Tatton Asset Management

Inflows remain strong despite market crash

Tatton Asset Management continued to attract new client assets through the
recent market turmoil: a notable achievement at a time when many investors
flocked to cash and fled equity and even some bond funds at the fastest pace

in decades?.

Tatton attracted net inflows of £1.13bn for the FY ending 31 Mar 2020, £688m (61%)
of this coming in H2 and £86m in March '20 alone. But it wasn’t immune to the impact
of COVID-19. AUM peaked in February at £7.8bn, well ahead of forecasts, but then
dropped £1.2bn - mostly because of the market crash - to end the year on £6.7bn.

March inflows were only slightly down on the FY monthly average of £94m.

However, bucking broader trends, Tatton expects FY20 results (expected mid-
June) to be in line with analysts’ estimates. With such resilience, TAM shares

at 248p, 16% down on their Feb peak, will seem attractive to many.

Another important positive during such economic and market uncertainty will
be Tatton’s strong balance sheet. The company has reported a net cash position of
£12.8m, £0.6m up on the £12.2m at the end of FY19, despite laying out £2.0m in cash

on the Sinfonia Asset Management acquisition during H1. Tatton has no debt.

Key Financials

2017A 2018A 2019A 2020E
AUM end-of-period, £bn 3.9 4.9 6.1 6.7
Revenue, £m 11.9 15.5 17.5 19.7
Revenue growth, y-o-y 30% 31% 13% 12%
Operating profit (adj), £m 4.5 6.5 7.3 8.5
Operating margin (adj) 38.0% 42.1% 41.7% 43.2%
EPS basic (adj), p 6.4 9.3 11.0 12.9
Div, p 4.8 6.6 8.4 9.0
Yield 1.9% 2.7% 3.4% 3.6%
PER 38 27 23 19
Net assets, £m 3.1 13.6 15.3 17.5
Net cash, £m 0.7 10.6 12.2 12.6

Source: Company Historic Data, ED estimates

1 Refinitiv Lipper (U.S. Mutual Funds & ETPs Q1 2020 Snapshot): “Assets Under Management Plunge $3.2 Trillion.” Morningstar
Research, US Fund Flows: “In March, long-term funds suffered record monthly outflows. Investors pulled $326 billion from mutual
funds and exchange-traded funds. In contrast, during the global financial crisis monthly outflows peaked in October 2008 at $104
billion. Money market funds—perceived as safe havens but often short-term parking spaces for cash as well—gathered a record $685
billion.”
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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 March 2020
was £6.7bn.

Paul Bryant (Analyst)
0207 065 2690
paul.bryant@equitydevelopment.co.uk

Hannah Crowe
0207 065 2692
hannah@ equitydevelopment.co.uk
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Paradigm, the consulting and mortgages business (which made up 27% of group
revenue in H1) also showed some encouraging growth trends. Paradigm Consulting (IFA
support services) reversed a down-tick in member firms (from 390 on 31 Mar 19 to 385 on
30 Sep ’'19) and closed the FY with 394 members. Mortgage services continued its steady
growth trend, ending the FY with 1,544 member firms, up 11% from 1,392 at the end of FY19
and 1,220 at the end of FY18. Gross mortgage lending rose 17.5% year-on-year to £9.9bn,
up from £8.4bn in FY19 and £6.8bn in FY18.

Outlook encouraging, with obvious caveats

Tatton has been frank with investors, saying that the full implications of the impact of COVID-
19 on the financial performance of the Group in the future remain uncertain. It will be updating

guidance when full results are released in June.

We believe this approach makes sense, and in a similar vein, with respect to our own
forecasts, in the middle of the current economic and financial-market storm, it would simply
not be credible to conduct a detailed assessment of the implications of a post-corona world
on our previous financial projections and valuation. We will also be doing this in June, when
we will gain further guidance from the company into current trading conditions, the full impact
of the downturn on results, and hopefully, when there is some modicum of visibility coming

into economic forecasts and how markets might react.

However, it is worth commenting on some of the drivers behind our previous fundamental

valuation of 313p, underpinned primarily by Tatton reaching £13bn in AUM by 2024.

With respect to Tatton Investment Management (or TIML, the asset management
business which made up 73% of group revenue in H1), we believe its long term growth
prospects remain solid, albeit its year-end AUM has taken a hit from the recent market

crash and there remains scope for muted flows.

TIML is the market-leader in a high-growth segment (IFAs moving more of their client assets
onto discretionary fund management platforms). It has strong momentum in winning new IFA
clients and capturing a higher share of existing clients’ AUM. Moreover, these clients have

clearly demonstrated confidence in TIML through volatile and rapidly declining markets.

With respect to Paradigm, we believe the consulting business should be relatively
stable, with nothing to suggest that IFAs would reduce their reliance on quality compliance
outsourcing and consulting. Indeed, with heightened cost-consciousness, some IFAs may

even look to Paradigm for efficiency increases.

However, the residential mortgage market, and hence Paradigm’s mortgage
services business look set, in the short term at least, for a negative market shock.
A recession, a jump in unemployment, a large cohort of workers placed on furlough with
reduced incomes, and a fall in property prices will hurt, and visibility on any potential recovery
is limited at this stage. This will, however, have a fairly limited impact on the overall group -

as mortgage services made up less than 15% of group revenue in H1.

All-combined, the above evidence suggests that the recent drop in the TAM share

price may now be reflecting a significant discount to fundamental value.

www.equitydevelopment.co.uk
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Investor Access

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

Equity Development Limited is regulated by the Financial Conduct Authority

Equity Development Limited (‘"ED’) is retained to act as financial adviser for various clients, some or all of whom may now or in
the future have an interest in the contents of this document and/or in the Company. 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 make 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 person who is not a relevant person under this section should not act or rely on this document
or any of its contents. Research on its client companies produced and distributed by ED 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.

This report is being provided to relevant persons by ED to provide background information about Tatton Asset Management.
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. Self-certification
by investors can be completed free of charge at www.fisma.org

ED may in the future provide, or may have in the past provided, investment banking services to the Company. ED, its Directors
or persons connected may have in the future, or have had in the past, a material investment in the Company.

¢
More information is available on our website

www.equitydevelopment.co.uk

Equity Development, 15 Eldon Street, London, EC2M 7LD. Contact: info@equitydevelopment.co.uk 0207 065 2690



mailto:info@equitydevelopment.co.uk

