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Secure Trust Bank

CEO change in seamless transition

Paul Lynam, Secure Trust Bank’s (STB’s) CEO, is stepping down to
become Equiniti Group’s CEO. David McCreadie, who joined STB as a non-
exec board member a year ago, will replace him. McCreadie is a banker
with 30 years of experience at RBS, Kroger Personal Finance and Tesco
Bank. The transition should be seamless, with the growth strategy (organic
expansion and M&A opportunities) expectedto remainthe same.Lynam
leaves the bank with a well-capitalised balance sheet (we forecast13.9%
CET1 for FY20), resilient business, a good franchise and well positioned to
react when the economy improves. STB will make its pre-close trading
update on 21 January, but has reiteratedits October 2020 statement that it
is trading ahead of consensus FY20 PBT of £7.3m.

Revenue PBT* EPS* DPS PIE Yield
Year end (Em) (Em) (p) () (x) (%)
12118 151.6 36.7 161.0 83.0 5.6 9.3
12119 165.5 41.1 177.3 87.2 5.1 9.7
12120e 167.0 13.0 54.3 0.0 16.5 N/A
12121e 172.9 31.6 134.7 0.0 6.7 N/A

Note: *PBT and EPS are normalised, excluding amortisation of acquired intangibles,
exceptionalitems and share-based payments.
Paul Lynam is leaving STB after 10 years to seek a new challenge. The Equiniti
Group is an outsourcing company providing technology-led servicesand is a
payments specialistto businesses;it is not a competitor of STB. Although Lynam
stepped down on 5 January, he will remain in an executive capacity until 31 March
to help with the handover.

Lynam and McCreadie have known each other for years. McCreadie partof the
managementteam that built Tesco Bank and was executive director and managing
director from 2015 to 2019. His appointmentto STB is subjectto regulatory
approval by the Financial Conduct Authority and the Prudential Regulation
Authority, which have been notified. STB has started to look for a non-executive
director to replace McCreadie.

STB issued an upbeat Q3 trading update in October and it is reassuring for this to
be confirmed in the latest statement. Although the COVID-19 pandemicand its
economic ramifications are still not over, credit book quality has been better than
anticipated.

Our fair value for STB is 1,756p per share, implying a FY20e PBV of 1.23x. We
assume a sustainable return on equity (ROE) of 13.5%, 10% in cost of equity
(COE) and 2% annual growth. Our model assumes no value creation or dividends
in 2020 and 2021 (although we believe a dividend is likely to be paid in 2021)and
the fair value is the presentvalue of the (ROE-g)/(COE-g) formula at the end of
2022.

New CEO

Financial services

6 January 2021
Net debt/cash (Em) N/M
Shares inissue 18.6m
Free float 84.5%
Code STB
Primary exchange LSE
Secondary exchange N/A
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Business description

Secure Trust Bankis a well-established specialist
bank addressing niche markets within consumer
and commercial banking. It is launching a non-
standard mortgage business. Former parent
Arbuthnot Banking Group’s shareholdingis now
less than 20%.
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This report has been commissioned by Secure Trust Bank and prepared and issued by Edison, in consideration of a fee payable by Secure Trust Bank. Edison Investment Research standard fees are £49,500 pa for he
production and broad dissemination of a detaled note (Outlook) folowing by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional fees for the provision of
roadshows and related IR services for the client but does not get remunerated for any investment banking services. We never take paymentin stock, options or warrants for any of our services.

Accuracy of content: Al information used in the publication of this report has been compiled from publicly available sources that are believed o be reliable, however we do not guarantee the accuracy or completeness of
this report and have not sought for this information to be independently verified. Opinions contained in this report represen t iose of the research department of Edison at e ime of publication. Forward -looking information
or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve knownand unknown risks, uncertainties and other
factors which may cause the actual results, performance or achievements of their subject matter o be materially differentfrom current expectafons.

Exclusion of Liabilty: To the fullest extent allowed by law, Edison shall notbe liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising outor in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be constru ed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and confiicts of interest. Edison Group does notconduct any investmentbusiness and, accordingly, does notitself hold any
positions in the securities mentioned in tis report. However, the respective directors, officers, employees and contractors of Edison may have a posttion in any or related securities menfoned in this report, subject o
Edison's policies on personal dealing and conficts of interest.

Copyright: Copyright 2021 Edison Investment Research Limited (Edison).

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Re presentative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial
Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to i, is intended only for "wholesale ciients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into accountyour personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of he advice, having
regard to your objectives, financial stuation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statementor like
instrument.

The research in this document is intended for New Zedand resident professional financial advisers or brokers (for use in teir roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for he
purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement b buy, sell, subscribe, or underwrite any securities mentioned or in the
topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in
relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extentthat it contains any financia | advice, is
intended only as a “class service” provided by Edison within the meaning ofthe FAA (i.e. withouttaking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making
an investment decision.

This document is prepared and provided by Edison for information purposes only and should notbe construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. A
marketing communication under FCA Rules, this documenthas not been preparedin accordance with the legal requirements designed © promote the independence of investment research and is notsubject toany
prohibition on dealing ahead of he dissemination of investmentresearch.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experie nce in matters relating to investments, i.e. investment professionals within the meaning of Artide
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPO") (i) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (jij) persons to whom it is otherwise lawful to distribute it. The investmentor investment activity to which this document relates is available only to such persons. Itis not intended thatthis documentbe
distributed or passed on, directly or indirectly, to any other class of persons andin any event and under no circumstances should persons of any other description rely on or act upon the contents of this document.

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed o or published in whole or in part by, any other person.

Edison relies upon the "publishers' exclusion” from the definition of investmentadviser under Section 202(a)(11) of e Inve stment Advisers Act of 1940 and corresponding state securities laws. This report is a bona fide
publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As su ch, Edison does not
offer or provide personal advice and the research provided is for informational purposes only. No menton ofa particular se curity in this report constitutes a recommendation to buy, sell or hold thator any security, or that
any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.
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