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Reaction Note

Today’s AGM statement from S & U supports our view that the Group has built a solid
basis from which to deliver further growth in returns, earnings and dividends in the short
to medium term. We are encouraged by the rate of growth in monthly applications,
customers and collections. All point positively to the Group’s position in the market and
the nature of its non-prime car finance loan book. The impairment to revenue charge has
increased but we believe that this is due to transitional mix changes which are being
addressed by a more selective approach to recent underwriting. As a result, we see no
reason to change our forecasts on the back of this statement. However, we raise our
theoretical value to reflect the recent share price performances and valuations of the
non-standard lending peer group. On a range of comparative ratios, we derive a
theoretical value of 3396p; 6% higher than previously and 22% above the current share
price.

Year to PBT EPS DPS PER PEG Yield
January £m P P X X %
FY18a 30.2 2031 105.0 13.7 0.8 38
FY19e 36.0 241.8 121.0 ns 0.7 43
FY20e 41.0 2748 1374 10.2 0.7 4.9
FY2le 46.0 314.0 156.8 89 0.6 5.6

In keeping with its recent history, S & U's performance from 1 February to 17 May 2018 is a
function of growth through transition. In growth terms, Advantage (non-prime car finance)
applications are running at 80,000 per month, some 10.0% higher than the previous period’s
annualised rate. While approval rates have slipped from 29.0% in 2017 to 25.0% in 2018 (so
far), conversion rates have improved to 10.0%, implying underlying growth of 2.5%. The
former is a function of a more selective approach to underwriting while the latter reflects the
positive impact of Dealflo, Advantage’s on-line application system. Net receivables are up by
£48m to £258m while customer numbers are now 56,000; both showing increases of over
20.0% on the previous period. Monthly collections improved by a similar magnitude
compared to the same period, with £11.4m collected in April 2018.

The transitional nature of the Group is demonstrated by the increase in impairment to
revenue. On a rolling 12-month basis, this is now 25.8% compared to 24.6% at year end. We
believe that this is a function of a mix change as higher quality loans from, for example, 2014
fall away while the impact of the recent selectivity in underwriting has yet to fully emerge. It
is too soon to call peak impairment but we sense that it is close and, conceivably, it could
occur in 2018/19.

Aspen Bridging. a pilot scheme addressing funding demand for, principally, residential RM&I,
has enjoyed a positive start to the year. It has grown net receivables by over 27.0% from year
end to £14m. Of a total of 47 loans made so far, 10 have been repaid. The Group will assess
the performance of this pilot before a decision to move forward (or not) is made in the second
half of the current year.

The non-standard lending peer group has experienced a material turn-around in share price
performance since we initiated coverage of S & U in April 2018. At that time, average 3-month
performance was -2.3%. Since then, the sector average has risen by 11.3%. S & U has been a
component part of this performance, having increased in value by 21.3% since 6 April 2018.

We believe that this reflects three main factors; a relatively undervalued position (notably on
yield and PEG grounds), an improving macro environment for non-prime finance and an
easing of regulatory concerns, specifically relating to affordability. Although, as today's
statement highlights, UK economic growth is uncertain, we believe that these factors will
continue to play a positive role in valuations.

While we are content to leave our forecasts unchanged ahead of the Q2 trading update (3
August 2018), our theoretical value has increased by 55% on the back of share price
performance elsewhere. PER, yield and, particularly, PEG ratios have all improved since our
last note, arguing for a value closer to 3400p or some 22% higher than the current level.

This document provides information on S & U plc - it is not a solicitation of an offer to buy or sell securities.
See the disclaimer on the back page.
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Figure 1: S&U Share Price (January 2018 to date)
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Figure 2: Share Price Performances (comparative group)

1Month 3 Months 12 Months
S&UPIc 17.0 224 39.2
International Personal Finance Plc (4.5) 20.8 353
Paypoint Plc 10.4 6.8 (7.7)
Morses Club Plc 13.2 m 13.2
Close Brothers Group Plc 7.7 18 (1.2)
Non-Standard Finance Plc 6.1) (10.9) (10.8)
OneSavings Bank Plc 9.0 75 (5.9)
Paragon Banking Group Plc 13.4 15.7 181
Provident Financial Plc (7.6) 288 (72.0)
Secure Trust Bank Plc 36 21.8 (18.0)
Lookers Plc 183 20.8 (13.8)
Marshall Motor Holdings Plc 40 4.0 91
BCA Marketplace Plc 8.6 14.8 (6.2)
Motorpoint Group Plc 6.9 14.8 531
Auto Trader Group Plc n2 22 (7.1)
AVERAGE (FINANCE) 5.6 mn3 (1.0)
AVERAGE (MOTOR DEALERS) 9.8 .3 7.0
AVERAGE (TOTAL) 7.0 12.2 1.7

Source: Bloomberg
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Figure 3: Comparative Valuation Analysis (prices as @ 17" May 2018}

IPF Paypoint Morses Club Close Bros NSF OneSavings Paragon Provident Fin Secure Trust Average
Share Price 230 893 150 1585 62 425 549 647 1968
Market Capitalisation 5220 607.8 192.0 23875 191.9 10185 14352 1.625.0 364.4
Enterprise Value 1152.0 603.8 205.8 1.624.5 3979 868.5 12,68.7 29523 144.4
Revenue 863.0 120.3 1235 8075 163.7 2733 272.8 11245 158.8
EPS 29.7 61.8 12.4 135.8 39 526 46.0 517 1531
EPS Growth - (3.9%) 5.8% 3.1% 13.9% 3.0% 10.0% 13.7% 31.5%
DPS 12.6 743 71 633 2.4 145 185 8.7 84.2
EV/Revenue 13 5.0 1.7 20 2.4 32 446 2.6 0.9 71
PER 7.8 14.4 121 n.7 15.8 81 mno 125 12.8 mnoe
PEG - - 21 37 1.1 27 12 0.9 0.4 1.7
Yield 55% 8.3% 4.8% 4.0% 3.9% 3.4% 3.4% 1.3% 4.3% 4.3%

Source: Bloomberg & Capital Access Group

Figure 4: Theoretical Value

Comparative N Movement
201819 Ratio Implied Value against Current
Price (2790p)
PER no 2877 3.1%
Yield 4.3% 2814 0.9%
PEG 1.0 4497 61.2%
Average/Theoretical Value 3396 21.7%

Source: Capital Access Group Forecasts
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Figure 5: Implied Value at Theoretical Level (3396p)

Year to January 2019 2020 2021
PER 145 13.0 121
Yield 35% 3.8% 41%
PEG 1.0 11 15

Source: Capital Access Group Forecasts

Figure 6: 2018/19 Financial Calendar

Event Date Status

Final Dividend Payment (45.0p) * 6™ July 2018 Confirmed
Q2 Trading Update 3 August 2018 Confirmed
Interim Results 25t September 2018 Confirmed
First Interim Dividend Payment November 2018 Expected
Q3 Trading Update December 2018 Expected
Year End Trading Update February 2019 Expected
Second Interim Dividend Payment March 2019 Expected
Final Results March 2019 Expected

*Subject to shareholder approval on 18 May 2018 Source: S & U plc & Capital

Access Group

Figure 7: Motor Finance Loan Book (2017 - 2021)

Year to January 2017A 2018A 2019F 2020F 2021F CAGR
Motor Finance Cross Book 2243 2957 3246 3558 3917 231%
Impairment Provision (30.8) (44.5) (50.3) (56.9) (64.6) 15.2%
Percentage of Book 13.7% 15.0% 15.5% 16.0% 16.5% 18.5%
Net Motor Finance Book 1935 2512 2743 3127 3471 26.4%
Number of New Loans 20,042 24518 27,018 29718 32,823 24.0%
Average Advance 6,068 6,207 6,250 6,250 6,250 2.5%
Acquisition Costs 642 692 700 710 715 2.3%
Average Term (months) 50 51 51 51 51 1.7%

Source: Capital Access Group
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Figure 8: S & U Income Statement Analysis

Growth

Year to January 2018A 2019F 2020F 2021F 2019F 2020F 2021F
Revenue 79.8 95.7 110.0 121.0 19.9% 15.0% 10.0%
Impairment (Motor) (19.4) (23.9) (28.6) (30.9) 233% 19.6% 7.9%
Impairment (Aspen) (0.2) (0.2) 0.0 0.0

Other Costs (17.3) (19.2) (212) (23.6) N.3% 10.4% 1.1%
Total COGS (36.9) (43.3) (49.8) (54.5) 17.5% 15.0% 93%
Impairment/Revenue 24.3% 25.0% 26.0% 255%

Gross Profit 429 523 60.2 66.6 22.0% 15.0% 10.6%
Gross Margin 53.8% 54.7% 54.7% 55.0%

EBITDA 333 403 46.9 523 21.0% 16.2% 1.5%
D&A (0.3) (0.3) (0.3) (0.3) 0.0% 0.0% 0.0%
EBITDA Margin 42.6% 42.8% 43.5% 43.5%

Administrative Expenses (9.9) (11.5) (13.3) (14.3) 16.0% 10.8% 7.5%
Operating Profit 33.0 405 46.6 52.0 22.9% 16.3% 11.6%
Operating Margin 41.3% 41.8% 42.3% 42.9%

Net Finance Costs (2.8) (4.5) (5.6) (6.0) 68.9% 40.0% 7.1%
PBT 30.2 36.0 41.0 46.0 19.5% 13.7% 12.2%
ETR 19.1% 19.5% 19.5% 18.0%

Tax Charge (5.7) (7.0) (8.0) (8.3) 22.3% 13.7% 35%
Attributable Earnings 244 29.0 33.0 37.7 18.8% 13.7% 14.2%
Average Number of Shares 12.0 12.0 12.0 12.0

EPS (p) 203.8 2418 274.8 314.0 18.6% 13.7% 14.2%
DPS (p) 105.0 121.0 137.4 156.8 15.2% 13.6% 14.1%
Dividend Cover 19 2.0 2.0 2.0

Source: Capital Access Group

Figure 9: Advantage Cash Flow

Year to January 2017A 2018A 2019F 2020F 2021F
Balance Brought Forward (96.8) (130.0) (171.9) (199.6) (223.2)
Advances (121.6) (152.2) (168.9) (185.7) (205.1)
Collections 95.0 118.8 1473 169.4 189.7
Settlements/re-loans 19.9 246 30.5 351 393
Debt Recovery 6.9 99 135 149 15.4
Overheads/Interest (22.7) (29.4) (32.) (35.3) (39.0)
Tax Paid (4.6) (5.4) (6.0) (8.0) (13.7)
Dividend (to S & U plc) (6.1) (8.2) (12.0) (14.0) (16.3)
Balance Carried Forward (130.0) (171.9) (199.6) (223.2) (252.9)

Source: Capital Access Group

Figure 10: S & U plc Cash Flow

Year to January 2017A 2018A 2019F 2020F 2021F
Balance Brought Forward (11.9) (49.2) (105.0) (144.0) (170.1)
Motor Finance Outflow (33.2) (41.9) (27.7) (23.7) (29.7)
Property Bridging Outflow 0.0 (1.2) (8.8) 0.0 0.0
Other Outflow (4.1) (2.7) (2.5) (2.5) (2.5)
Balance Carried Forward (49.2) (105.0) (144.0) (170.1) (202.3)

Source: Capital Access Group
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Figure 11: S & U plc Statutory Cash Flow

Year to January 2017A 2018A 2019F 2020F 2021F
Operating Profit 269 33.0 40.0 46.6 52.0
Net Finance (Cost)/Income (1.7) (2.8) (4.0) (5.6) (6.0)
Tax Paid (4.9) (53) (6.0) (8.0) (13.6)
Depreciation 03 03 03 03 03
Loss on Disposal 0.0 01 0.0 0.0 0.0
Receivables (Customers) (48.4) (68.5) (56.3) (44.9) (48.1)
Receivables (Trade) (0.0) (o) (0.4) (0.5) (0.6)
Payables 0.4 05 1.0 1.0 1.0
Accruals and Deferred Income (0.5) (0.8) 0.0 0.0 0.0
Share-Based Payments 0.4 03 0.4 0.4 0.4
Other (0.0) (0.0) 0.0 0.0 0.0
Operating Cash Flow (27.5) (43.4) (25.0) (10.7) (14.7)
Disposal Proceeds 0.1 0.0 0.0 0.0 0.0
Capex (0.4) 1) (1.0) (0.5) (05)
Investing Activities (0.3) (1.0) (1.0) (0.5) (0.5)
Dividends (9.5) (11.4) (13.1) (14.9) (17.0)
Movement in Borrowings 19.0 0.0 0.0 0.0 0.0
Financing Activities 9.5 (11.4) (13.1) (14.9) (17.0)
Net Cash Flow (18.3) (55.8) (39.1) (26.1) (32.1)
Opening Net Debt (30.9) (49.2) (104.9) (144.0) (170.1)
Closing Net Debt (49.2) (104.9) (144.0) (170.1) (202.3)
Shareholders’ Funds 1395 152.8 166.2 1843 205.0
Gearing 35.2% 68.7% 86.6% 92.3% 98.7%

Source: Capital Access Group
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This document is a marketing communication which is designed to educate and inform professional investors about the subject
Group. The subject Group pays Capital Access Group a fixed annual fee to cover the costs of research production and distribution,
and the research has not been prepared in accordance with regulatory requirements designed to promote the independence of
investment research. Capital Access Group does not make recommendations. Any comments in this report regarding the
valuation of a financial security are based on comparisons with similar securities; they are not forecasts of a likely share price. This

document is not an offer to buy or sell, or a solicitation of an offer to buy or sell, the securities mentioned.

Capital Access Group does not buy or sell shares, nor does it conduct corporate finance transactions, nor does it undertake

investment business either in the UK or elsewhere. Capital Access Group is n_
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