

African Alliance Capital Markets Contact Details 

Sales Tel. Nr. Mobile Nr. e-mail Position/Role 

Jared Coetzer +27 11 214 8352 +27 82 746 4120 coetzerj@africanalliance.com Institutional Sales 

Ashley Bendell +1 212 792 6959 +1 646 417 0785 bendella@africanalliance.com Head of Distribution, U.S.A. 

     

Corporate Access     

Ashika Dasen +27 11 214 5926 +27 71 990 7147 dasena@africanalliance.com Corporate Access and Investor Relations 

Barbara Mungai +254 20 276 2000 

+254 20 276 2664 

+254 735 297 646 mungaib@africanalliance.co.ke Corporate Access and Investor Relations 

Marang Pelotona +267 364 3912 +267 72 77 3029 pelotonam@africanalliance.bw Corporate Access and Investor Relations 

     

Research     

Adriana Benedetti +27 83 258 9887 +27 83 258 9887 benedettia@africanalliance.com Senior Analyst: Consumer & Leisure, Brewers & 

Beverages 

Amanda Bbosa +256 417 777 713 +256 776 532 520 bbosaa@africanalliance.com Analyst: Banks, Telco & Media 

Chris Becker +27 11 214 8384 +27 82 880 2248 beckerc@africanalliance.com Lead Macroeconomic & Equity Strategist - Africa 

Christopher Blaine +27 11 214 8324 +27 82 715 1774 blainec@africanalliance.com Analyst: Brewers & Beverages, Consumer & 

Leisure 

Deborah Muriuki +254 20 276 2632 +254 72 733 7281 muriukid@africanalliance.co.ke Analyst: Consumer & Leisure  

Derrick Mensah +233 302 679 761 +233 24 415 5765 mensahd@africanalliance.com Analyst: Banks 

Henry Irungu +254 20 276 2658 +254 723 280 910 irunguh@africanalliance.co.ke Analyst: Telco & Media, Utilities, Oil & Gas 

Judd Murigi +254 20 276 2637 +254 789 338 365 murigij@africanalliance.co.ke Regional Head of Research: Banks, Insurance  

James Starke +27 11 214 8434 +27 84 415 7323 starkej@africanalliance.com Analyst: Banks, Cement 

Kyle Smith +27 11 214 8333 +27 61 225 3229 smithk@africanalliance.com Analyst: Cement, Agriculture 

Tracy Kivunyu +254 20 276 2634 +254 733 379 459 kivunyut@africanalliance.co.ke Analyst: Telco & Media 

Vuyiswa Nzimande +27 11 214 8458 +27 72 569 5740 nzimandev@africanalliance.com Quants Analyst: Macro, Strategy & Analytics 

Yeukai Gavaza +27 11 214 8472 +27 71 217 2445 gavazay@africanalliance.com Senior Analyst: Banks, Insurance 

David Marfo-
Ahenkorah 

+233 30 267 9761/2 +233 54 530 9996 marfo-
ahenkorahd@africanalliance.com 

Analyst: Oil and Gas 

     

Trading     

Paul Stromsoe +27 11 214 8464 +27 82 838 1111 stromsoep@africanalliance.com Pan-Africa Equities 

Jesse van Rensburg +27 11 214 8412 +27 82 536 8278 vanrensburgj@africanalliance.com Sales Trader 

Gerry Ndung’u +254 20 276 2623 +25 47 22 37 06 27 ndungug@africanalliance.co.ke Kenya Equities 

Stanslaus Kimani +254 20 276 2610 +254 723 392 219 kimanis@africanalliance.co.ke Kenya Fixed Income 

Tito Namu +254 20 276 2643 +254 721 557 071 namut@africanalliance.co.ke Kenya Equities 

Hajira Sethole +267 364 3948 +267 7219 1243 setholeh@africanalliance.bw Botswana 

Kwadwo Boateng +233 302 679 761/2 +233 24 7577 980 boatengk@africanalliance.com Ghana 

Emmanuel Odum +233 302 679 761/2 +233 24 4235 434 odume@africanalliance.com Ghana 

Regina Nzima +265 183 1995 +265 884 352 125 nzimar@africanalliance.com Malawi 

Biodun Fagbulu +234 703 956 6476 +234 703 956 6476 fagbulub@africanalliance.com Nigeria 

Paul Uzum +234 1 4605 065 +234 703 785 4111 uzump@africanalliance.com Nigeria 

Isabella Ingabire +250 785 694 490 +250 788 352 369 ingabirei@africanalliance.com Rwanda 

Iza Irame +250 785 694 490 +250 788 308 511 iramei@africanalliance.com Rwanda 

Arthur Nsiko +256 417 77 7712 +256 772 253 753 nsikoa@africanalliance.co.ug Uganda 

Fumanikile Bbuku +260 211 840 513 +260 969 500 475 bbukuf@africanalliance.com  Zambia 

Joshua Tembo +260 211 840 513 +260 955 984 280 temboj@africanalliance.com Zambia 

     

Online African Alliance:  https://aas.sharefile.com 

 Bloomberg NH AAR <GO> 

 Capital IQ: https://www.capitaliq.com 

 Factset: https://www.factset.com 

 Thomson Reuters: https://www.thomsonreuters/financial 

    



 

 

 

Office locations 

African Alliance Botswana Securities 

Exchange House, Plot 64511 

Fairgrounds Office Park 

Gaborone, Botswana 

Telephone: +267 318 8958 

 

African Alliance Securities Ghana 

2nd Floor, Heritage Tower 

6th Avenue, Ridge Ambassadorial Enclave  

Accra, Ghana 

Telephone: +233 30 267 9761-2 

 

African Alliance Kenya Investment Bank 

1st Floor, Transnational House 

Mama Ngina Street 

Nairobi, Kenya 

Telephone: +254 20 276 2000 

 

African Alliance Lesotho 

Suite 4, Metropolitan Building 

214 Moshoeshoe Road  

Maseru, Lesotho 

Telephone: +266 22 312 673 

 

African Alliance Securities (Malawi) 

4th Floor, Livingstone Towers  

Glyn Jones Road 

Blantyre, Malawi 

Telephone: +265 183 1995 

 

African Alliance Rwanda 

1st Floor, Kigali City Tower 

Avenue du Commerce 

Kigali, Rwanda 

Telephone: +250 785 694 490 

African Alliance Stockbrokers 

Wing 4, First Floor, Katia Gardens,  

Plot 1676, Oladele, Olashore Street,  

Victoria Island, Lagos, Nigeria 

Telephone: +234 1 460 5065 

African Alliance Stockbroking Holdings  

1st Floor, Ebene Heights 

32 Ebene Cybercity 

Ebene, Mauritius 

Telephone: +230 404 7400 

 

African Alliance Swaziland Securities 

2nd  Floor, Nedbank Centre 

Cnr Sishayi and Sozisa Roads 

Mbabane, Swaziland 

Telephone: +268 2 404 2002 

 

African Alliance Securities Trading 

4th Floor, 23 Melrose Boulevard 

Melrose Arch 2196 

Johannesburg, South Africa 

Telephone: +27 11 214 8300 

 

 

African Alliance Uganda  

1st Floor, Worker’s House 

1 Pilkington Road 

Kampala, Uganda 

Telephone: +256 417 777700 

African Alliance Securities Zambia 

The Colosseum, Block A, Ground Floor 

Bwinjimfumu Road 

Lusaka, Zambia 

Telephone: +260 211 840 512 

 

Terms of use - disclaimer - disclosure 

This document is confidential and issued for the information of internal and external clients of African Alliance Ltd (Reg no 79171C, Isle of Man) and its 

subsidiaries (African Alliance). It is subject to copyright and may not be reproduced in whole or in part without written permission from the author. 

 

The information, opinions and recommendations contained herein are and must be construed solely as statements of opinion and not statements of fact. 

No warranty, express or implied, as to the accuracy, timeliness, completeness, merchantability or fitness for any particular purpose of any such 

recommendation or information is given or made by African Alliance in any form or manner whatsoever. Each recommendation or opinion must be 

weighed solely as one factor in any investment or other decision made by or on behalf of any user of the information contained herein and such user must 

accordingly make its own study and evaluation of each strategy / security that it may consider purchasing, holding or selling and should appoint its own 

investment or financial or other advisors to assist the user in reaching any decision. African Alliance will accept no responsibility of whatsoever nature in 

respect of any statement, opinion, recommendation or information contained in this document. 

 

African Alliance is an investment bank, and provides a full range of investment banking services. It and its affiliate companies conduct investment 

banking business that relates to companies covered in its research, including market making, proprietary trading, fund management and providing 

investment services. African Alliance has a policy in place to avoid or manage conflicts of interest that may arise due to its diverse activities. Our traders 

or other professional staff may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to 

the opinions expressed in this research. Our asset management area, our proprietary trading desks and investing businesses may make investment 

decisions that are inconsistent with the recommendations or views expressed in this research. 

 

  YES NO 

Current investment banking relationship 
 

● 

Previous investment banking relationship 
 

● 

Company holding 
 

● 

Related party holding ● 
 

Analysts holding 
 

● 

 


