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Market data

EPIC/TKR ARBB/ARBN
Price (p) 1,335
12m High (p) 1,640
12m Low (p) 1,065
Shares (m) 15.4
Mkt Cap (Em) 206
Loans to deposits 80%
2020E

Free Float* 42%
Market AIM/NEX

*As defined by AIM Rule 26

Description

Arbuthnot Banking Group (ABG) has a
well-funded and capitalised private
bank, and has been growing
commercial banking very strongly. It
holds a 9.85% stake in Secure Trust
Bank (STB).
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ARBUTHNOT BANKING GROUP

Mortgage portfolio acquisitions

On 3 July, ABG announced the acquisition of two mortgage portfolios for £258m
(E6m discount to book value). The overall yield on the portfolios is 3.6%, before
accounting for the negotiated purchase discount effect. The credit profile is
excellent (average loan to value sub-70% and 75% of the loans originated before
2008). 85% of the loans are owner-occupied, with the balance buy-to-let. The
loans are of sufficient quality to be included in the pool of assets used by ABG as
collateral for the Sterling Monetary Framework at the Bank of England, and so be
included in its liquidity resources. ABG's record on such acquisitions has been
good. We will review numbers with the results on 17 July.

>

Portfolio 1: At 31 March 2019, this book was 1,457 loans, with balances of
£201m, of which 20% are buy-to-let and the remainder are owner-occupied, with
an average loan to value of 67.4%. It has been in run-off since it was originated by
Edeus Mortgages and Victoria Mortgage Funding between 2005 and 2008.

Portfolio 2: This book has 462 loans, with customer balances of £65m, all of
which are owner-occupied, with an average loan to value of 70%. It was originated
in 2018 and 2019 by Magellan Homeloans. Like Portfolio 1, it is geographically
distributed around the UK.

Valuation: The average of our approaches is £17.42 (previously £17.46), 1.3x
2020E NAV. Since our last report, there has been a small change in the STB share
price, which feeds through to the sum-of-the-parts model. Despite the 2019 year-
to-date rally, the current share price is still around the 2018 NAV (1,283p).

Risks: Aswith any bank, the key risk is credit. ABG's existing business should see
below-market volatility, and so the main risk lies in new lending. We believe
management is cognizant of the risk and, historically, has been very conservative.
Other risks include reputation, regulation and compliance.

Investment summary: ABG offers strong-franchise and continuing-business
(normalised) profit growth. Its balance sheet strength gives it wide-ranging
options to develop organic and inorganic opportunities. The latter are likely to
increase in uncertain times. Management has been innovative, but also very
conservative, in managing risk. Having a profitable, well-funded, well-capitalised
and strongly growing bank priced at book value appears anomalous.

Financial summary and valuation (hnumbers will be reviewed post 17 July

results)

Year-end Dec (£000) 2015 2016 2017 2018 2019E 2020E
Operating income 34,604 41,450 54,616 67,905 76,790 86,903
Total costs -35,926 -46,111 -54,721 -64,982 -71,795 -77,484
Cost:income ratio 104% 111% 100% 96% 93% 89%
Total impairments -1,284 -474 -394 -27731 -1,860 -2,944
Reported PBT -2,606  -1,966 2,534 6,780 7,332 10,757
Adjusted PBT 2,982 1,864 3,186 7416 9,332 12,757
Statutory EPS (p) 86.3 1,127.3 439  -134.5 40,5 59.1
Adjusted EPS (p) 138.5 171 47.5 40.3 51.1 697
Loans/deposits 82% 76% 75% 71% 77%  80%
Equity/assets 5.5% 18.5% 12.8% 9.0% 85% 7.8%
P/adjusted earnings (x) 98.9 78.1 28.1 33.1 261 192
P/BV (x) 1.67 0.88 0.87 1.04 1.04 108

Source: Hardman & Co Research
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Disclaimer

Hardman & Co provides professional independent yfsearch services and all information used in the p&plication of this report has baen compiled from publicly available

ources that are believed to be reliable. Howevgf, no guarantee, warranty or representation, express ONmplied, can be given by Nardman & Co as to the accuracy,
adeqrrewQ completeness of the informatiogfcontained in this research and they are not respopsible for dQy errors or omissions oryesults obtained from use of such
information. Netthextardman & Co, nor gfiy dffiliates, officers, directors or employees accept arfy liability or réponsibility in respect & the information which is subject
to change without notice ameagy onjy’be correct at the stated date of their issue, except in the case of gross n&gligence, fraud or wXful misconduct. In no event will
Hardman & Co, its affiliates or any sACTTPS '5 be liable to you for any direct, special, indirect, gonsequential, incidend] damages or anypther damages of any kind even

advice. However, th ompanies or legal entmes covered in fhlS research may pay us a f;xe eemaLder for this research to be maddgvailatXe. A full list of companies or
legal entities thatMave paid us for coverage within the past 12 months can be viewed atfhttp://www.hartmagandco.com/legals/MRseargh-disclosures. Hardman
may provide gifier investment banking services to the companies or legal entities mentiofed in this report.

Hardmar Co has a personal dealing policy which restricts staff and consultants’ dealingfin shares, bonds or other related instruments of compglies or legal entities which
pay Hafdman & Co for any services, including research. No Hardman & Co staff, consultfints or officers are employed or engaged by the compehies or legal entities covered
by #is document in any capacity other than through Hardman & Co.

Hardman & Co does not buy or sell shares, either for their own account or for other parties and neither do they undertake iny€stment business. We may provide
investment banking services to corporate clients. Hardman & Co does not nfake recommendations. Accordingly, theyflo not publish records of their past
recommendations. Where a Fair Value price is given in a research note, such as a [PCF or peer comparison, this is the theorgfical result of a study of a range of possible
outcomes, and not a forecast of a likely share price. Hardman & Co may publishffurther notes on these securities, compfinies and legal entities but has no scheduled
commitment and may cease to follow these securities, companies and legal entitjes without notice.

The information provided in this document is not intended for distribution to, oif use by, any person or entity in agyf jurisdiction or country where such distribution or use
would be contrary to law or regulation or which would subject Hardman & Co of its dffiliates to any registration#equirement within such jurisdiction or country.

Some or all alternative investments may not be suitable for certain investorg. Investments in small andid-cap corporations and foreign entities are speculative and
involve a high degree of risk. An investor could lose all or a substantial amoupit of his or her investmenj/lnvestments may be leveraged and performance may be volatile;
they may have high fees and expenses that reduce returns. Securities or legal entities mentioned jf this document may not be suitable or appropriate for all investors.
Where this document refers to a particular tax treatment, the tax treatment will depend on eachivestor’s particular circumstances and may be subject to future change.
Each investor's particular needs, investment objectives and financial sifuation were not jdken into account in the preparation of this document and the material
contained herein. Each investor must make his or her own independent dgcisions and obtgii their own independent advice regarding any information, projects, securities,
tax treatment or financial instruments mentioned herein. The fact that Hardman & Copfas made available through this document various information constitutes neither
s~ecommendation to enter into a particular transaction nor a repregentation that any financial instrument is suitable or appropriate for you. Each investor should
considerwiwether an investment strategy of the purchase or sale of arfy producifr security is appropriate for them in the light of their investment needs, objectives and
financial circumstancess

This document constitutes a financial promsation’ for the purposes pf sg€tion 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and accordingly
has been approved by Capital Markets Strategy Ltawhicly is authqlrjged and regulated by the Financial Conduct Authority (FCA).

No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, recording or otherwise,
without prior permission from Hardman & Co. By accepting this document, the recipient agrees to be bound by the limitations set out in this notice. This notice shall be
governed and construed in accordance with English law. Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of Capital Markets Strategy
Ltd and is authorised and regulated by the FCA under registration number 60084.3. Hardman Research Ltd is registered at Companies House with number 8256259.
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