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Secure Trust Bank: The undervalued specialist lender

Company: Secure Trust Bank (STB LN) Market Cap: £117mio
Industry: Specialist lender Subordinated Debt:  £90mio (@13%)
Country: UK Revenue: £203mio

Date: 31t May 2023 Net Income: £33.7mio (16.6%)
Dividend: £8.4mio (7.2%) CET1 ratio: 14% (21.4%)
Entry: £117mio Target: £200mio

Why Secure Trust Bank?

e Valuation at the lowest point since the depth of the Covid crisis (3.5 P/E)
e Strong capital ratios, further enhanced by larger subordinated issuance
o Well hedged duration, with 7% sight deposits covered 3x with cash balances

e 96% of deposits are guaranteed by the government deposit protection scheme

A bank that lends in a secure way

Secure Trust Bank is a specialist lender focused on consumer financing, namely retail finance and vehicle
finance, and business financing, namely commercial finance and real estate finance, with half of their
lending balances allocated to retail finance. The bank is an online bank only and their loans are 125%
covered by deposits, of which half are received via term deposits, 20% via notice deposits, over 15% via
ISA deposits and only 7% via sight deposits, hence matching the duration of the portfolio with its deposits.
This is reflected in the lending, as retail has an average duration of 18-24 months, car financing 48 months,
real estate 5 years and commercial financing generally 2-3 years. Their sight deposits are 3x covered by
cash. One example of retail financing is a season ticket for Arsenal football club, for which Secure Trust

Bank is receiving a discount by the club of at least 7% to finance the ticket over the 10 months duration.
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Secure Trust Bank New Business Lending

Category in mio £ FY 2019 FY 2020 FY 2021 FY 2022

Retail Finance 726 614.5 771.5 1,124

Vehicle Finance 183.3 78.6 199.8 401.7

Commercial Finance 162.2 126.1 93.7 157.3

Real Estate Finance 316.1 189.5 376.1 384.5

Total lending 1,388 1,009 1,441 2,068

Source: Secure Trust Bank

Secure Trust Bank Deposits

Category FY 2019 FY 2020 FY 2021 FY 2022
Term deposits
Notice deposits
ISA deposits
Sight deposits

FY 2021

FY 2022

Category in mio £ FY 2019 FY 2020
Term deposits 1,076
Notice deposits 664 697 778 503

ISA deposits 38 139 252 428
Sight deposits 23 80 105 176
Total deposits 2,020 1,992 2,103 2,515

Source: Secure Trust Bank

Good margins, low impairments

FY 2022 has seen a decline in net interest margins from 6.1% to 5.7%. While this is overall negative, the

new business lending balances have meanwhile increased by over 43%, therefore leading to higher profits

overall. Impairments have climbed year-on-year due to exceptionally low impairments during Covid, but

the impairments remain below pre-pandemic levels. However, if we were to apply 2019 impairment levels

to 2022 new lending balances, profitability would remain high with a price/earnings ratio of just below 10

vs. 3.5 at the moment.
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Margins remain at a healthy level

Category FY 2019 FY 2020 FY 2021 FY 2022 Target FY 23

Lending book CAGR 12.2% 15%+

Net interest margin 6.5% 6.3% 6.1% 5.7% >5.5%

Cost income ratio 56.9% 55.1% 60.0% 55.0% <50%
Return on average equity 12.8% 6.1% 15.9% 10.7% 14%-16%

Source: Secure Trust Bank

Impairment charges on new lending balances remain low

Impairme Cost of Impairment Cost of Impairment Costof Impairment Cost of : )
FY 19 impairment

on FY 22 balance

Category ntcharge risk FY chargeFY risk FY charge FY risk FY charge FY  risk FY

FY 19 19 20 20 21 21 0 0
Retail
NSO 105 27% 15.9 2.6% 46 0.6% 146 1.3% 30.2
Vehicle
I 25 68 252 32.1% 1 05% 205 5.1% 274
€ ial
OFan:rfgg'a 01 0.1% 5.2 41% 01 0.1% 13 0.8% 01
Real Estat
i?nazcze 01 0.0% 11 0.6% 0.2 -0.1% 08 0.2% 01
Aol 322 16% 474 2% 35 0.2% 372 1.4% 5738

Source: Secure Trust Bank

Strong capital ratios

Despite the growth in lending balances, Secure Trust Bank has been able to increase their capital ratios,
or at least kept it relatively stable over the last few years. The new Tier 2 subordinated bond of £90mio
(E40mio more than the expired bond) will further boost the capital ratios and enable more growth.
Although the interest rate on the new subordinated bond is very high at 13% and increase the interest
expense by around £8.325mio, this will be more than offset by higher lending balances at above 5.5% net
interest margins (£13.75mio extra income as £40mio extra capital is equivalent to £250mio extra lending

at 16% capital ratio applied).
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Strong capital ratios well above the requirements

Category FY 2019 FY 2020 FY 2021

CET1 ratio 12.7% 14.2% 14.5% 14%
Total Capital ratio 15% 16.4% 16.8% 16.2%
Elibigle Tier 2 £50mio £45.1mio f47mio  £49.9mio
Total Capital ratio £318mio £328.8mio £350.6mio £377.3mio
Leverage ratio 9.8% 10.4% 10.3% 11%
RWAs £2.1bn £2bn £2.1bn £2.3bn

Source: Secure Trust Bank

Low unemployment

In order for impairments to significantly increase, the unemployment rate needs to increase substantially.
During Covid there have been higher impairment charges (in 2020), which were quickly reversed. Monzo
increased their consumer lending aggressively over the last year, leading to a doubling of revenue to
£355.6mio according to the FT. This has led their impairment charges to increase from £14mio to £104mio
on £759.7mio lending balances. Secure Trust Bank has consumer lending balances of £1,427.6mio and
revenues of only £135.4mio, which shows the much stronger credit quality Secure Trust Bank is lending
to. Metro Bank, a competitor of Secure Trust Bank, has much lower capital ratios and therefore is unable
to increase their lending, which enables Secure Trust Bank to capture more market share. Overall, the

current market valuation of Secure Trust Bank is near its all-time low during the Covid crisis. This does not

seem justified, even if we face climbing unemployment and a potential recession.

UK unemployment is at 2019 levels
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e Jnemployment rate (aged 16 and over, seasonally adjusted): %

Source: ONS
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Legal Disclaimer

The contents of this publication have been prepared solely for the purpose of providing information about AozoraStep Capital
LLP and the services and products it is intending to offer, which are targeted for professional investors only. The opinions and
views expressed are those of AozoraStep Capital LLP, may change without notice and should not be construed as investment, tax,
legal or other advice. AozoraStep Capital LLP does not guarantee the completeness and accuracy of the information provided and
all content can become out of date. Products or services mentioned in this publication are subject to legal and regulatory
requirements in applicable jurisdictions and may not be available in all jurisdictions. Accordingly, persons are required to inform
themselves and observe any such restrictions. In respect to investments described in this document, past performance is not a
guide to future performance. The value of investments and the income of any financial instruments mentioned in this document
may fall as well as rise and may have tax consequences. The performance of the investment strategy that AozoraStep Capital LLP
is planning to offer is based on a personal track record and approved by Sedulo for the time period Q1 2019 - Q1 2021 and by
HiCloud Accounting for the time period 2020 - 2022, only with further examinations being done on an occasional basis.
AozoraStep Capital LLP is currently not authorized and regulated by the FCA, and therefore, is not allowed to provide financial
products and services. AozoraStep Capital LLP is registered in England and Wales with registered number OC436835. Registered
Office: 21 Knightsbridge, London SW1X 7LY, United Kingdom. Reproduction or distribution of any materials obtained in this

presentation or linking to this presentation without written permission is prohibited.
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