Tatton Asset Management

Racing ahead of forecasts: our fair value rises

AUM closed FY21 on £9.0bn (+35% y-0-y from £6.7bn) with Tatton reaching this milestone a
year ahead of our previous forecasts. A strong investment performance was the largest
contributor to AUM growth (+£1.5bn), but the inflow of new client money was also strong
(+£0.8bn) and accelerating, with average monthly inflows in H2 of £71m compared to £55m in

H1. Net cash increased 32% from £12.8m to £16.9m, also well ahead of our forecast (£16.4m).
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Source: Company reports and trading updates

In Paradigm (IFA support services), mortgages bounced back in H2 from the pandemic slowdown
with gross lending of £6bn in H2 and £11bn for the year (FY20: £10bn). Mortgage firms increased
from 1,544 to 1,612 (+4.4%) and consulting member firms increased from 394 to 407 (+3.3%).

Tatton’s primary growth drivers include:

e Market tailwinds: IFAs continue to move assets onto DFM platforms to avoid the regulatory and
risk burden of selecting investments and to focus more on financial planning and advice (DFM
market £25bn in 2017, 5% of overall adviser platform market; £55bn in 2020 (10%)*;

e Adding AUM per IFA: Paradigm clients each place ~£26m AUM with Tatton on average (Sep
20), non-Paradigm clients ~£7m (typically increasing over time): this is an £8-9bn AUM
opportunity without winning new clients if average non-Paradigm AUM reaches Paradigm levels;

e Adding new IFA clients: 624 asset management clients (Sep 20) out of 5,500 directly authorised
UK adviser firms, plus a proven sales process, leaves significant scope for growth;

e Strategic partnerships: Deals such as that with Tenet Group (an adviser support business) can
fast-track new client acquisition: 93 new clients from Tenet deal in around 18m (as at Sep 20);

e Strategic acquisitions: Tatton has £16.9m of net cash and a £30m credit facility available for

strategic acquisitions — a strategy it is actively pursuing.

Undervalued vs prospects

Tatton’s longer term growth trajectory remains firmly in place, and we think it is realistic that
AUM reaches £15bn by 2025 through organic growth. Our fundamental valuation increases to
395p and we flag that Tatton’s PER of 25.4 is undemanding compared to peers (median 27.3),
despite it being a top quartile performer when it comes to attracting net AUM inflows.

1 Tatton Analysts Presentation, Nov 2020 & Platforum
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Company Data

EPIC TAM
Price (last close) 378p
52 weeks Hi/Lo 385p/236p
Market cap £220m
ED Fair Value / share 395p
Proforma net cash £16.9m
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Description

Tatton Asset Management was
founded in 2007 and serves smaller,
UK-based Independent Financial
Advisers via two distinct business
units:  investment  management
(discretionary fund management or
DFM) delivered via WRAP platforms,
and adviser

support  services

(regulatory and compliance
consulting and outsourcing, plus
mortgage and protection insurance

aggregation).

Aggregate AUM at end Mar 2021 was
£9.0bn.

Paul Bryant (Analyst)
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Strong growth compared to peers ...

While impressive on an absolute basis, Tatton’s growth is also impressive relative to peers and it continues
to attract AUM at a faster rate than most. In the 12m period to 30 Sep 20 (with all peer data available)
Tatton had the third highest net-inflow-to-AUM ratio amongst a group of 16 peers. In the 12m period to 31
Mar 21 (with only partial peer data available) it is maintaining its status as a strong performer (3" out of
nine with a number of historically slower growing asset managers still to report).

12m AUM net inflows as % of opening AUM (Oct 19 — Sep 20)
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Source: Company reports and trading updates, ED analysis
Net inflows exclude AUMs added through acquisitions.

12m AUM net inflows as % of opening AUM (Apr 20 — Mar 21)
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Source: Company reports and trading updates, ED analysis
Net inflows exclude AUMs added through acquisitions.
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... but below median valuation

Despite its strong growth credentials (as well as profitability credentials and a strong balance sheet — see
table below), Tatton’s PE ratio of 25.4 is below its peer group median of 27.3 and far below the highest-
rated peers.

Peer Group: Price-Earnings Ratios
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Impax 90.6

Liontrust 63.9
Brooks MacDonald 48.4
AJ Bell 48.3
Premier Miton 41.4
Rathbone Brothers 36.6
River & Mercantile 33.8
Quilter 33.2
St James's Place 27.3
Tatton NG 25.4
Hargreaves Lansdown 25.1
Man Group 24.1
Brewin Dolphin 20.
Polar Capital 17.1
Ashmore 15.0 median =27.3
Jupiter 12.8

Charles Stanley 11.3

Source: ADVFN (as at 15 April 2021)

As Tatton continues to scale and if it continues to deliver strong results, we believe both Tatton’s rating

and share price has headroom to grow.

Key Financials

y/e end March 31 FY 18A FY 19A FY 20A FY 21E FY 22E
AUM end-of-period, £bn 4.9 6.1 6.7 9.0 10.0
Revenue, £m 155 17.5 214 23.4 26.2
Operating profit (adj), £m 6.5 7.3 9.1 10.6 12.6
Operating margin (adj) 42.1% 41.7% 42.5% 45.4% 48.1%
EPS basic (adj), p 9.3 11.0 13.1 14.2 17.0
Div, p 6.6 8.4 9.6 10.5 11.9
Yield 1.7% 2.2% 2.5% 2.8% 3.2%
PER 40.4 34.4 28.8 26.6 22.2
Net assets, £m 13.6 15.3 17.8 225 26.3
Net cash, £m 10.6 12.2 12.8 16.9 211

Source: Company Historic Data, ED estimates
PER and Yield based on share price of 378p
NB PER ratio differs from peer comparison as ED calculation uses adjusted earnings
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Contacts

Andy Edmond
Direct: 020 7065 2691
Tel: 020 7065 2690
andy@equitydevelopment.co.uk

Hannah Crowe
Direct: 0207 065 2692
Tel: 0207 065 2690
hannah@equitydevelopment.co.uk

Equity Development Limited is regulated by the Financial Conduct Authority

Disclaimer

Equity Development Limited (‘ED’) is retained to act as financial adviser for its corporate clients, some or all of whom may now or in the future
have an interest in the contents of this document. ED produces and distributes research for these corporate clients to persons who are not clients
of ED. In the preparation of this report ED has taken professional efforts to ensure that the facts stated herein are clear, fair and not misleading,
but makes no guarantee as to the accuracy or completeness of the information or opinions contained herein.

This document has not been approved for the purposes of Section 21(2) of the Financial Services & Markets Act 2000 of the United Kingdom
(‘FSMA’). Any reader of this research should not act or rely on this document or any of its contents. This report is being provided by ED to provide
background information about the subject of the research to relevant persons, as defined by the Financial Services and Markets Act 2000
(Financial Promotions) Order 2005. This document does not constitute, nor form part of, and should not be construed as, any offer for sale or
purchase of (or solicitation of, or invitation to make any offer to buy or sell) any Securities (which may rise and fall in value). Nor shall it, or any
part of it, form the basis of, or be relied on in connection with, any contract or commitment whatsoever.

Research produced and distributed by ED on its client companies is normally commissioned and paid for by those companies themselves (‘issuer
financed research’) and as such is not deemed to be independent as defined by the FCA, but is ‘objective’ in that the authors are stating their own
opinions. This document is prepared for clients under UK law. In the UK, companies quoted on AIM are subject to lighter due diligence than shares
quoted on the main market and are therefore more likely to carry a higher degree of risk than main market companies.

ED may in the future provide, or may have in the past provided, investment banking services to the subject of this report. ED, its Directors or
persons connected may at some time in the future have, or have had in the past, a material investment in the Company. ED, its affiliates, officers,
directors and employees, will not be liable for any loss or damage arising from any use of this document, to the maximum extent that the law
permits.

More information is available on our website www.equitydevelopment.co.uk

Equity Development, 15 Eldon Street, London, EC2M 7LD

Contact: info@equitydevelopment.co.uk | 020 7065 2690



mailto:andy@equitydevelopment.co.uk
mailto:hannah@equitydevelopment.co.uk
https://www.equitydevelopment.co.uk/
mailto:info@equitydevelopment.co.uk

