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Share

Adding accounts and firmly in profit

Share has completed the acquisition and transfer of accounts from

J.P. Morgan Asset Management and in August reported its first H1
operating profit since 2014. This followed a return to profit in H218 and
was achieved against a more challenging background for trading volumes
and despite bearing some costs associated with the approach from
Interactive Investor. Prospectively, a revival of investor confidence and
benefits from adding further customer accounts could provide upside from
our maintained normalised earnings estimates.

Revenue PBT* EPS* DPS PIE Yield
Year end (Em) (Em) (P) (P) (x) (%)
1217 18.7 0.4 0.27 040 106.7 14
1218 210 0.7 0.45 0.55 654 19
12119 23 13 0.75 0.70 393 24
12/20e 230 15 0.86 0.75 34.1 26

Note: *PBT and EPS are normalised, excluding amortisation of acquired intangibles,
exceptional items and share-based payments.

Account acquisition and H119 results

Share has reported the successful transfer of over 13,000 accounts acquired from
J.P. Morgan extending its track record of book acquisitions and partnerships with
major institutions. H119 results showed revenue up by 9% compared with H118 to
£11.1m despite an 18% decline in trading volumes in the period. Growth was
provided by account fees and interest income. Cost growth was held to 3% allowing
an operating profit of £0.1m against a loss of £0.5m. Statutory pre-tax profit was
£0.2m versus a loss of £0.3m, while normalised pre-tax profit was £0.5m compared
with £0.1m. Adding back the effect of lower trading volumes and a change in the
timing of the Euroclear dividend would have given a normalised profit of over £1m,
underlining the turnaround in profitability that has been achieved. Assets under
administration increased +5% to £5.3bn in a period when the UK equity market fell
by 3%.

Outlook

The background for equity market trading remains uncertain and a Share customer
survey confirmed a recognition of the likely negative impacts of a hard Brexit but
also a preference for a resolution. If delivered, this could generate higher activity as
deferred decisions on allocation are taken. For its own part Share is set to benefit
from the new accounts from J.P. Morgan and an increase in its fixed fees. In the
longer term, further acquisitions of books of business and organic growth will be
facilitated by the investment in technology that has taken place during Share’s
three-year digital transformation, improving the customer experience and the scope
to deliver operational leverage with greater scale.

Valuation: Estimates and valuation maintained

Our revenue and normalised earnings estimates are unchanged (page 4) and our
DCF-based central value of 32p is maintained. The operational gearing of the
business means earnings estimates are particularly sensitive to revenue growth
assumptions.
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Acquisition of accounts

The acquisition of accounts from J.P. Morgan Asset Management has been completed with the
transfer over a weekend of more than 13,000 accounts and, we estimate, ¢ £490m of assets.
Successful implementation of the transfer provides tangible evidence of the benefit of the IT
investments it has made in addition to its experience of such operations. These are mainly
investment trust savings schemes with some accounts also holding OEICs. The prospective
retention rate and level of activity from these accounts is difficult to predict. They seem likely to be
buy-and-hold investors (like most of Share’s existing customers) but the additional assets should
give rise to incremental activity as well as account fees. The latest book acquisition follows existing
partnerships which include those with Henderson, Barclays and Computershare.

H119 results

The profit and loss figures for H119 highlighted Share’s return to profitability on both a reported and
normalised basis. An analysis of the profit and loss account is shown in Exhibit 1 and we pick out
key points below, comparing with H118 unless stated.

Group revenue increased by just over 9%. Both fee and interest income increased
substantially while dealing commissions were 9% lower, reflecting a more difficult market
background. Compared with H118 interest income nearly doubled, benefitting from higher rates
and a higher average level of cash held on behalf of customers (although the period end level
was 4% lower at £423m). Fee income was up 19% mainly because of a rise in customer
numbers (to ¢ 300,000) following acquisitions made in 2018.

Costs increased by 3% with the largest contributor a 9% increase in staff costs. The headcount
rose to 257 at end-June compared with 252 and 236 at end-FY18 and H118 respectively.
Further increases are expected to be more limited following enhancements made to the IT
platform. Transaction and marketing costs fell in a period of lower trading volumes.

Normalised pre-tax profit increased from £0.07m to £0.53m, while there was a swing from a
reported loss of £0.28m to a profit of £0.15m. The reported profit was lower sequentially but
adding back the ¢ £0.16m of advisory costs associated with the Interactive Investor merger
approach would have meant profits increased. Also, if we adjust the normalised pre-tax profit
for lower trading activity (+£0.4m according to Share) and for the timing of the dividend from
the group’s Euroclear investment moving to H2 (+£0.2m) then profits would have been over
£1m.
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Exhibit 1: Half-yearly profit and loss analysis

Year-end 31 December (£000s) H118 H218 H119 % change
Account fees 3,613 4,187 4,300 19
Dealing commissions 5714 5,186 5,200 9)
Interest and other income 847 1,492 1,617 89
Revenue 10,175 10,864 11,117 9.3
Total costs (10,695) (10,659) (11,013) 3.0
Operating profit (520) 205 104

Investment revenues 245 48 68

Other losses and gains 0 0 19

Non-recurring items 0 0 0

Pre-tax profit (275) 253 151

Normalising adjustments

Other gains and losses 0 0 (19)

Non-recurring items incl. FSCS 171 207 283

One-offfrestructuring 13 130 177

Share-based payments 267 284 221

Profit share impact of above (94) (106) (104)

Normalised pre-tax profit 69 638 532 671.0
Tax (4) (43) (20) 400.0
Post-tax profit (279) 210 131

Normalised post-tax profit 50 166 482 864.0

Source: Share plc, Edison Investment Research. Note: Half-yearly revenue segmental analysis approximate
as based on stated percentage changes.

In tandem with an increase in the number of customers, the level of assets under administration
(AUA) increased from £5.0bn to £5.3bn, an increase of 5% over a period in which the UK equity
market fell by 3%.

Contributing to the growth in AUA was the transfer of the final tranche of accounts from Beaufort
Securities and at the end of June 60% of accounts had been retained, ahead of the group’s own
expectation and a high level considering the difficulties these investors had faced previously.

As noted, the Interactive Investor potential merger approach was made public during the first half
and the group incurred advisory costs while it was under consideration. Interactive Investor
subsequently withdrew for its own reasons. Looking forward, the board has indicated it will consider
any further serious approaches from third parties but there is no ‘for sale’ sign over the business
and it has the ambition to grow in scale substantially in its own right.

Background and outlook

UK equity market performance is shown in Exhibit 2 with features including the Q418 market dip
followed by a recovery, which has only recently seen a marked setback despite continuing macro
uncertainties. Trading activity, however, has been affected by the background and H119 London
Stock Exchange order book average daily trading was down 24%. There has been a modest revival
in trading in the most recent readings (Exhibit 3) but this may not be sustained depending on
political developments. The Brexit process appears likely to remain a key driver of market sentiment
for some time.
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Exhibit 2: FTSE All-Share Index (total return) Exhibit 3: London Stock Exchange order book trading
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As an indicator of retail investor confidence and appetite for investment, Exhibit 4 shows the level of
UK retail equity fund sales, as reported by the Investment Association.

Exhibit 4: Quarterly equity fund sales in the UK
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This shows a negative balance in flows since Q318 although the outflow moderated between Q119
and Q219. This again ties in with subdued investor appetite while uncertainty prevails.

Share introduced tariff changes from 6 July with the main changes shown below. From a client
perspective (including VAT) the absolute and percentage changes are not substantial but with
HMRC having confirmed that VAT is not chargeable, the benefit for Share is more significant (+33%
for the Share Account, for example). The full benefit is unlikely to flow through to profit, however, as
an offset in the form of irrecoverable VAT is likely. Dealing charges are unchanged with the
standard dealing charge being £7.50 for trades of under £750 and 1% for £750 and above. For £24
per quarter (£8 per month) the frequent dealing option provides a flat fee of £7.50.

Exhibit 5: The Share Centre fixed account management fees

£, monthly fees Old including VAT Old ex-VAT New Change (%)
Share Account 1.80 1.50 2.00 33
ISA 4.80 4.00 5.00 25
Junior ISA 1.20 1.00 1.50 50
SIPP 14.40 12.00 15.00 25

Source: Share plc

Looking ahead, near-term dealing commissions are likely to be sensitive to political developments
in the UK and delivery of further certainty could encourage greater activity even if investor
confidence remains fragile. On a longer view the need for individuals to take greater responsibility
for saving for retirement and the increased flexibility in drawdown should create opportunities for a
self-select platform such as the Share Centre. In addition to organic growth, the acquisition of
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further books of business could help build scale, further leveraging the investment already made.
The enhancements made to the platform should be positive both in terms of winning new business
and retaining existing clients.

Financials

Share indicated that it expects its financial performance to continue to improve in line with market
expectations and our estimates for revenue, normalised pre-tax profit and EPS are unchanged.
Within revenues we have increased our estimate for account fees and reduced dealing commission
and interest income assumptions by an equivalent amount. Our estimate for FY19 reported pre-tax
profit is lower at £0.50m versus £0.63m, mainly reflecting the advisory costs incurred in the first
half.

At the end of June cash and cash equivalents stood at £9.3m compared with £9.1m at end-H118
and £9.0m at end-FY18. In addition the group has investments in the London Stock Exchange and
Euroclear valued at £9m at the period end. Share’s Pillar 3 , which is based on the end
2018 financial position, shows a regulatory capital requirement of £3.9m for FY19 and Tier 1 (and
total) capital after deductions of £8.6m, meeting Share’s target cover of two times the requirement
with a further surplus of £0.8m.

Valuation

We have updated the comparative table used in our previous notes (Exhibit 6) comparing a number
of measures for Share, Hargreaves Lansdown and AJ Bell. We have set the surplus capital
adjustment to allow for 2x coverage (Share’s target level). This shows Share trading at an adjusted
value of 1.8x revenue compared with 20.0x and 16.0x for Hargreaves Lansdown and AJ Bell,
respectively. Similarly, for value as a percentage of AUA, Share is significantly lower at 0.8% versus
9.7% and 3.2%, respectively.

Exhibit 6: Peer comparison

£m unless stated Share  Hargreaves Lansdown AJ Bell
Market capital 41 9,529 1,636
Surplus capital (at 2x requirement) 1 (88) 31
Adjusted value 40 9,617 1,606
Revenue 22 481 100
Assets under administration (AUA) 5,300 99,300 50,700
Accounts (number of active clients for HL) 300,000 1,224,000 224,644
Adjusted value/revenue (x) 1.8 20.0 16.0
Adjusted value/AUA (%) 0.8 9.7 32
Descriptive metrics

Revenue/average AUA (bps) 44 52 22
Market value per account 136 7,785 7,285
AUA per account (£) 17,667 81,127 225,690
Revenue per account (£) 78 415 553
Adjusted value per account (£) 133 7,857 7,148

Source: Edison Investment Research, companies’ disclosure. Note: Share AUA and revenue H119,
Hargreaves Lansdown, FY19 and AJ Bell, H119 and Q319 update. Priced on 1 October 2019.

We have also updated our DCF valuation using assumptions that include long-term growth of 4%, a
discount rate of 10% and a terminal multiple of 10x. With estimates largely unchanged, our central
value (see sensitivity in Exhibit 7) remains 32p.
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Exhibit 7: Discounted cash flow valuation sensitivity (pence per share)
Discount rate

Long-term growth 8% 9% 10% 11% 12%
2% 329 31.6 304 29.3 28.3
3% 33.8 32.4 311 300 28.9
4% 348 33.3 320 30.7 29.6
5% 35.8 34.2 32.8 315 303

Source: Edison Investment Research
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Exhibit 8: Financial summary

£000

Year end 31 December

PROFIT & LOSS

Account fees

Dealing Commissions

Interest and other income
Revenue

Administrative expenses (exc amortisation and depreciation)
EBITDA

Depreciation

Amortisation

Operating profit (pre exceptional)
Exceptionals

Other

Investment revenues

Profit Before Tax (FRS 3)

Profit Before Tax (norm)

Tax

Profit After Tax (FRS 3)

Profit After Tax (norm)

Average Number of Shares Outstanding (m) - exc treasury
EPS - normalised (p)

EPS - FRS3 (p)

Dividend per share (p)

EBITDA Margin (%)
Normalised operating margin (%)

BALANCE SHEET

Fixed Assets (mainly Investments)
Current Assets

Total Assets

Current Liabilities

Long term Liabilities

Net Assets

CASH FLOW

Operating Cash Flow

Net cash from investing activities
Net cash from (used in) financing
Net Cash Flow

Opening net (debt)/cash

Closing net (debt)/cash

2014

6,610
6,610
1,822

15,042
(14,579)
463
(104)
(1)
348

0

60
308
716
1,615
(109)
607
1,416

143.5
0.99
0.42
0.62

3.1%
8.3%

9,405
21,316
30,721
(8,450)
(1,594)
20,677

199
(434)
(736)
(971)

13,626

12,655

Source: Company accounts, Edison Investment Research
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2015

6,400
6,400
1,250

14,050

(14,812)

(196)
665
555

139.2
0.40
0.48
0.74

(5.4%)

2.2%

8,083
19,716
27,799
(7,681)
(1,418)
18,700

(2,104)
1,990
(878)
(992)

12,655

11,663

2016

6,784
7,040
786
14,610
(15,727)
(1,117)
(121)
(108)
(1,346)
0

2,19
248
1,021
(46)
(284)
737

4

1393
0.00
0.53
0.25

(7.6%)

(2.0%)

8,341
23,883
32,004

(13,384)
(1,096)
17,744

492
483
(1,217)
(242)
11,663
11,421

2017

7,200
10,600
926
18,726
(19,169)
(443)
(127)
(223)
(793)
900
51
225
383
351
(73)
310
383

1394
0.27
0.22
0.40

(2.4%)

0.7%

9,986
35,300
45,286

(25,942)
(1,155)
18,189

1,147
(1,293)
(735)
(881)
11,421
10,540

2018

7,800
10,900
2,339
21,039
(20,536)
503
(120)
(698
(315

o o

293
(22)
707
(47)
(69)
626

1398

045
(0.05)
0.55
2.4%
2.0%

12,516
26,064
38,580

(17,671)
(1,442)
19,467

415
(1,075)
(886)
(1,546)
10,540
8,994

2019e

8,887
10,355
3,054
22,296
(20,847)
1,449
(140)
(1,00)
259

0

(61)
305
503
1287
(96)
408
1,050

140.9
0.75
0.29
0.70

6.5%
4.8%

14,295
28,287
42,582

(19,670)
(2,608)
20,304

1,937
(395)
(1,424)
18
8,994
9,112

2020e

9,069
10,769
3,208
23,046
(21,240)
1,806
(140)
(1,100)
566

0

(80)

305

791
1486
(142)
649
1,211

140.9
0.86
0.46
0.75

7.8%
5.5%

13,337
29,679
43,016

(20,315)
(2,040)
20,660

2,316
(245)
(1,554)
517
9,112
9,629
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This report has been commissioned by Share and prepared and issued by Edison, in consideration of a fee payable by Share. Edison Investment Research standard fees are £49,500 pa for the production and broad
dissemination of a detailed note (Outlook) following 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 payment in stock, options or warrants for any of our services.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to 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 represent those of the research department of Edison at the time 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 known and unknown risks, uncertainties and other
factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or 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 construed 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 conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to
Edison's policies on personal dealing and conflicts of interest.

Copyright: Copyright 2019 Edison Investment Research Limited (Edison). All rights reserved FTSE International Limited (‘FTSE”) © FTSE 2019. “FTSE®” is a trade mark of the London Stock Exchange Group companies
and is used by FTSE International Limited under license. All rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability for any errors or omissions in
the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE's express written consent.

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Representative (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 it, is intended only for "wholesale clients" 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 account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the
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 to 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 extent that it contains any financial advice, is
intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking 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 not be 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 document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any
prohibition on dealing ahead of the dissemination of investment research.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPQ") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be
distributed or passed on, directly or indirectly, to any other class of persons and in 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 to or published in whole or in part by, any other person.

The Investment Research is a publication distributed in the United States by Edison Investment Research, Inc. Edison Investment Research, Inc. is registered as an investment adviser with the Securities and Exchange
Commission. Edison relies upon the "publishers' exclusion” from the definition of investment adviser under Section 202(a)(11) of the Investment 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 such, Edison
does not offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security,
or that any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.
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