Tatton Asset Management

Strong flows in impressive FY22. New acquisition for FY23

AUM ended FY22 (31 Mar 22) on £11.3bn, +26% y-0-y (31 Mar 21: £9.0bn), in line with our
previous forecasts. But more impressive from a longer-term strategic perspective, is the fact
that ‘organic’ net inflows of +£1.28bn exceeded our forecasts to make up for an investment
performance which was hit by the market turbulence of Q4 (Jan-Mar 22). In fact, net inflows in
H2 almost matched H1 (£625m vs £652m).

In summary, Tatton Investment Management’s £2.35bn FY22 AUM increase was split: +£1.28bn from
net inflows; +£0.65bn from the Verbatim funds acquisition (Sep 21); and +£0.42bn from market

movements and investment performance (H1: +£0.495bn; H2: -£0.075bn).

The IFA support services business, Paradigm, continued its steady growth trajectory. Mortgage
completions grew 13% to £12.8bn (FY21: 11.3bn), with mortgage firms increasing from 1,612 to
1,674. Particularly pleasing was mortgage completions holding up in H2 (£6.0bn) following the end of
the ‘stamp duty holiday’ in Sep 21. Consulting member firms also increased from 407 to 421.

Tatton has confirmed that FY22 financial results are expected to be in line with consensus

market expectations and that it ended the year with cash on the balance sheet of £21.7m

Acquisition of BAM Global looks a sound strategic fit and good value

Tatton has also entered into an agreement to acquire 50% of 8AM Global Limited (8AM), for ¢ £7.0m
(E3.5m payable on completion, funded through the issue of new shares, plus two performance-
adjusted payments after 12 & 24m). Tatton will have an option to acquire a further 50%. This appears

to be a solid strategic fit and in line with Tatton’s acquisition strategy (see page 2).

The deal is expected to increase adjusted operating profit by ¢ £0.7m after one year (a PE, based on
adjusted operated profit, of 10). With an equivalent PE of 18 (using FY22 estimates), Tatton’s issuing

of new shares to fund the first tranche payment appears to be an efficient funding mechanism.

Recent share-price drop results in discount to our fundamental value

Our bullish view on Tatton’s fundamentals remains unchanged, as do our forecasts, other than a small
adjustment to FY22 AUM to match the actual closing value. We maintain our fundamental value of
560p per share! which is around 30% above the TAM share price following its recent fall,
although we highlight the fall is not unique to TAM, with ‘growth shares’ generally hard hit in 2022.

Key Financials

Year-end 31 Mar FY 19A FY 20A FY 21A FY 22E FY 23E FY 24E
AUM end-of-period, £bn 6.1 6.7 9.0 11.3 13.0 15.1
Revenue, £m 175 214 234 292 321 36.0
Operating profit (adj), £m 7.3 9.1 114 14.3 16.1 189
Operating margin (adj), % 41.7% 42.5% 48.8% 48.9% 50.2% 52.3%
EPS basic (adj), p 11.0 131 16.1 19.6 22.2 24.1
Div, p 8.4 9.6 11.0 11.9 15.4 16.7
Yield, % 1.9% 2.2% 2.5% 2.7% 3.5% 3.8%
PER* 39.8 334 271 223 19.7 18.1
Net assets, £m 15.3 17.8 24.4 29.3 34.8 39.9
Net cash, £m 12.2 12.8 16.9 21.7 26.9 32.2
Source: Company Historic Data, ED estimates. PER and Yield based on share price . 437.5p

*PER based on adj basic eamings (particularly relevant in FY21 due to extraordinary share-based pmt charge)
NB: Estimates do not include impact of 8AM acquisition (transaction date and other details not known)
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Company Data

EPIC TAM
Price (last close) 437.5p
52 weeks Hi/Lo 620p/368p
Market cap £258m
ED Fair Value / share 560p
Proforma net cash £22m
Avg. daily volume 64k
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Source: ADVFN
AUM 31 Mar 22: £11.34bn

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
(just under 80% of group revenue),
and adviser support services -
regulatory and compliance consulting
and outsourcing, plus mortgage and
protection insurance aggregation

(just over 20% of group revenue).

Next event: FY 22 results: 15 Jun 22
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On-track to meet strategic ambitions

At the end of FY21, with AUM at £9.0bn, Tatton outlined a growth goal of achieving £15bn AUM by the end
of FY24: by adding £1bn of organic growth per year (£3bn in total) plus adding another £3bn through

acquisitions. It's comfortably on track.

Historic and targeted AUM

Target set at end of FY21 =—— £15.0b

£11.3b

5Y historic
CAGR 24% £9.0b
£6.7b
£6.1b
£4.9b
£3.9b

FY17 FY18 FY19 FY20 FY21 FY22 FY23 FY24

Source: Company

After the first year of this three-year plan it has added £1.7bn through organic growth (£1.3bn through
net inflows alone, plus £0.4bn through market movements and investment performance). Looking forward,
key drivers of further organic growth will be:

e IFAs continuing 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;

e  Tatton continuing to increase the number of IFA firms placing business with it;

e  Tatton increasing average AUM per IFA (a ‘new client’ IFA will typically not move all of their business
at once butincrease it over time —this is estimated to be an £10-11bn AUM opportunity without winning
new clients);

e  Accelerating the above growth through strategic partnerships such as that with Tenet Group, incepted
in 2019, which gives Tatton strategic access to 474 additional IFA firms, and Fintel plc, incepted in

Sep 2021, which provides distribution access to 3,800 intermediary firms.
Also in year 1, Tatton acquired the Verbatim range of funds, adding £0.65bn AUM.

Now, at the start of year 2 of its growth plan, it has acquired 50% of 8AM, adding around £0.8bn of
‘assets under influence’. This appears to be a solid strategic fit. 8AM runs a range of Model Portfolio
Services and Funds which are complementary to Tatton’s, and it also broadens Tatton’s financial adviser

base.

* See Equity Development note of 17 Nov 21, Impressive interims support recent upgrade for details of valuation.

www.equitydevelopment.co.uk
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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, Park House, 16-18 Finsbury Circus, London EC2M 7EB

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