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Research Update:

South African Eqstra Holdings 'zaBBB/zaA-2'
National Scale Ratings Affirmed On Capital
Increase And Improved Financials

Overview

e Egqstra Holdings Ltd.'s equity increase of South African rand (ZAR) 650
mllion has alleviated downward pressure on its ratings.

e In our opinion, this capital increase, alongside an inprovenent in
financial performance, has hel ped to address the conpany's short-term
fundi ng vulnerabilities.

« W are affirnming our 'zaBBB/zaA-2' |ong- and short-term South African
nati onal scale ratings on Eqgstra.

Rating Action

On Aug. 20, 2010, Standard & Poor's Ratings Services affirmed its
'zaBBB/ zaA-2' |ong- and short-term South Africa national scale ratings on
Egstra Hol di ngs Ltd.

Rationale

The affirmation factors in a South African rand (ZAR) 650 nmillion capita

i ncrease for the conpany in the first half of 2010, alleviating near-term
funding and liquidity vulnerabilities, although |onger term sustainable

i mprovenents in Eqstra's funding profile, profitability, and cash flow woul d
be nore positive for the ratings.

The affirmation reflects that the national scale ratings on Egstra continue to
be supported by good Il evels of capitalization--albeit with high |everage--and
a good narket position and custoner franchise.

The ratings are constrained by a still-concentrated funding profile, which is
reliant on the limted number of South African bank counterparties, cyclica
earni ngs vulnerabilities, and adequate cash flow for the | everage of the
conpany. The ratings factor in our assessnent of the conpany's stand-al one
credit profile, and do not include any uplift for extraordi nary externa
support. Furthernore, due to Egstra's nonbank status the institution does not
benefit fromthe soft benefits of banking regulation including access to
central bank liquidity.

Egstra rai sed ZAR650 nmillion of new capital in the first half of 2010, which
was wel | supported by existing shareholders. In our opinion, this capita

i ncrease, al ongside an inprovenent in financial performance, has started to
address sonme of the conpany's funding vulnerabilities, especially near-term
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liquidity risks. Leverage subsequently decreased on the back of the capita
raising, and this reduction has translated in an inprovenent in the cash
cushion, the renoval of the dependence on short-termdebt facilities, and has
i ncreased the cushion above its existing debt covenants. Reduced indebtedness
and | ower capital expenditure (capex) have al so i nmproved Eqstra's cash fl ow,
which is a key factor for the nmanagenent of liquidity. Funds from operations
(FFO are inproving while free operating cash flow (FFO nminus changes in
wor ki ng capital and capex) has becone positive agai nst net debt.

Standard & Poor's believes that cash flow and profitability are likely to

i mprove in the next financial year as the pipeline for projects renmains strong
and capital expenditure needs are linmted and |inked to the working capital
cycle only.

Consequently, because of |ower |everage, and inproved cash flow and financi al
performance, the funding profile is in our opinion somewhat |ess reliant on
the willingness of the major banks to provide ongoing short-termfinance.
Nevert hel ess, funding concentrations renain a persistent restraint on ratings.

Funding is, in our view, overly concentrated on the najor South African
banki ng groups, which supply 77% of total funds--including a standby liquidity
facility for the conmercial paper program |ssues of funding concentrations
are aggravated by high refinancing risk in 2013 when the ZAR3.3 billion bull et
paynment is due unless Eqstra can renegotiate the debt package. Positively, we
view the willingness of South African banks to support Egstra as high,
denonstrated by the successful renegotiation of funding covenants in 2009.

We could raise our ratings if Eqstra inproves its financial performance on a
sustai nable basis and if it denpbnstrates that its working capital cycle does
not erode cash flow to aggressive levels once nore. This would entail free

operating cash flowto remain positive, while FFO i nproves to nodest |evels.

We could also raise the rating if the vulnerabilities in the conpany's funding
structure are addressed, including the diversification of both the maturity
profile and concentration of counterparties.

However, it would be negative for the ratings if during this tinme |everage
i ncreases aggressively, profitability and cash flow deteriorate to |evels
where fundi ng covenants are threatened, or if the conpany approaches the
bul | et repaynment without refinancing options being addressed.

Related Criteria And Research

e South Africa (Republic of), Jan. 19, 2010
* Understandi ng National Rating Scales, April, 14, 2005
e Business Risk/Financial Risk Matrix Expanded, May 27, 2009
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Ratings List

Rati ngs Affirned
Egstra Hol di ngs Ltd.
South Africa National Scal e Ratings zaBBB/ zaA- 2

NB: This list does not include all ratings affected.

Additional Contact:
Financial Institutions Ratings Europe;FIG_Europe@standardandpoors.com

Conpl ete ratings information is available to RatingsDirect subscribers on the
G obal Credit Portal at ww. gl obal creditportal.comand RatingsDirect
subscribers at www. ratingsdirect.com All ratings affected by this rating
action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Moscow (7) 495-783-4011.
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