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Non-Standard Finance plc 
1H’18 preview: costs 1H-weighted, revenue 2H 
We preview the 1H’18 results due in early August. The 18 June trading update 
confirmed trading was consistent with FY guidance, but we think investors should 
recognise the split between 1H and 2H. We forecast that NSF will deliver 46% of 
FY’18 revenue in 1H’18 and 46% of impairments, but 50% of costs and 49% of 
finance costs; thus, we estimate 18% of group 2018 PBT in 1H’18 and 82% in 2H’18. 
The revenue split reflects business seasonality and payback for investment. 
Impairments reflect IFRS9 taking more provisions upfront when loans are added. 
Costs reflect the timing of investments in each division, operational normalisation 
in EL, and guarantor loans synergies. We make no changes to 2018 estimates. 

► FY guidance unchanged:  We note that the trading statement on 18 June and 
the 14 May AGM reiterated comfort with FY’18 consensus. Management should 
have good visibility on the FY, given pipelines and year-to-date actuals.  

► 1H’18E below 2H’18E:  With 1H’18 forecast to show below half of FY’18 revenue 
but around half of costs and financing, the balance of profits is more 2H-skewed. 
As we explain in this note, investors should not be concerned about this and, on 
the back of the recent trading statement, we do not expect consensus 2019 
estimates to change. Our 2019E £24.8m PBT is 5% above 2H’18E annualised. 

► Valuation:  Our absolute valuation measures for NSF range from 100p-103p per 
share. Until consensus adopts a uniform IFRS9 approach across all companies, 
peer comparisons have limited value.   

► Risks:  For all lenders, credit risk is key. For the past decade, EL has shown strong 
growth and controlled impairments. NSF is innovative and may incur losses in 
piloting products, but these risks are kept proportionate. Regulation is an issue 
in home credit; management is taking appropriate action to mitigate this risk. 

► Investment summary:  Substantial value should be created, as i) competitors 
have withdrawn, ii) NSF is well capitalised, with committed six-year debt 
funding, iii) macro drivers are positive, and iv) NSF has a highly experienced 
management team, delivering operational efficiency without compromising the 
key F2F model. Targets of 20% loan book growth and 20% EBIT RoA appear 
credible, and investors are paying 9.8x 2019E P/E and getting a 5.0 yield. 

 
Financial summary and valuation 
Year-end Dec (£000) 2016 2017 2018E 2019E 
Revenue 95,124 121,682 166,098 197,000 
Impairments (incl. IFRS9) -26,155 -28,795 -39,728 -46,208 
Total costs (excl. dep.) -49,600 -67,706 -85,596 -93,760 
EBITDA 19,369 25,181 35,443 50,638 
PBT 13,056 13,203 14,424 24,798 
Stat. PBT (co. basis) -9,342 -13,021 -4,196 11,348 
Pro-forma norm. EPS (p)  3.37   3.44   3.72   6.40  
DPS (p)  1.20   2.20   2.50   3.15  
P/adj. earnings (x) 18.7 18.3 16.9 9.8 
P/B (x)  0.8   0.9   0.9   0.9  
P/tangible book  2.0   2.6   2.6   2.5  
Yield 1.9% 3.5% 4.0% 5.0%   

 

Source: Hardman & Co Research 
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Market data 
EPIC/TKR NSF 
Price (p) 63.0 
12m High (p) 78.75 
12m Low (p) 50.5 
Shares (m) 314 
Mkt Cap (£m) 197 
EV (£m) 385 
Free Float 99% 
Market Main 

 

Description 
In the UK non-standard lending 
market, NSF has the market-leading 
network in unsecured branch-based 
lending, and is number two in 
guarantor loans and number three in 
home credit. 

 

Company information 
CEO John van Kuffeler 
CFO Nick Teunon 
Exec. Dir. Miles Cresswell-Turner 

 

Tel: +44 (0)2038699026 
www.nonstandardfinance.com   

 

Key shareholders 
Invesco 28.7% 
Woodford Investment  26.8% 
Marathon Asset Mgt. 10.3% 
Aberforth Partners 10.2% 
Quilter Cheviot AM 4.1% 
ToscaFund 3.8% 

  

Diary 
Early August Interim results 
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Everyday Loans  

Figure 1: Everyday Loans (EL) 
(£000) 1H’18E 2H’18E % in 1H 
Business revenue 35,000 41,305 46% 
Impairments -6,845 -8,035 46% 
FRS9 impairment -684 -803 46% 
Revenue less impairments 27,471 32,466 46% 
Administration expenses -17,601 -16,910 51% 
Operating profit 9,870 15,556 39% 
Net finance costs -6,364 -6,624 49% 
Profit before tax  3,506 8,932 28% 
Income tax -666 -1,697 28% 
Segment profit (loss) post-tax 2,840 7,235 28% 

Source: Hardman & Co Research 
  

We forecast that EL will deliver 46% of FY’18 revenue in 1H’18, with the 11 branches 
opened in 1H’18 only really starting to deliver meaningful revenue in 2H. The 
network has 20 more branches open now than a year ago, and we assume that 2H 
revenue will be up 18% on 1H. Impairments under IFRS9 will follow a similar trend, 
with 2H seeing a greater hit, as IFRS9 takes more provisions – as loans are added to 
the books. We assume costs will be 51% of the FY total, given that the timing of the 
branch openings was largely in 1Q (thus significant ongoing costs in 1H), but the 
additional one-off costs will all be in 1H. These include factors such as legal work, 
recruitment and training of new staff, and some fit-out costs. Given loan growth, we 
have assumed a slight bias in funding costs to 2H. 

Loans at Home 

Figure 2: Loans at Home (LAH) 
(£000) 1H’18E 2H’18E % in 1H 
Business revenue 32,593 38,262 46% 
Impairments -9,884 -12,081 45% 
FRS9 impairment -1,275 -1,559 45% 
Revenue less impairments 21,434 24,622 47% 
Administration expenses -19,500 -20,500 49% 
Operating profit 1,934 4,122 32% 
Net finance costs -977 -938 51% 
Profit before tax  957 3,184 23% 
Income tax -191 -595 24% 
Segment profit (loss) post-tax 766 2,588 23% 

Source: Hardman & Co Research 
  

The drivers for the home collect business are somewhat different. While we again 
expect revenue growth to reflect business growth, 1H impairments will have a 
smaller proportion of the FY total than in 2017. With the move to IFRS9, the charge 
for the key lending in December each year is now taken that year in 2H, whereas, 
previously (under IAS39), impairment was only taken when there was clear evidence 
that a loan might not be repaid (i.e. after a series of missed payments). Thus, 
December 2018 will see the hit for lending in Christmas this year, even though 
customers may not go into arrears until 2019. We believe management prudently 
over-resourced support functions as the business took on large numbers of PFG 
agents in 2H’17. We expect this to be slowly and carefully managed down, as the 
agents become more embedded and the integration risk moderates. Accordingly, we 
expect 2H costs in LAH to be only slightly above those in 1H. The funding cost reflects 
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the timing of when loans are added to the books, as well as the share of set-up fees 
that are amortised over the life of the new loan facility. 

Guarantor Loans  business 

Figure 3: Guarantor loans business 
(£000) 1H’18E 2H’18E % in 1H 
Business revenue 8,712 10,227 46% 
Impairments -1,413 -1,471 49% 
FRS9 impairment -495 -515 49% 
Revenue less impairments 6,804 8,241 45% 
Administration expenses -3,850 -3,650 51% 
Operating profit 2,954 4,591 39% 
Net finance costs -2,350 -2,350 50% 
Profit before tax  604 2,241 21% 
Income tax -115 -426 21% 
Segment profit (loss) post-tax 489 1,815 21% 

Source: Hardman & Co Research 
  

Chart 21 of NSF’s FY17 results presentation shows the strong growth in the guarantor 
loans business that was transformed by the acquisition of George Banco on 17 
August 2017. We assume that this growth will continue and that revenue will 
therefore be biased to 2H. However, we assume a slightly higher proportion of the 
year in impairments in 1H, given the timing of loan book additions and the fact that 
IFRS9 takes more of these when the loan is first made (revenue, of course, being 
spread over the life of the loan). December is usually a quiet month for guarantor 
loans, so we have assumed a 49%:51% split in impairments. We assume that more 
synergy benefits will come through in 2H to offset the natural 2H bias in costs, 
creating a broadly even split over the year. 

Central costs 
We have assumed an even split of central costs, taking them to £2.5m in each half.  

Group summary 

Figure 4: Group summary  
(£000) 1H’18E 2H’18E % in 1H 
Business revenue  76,305   89,793  46% 
Impairments -18,142  -21,586  46% 
FRS9 impairment -2,454  -2,877  46% 
Revenue less impairments  55,709   65,330  46% 
Administration expenses -43,451  -43,560  50% 
Operating profit  12,258   21,769  36% 
Net finance costs -9,691  -9,912  49% 
Profit before tax   2,567   11,857  18% 
Income tax -497  -2,243  18% 
Segment profit (loss) post-tax  2,070   9,614  18% 

Source: Hardman & Co Research 
  

http://www.nonstandardfinance.com/%7E/media/Files/N/Non-Standard-Finance-V3/reports-and-presentations/nsf-results-presentation-fy2017.pdf
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Financials and valuation 
Our FY forecasts are unchanged from the trading statement on 18 June. A detailed 
statutory profit and loss and cashflow statement are available in our recent FY17 
Results Note, as are the valuation parameters and assumptions. 

Figure 6: Normalised profit and loss (£000)  
Year-end 31 December 2016 2017 2018E 2019E 
Business interest income 94,674 119,756 166,098 197,000 
Other operating income  450 1,926 0 0 
Fair value unwind on acquired portfolios 0 0 0 0 
Total revenue 95,124 121,682 166,098 197,000 
Underlying business impairments -23,155 -28,054 -38,987 -45,467 
Unwind of provision discount -3,000 -741 -741 -741 
Business impairments -26,155 -28,795 -39,728 -46,208 
IFRS9 impairments   -5,331 -6,393 
Gross profit 68,969 92,887 121,038 144,399 
Administration expenses -50,290 -69,203 -87,011 -95,488 
Amortisation of intangibles 0 0 0 0 
Operating profit 18,679 23,684 34,027 48,910 
   EBITDA 19,369 25,181 35,443 50,638 
Exceptional items     
Net finance (cost)/income -5,623 -10,481 -19,603 -24,112 
Profit before tax 13,056 13,203 14,424 24,798 
Income tax -2,688 -2,313 -2,741 -4,712 
Profit after tax  10,368 10,890 11,684 20,087 

Source: NSF, Hardman & Co Research  
 

Figure 7: Balance sheet (£000) 
@ 31 December 2015 2016 2017 2018E 2019E 
Non-current assets      
Goodwill  40,176   132,070   140,668   140,668   140,668  
Intangible assets  14,119   17,412   17,205   6,877   1,719  
Property, plant and equipment  1,718   5,459   9,434   11,519   11,519  
Total non-current assets  56,013   154,941   167,307   159,064   153,906  
Current assets      
Inventories  3   -     -     -     -    
Amounts receivable from customers  28,412   180,413   259,836   293,620   357,247  
Trade and other receivables  10,275   10,753   9,811   10,302   10,817  
Cash and cash equivalent  7,320   5,215   10,954   2,599   1,036  
Total current assets  46,010   196,381   280,601   306,521   372,429  
Total assets  102,023   351,322   447,908   465,584   526,335  
Current liabilities      
Trade and other payables  9,490   8,146   10,353   12,353   14,353  
Deferred tax liability  14,275   -     -     -     -    
Total current liabilities  23,765   8,146   10,353   12,353   14,353  
Net current (liabilities)/assets  29,150   188,235   270,248   294,168   358,076  
Non-current liabilities      
Financial liabilities – borrowings  -     87,300   199,316   228,816   288,816  
Deferred tax  -     6,793   4,996   2,479   852  
Total non-current liabilities  -     94,093   204,312   231,295   289,668  
Total liabilities  16,860   102,239   214,665   243,648   304,021  
Net assets*  85,163   249,083   233,243   221,937   222,314  

Source: NSF, Hardman & Co Research * incl.  £255k of non-controlling Interests 

 

http://www.hardmanandco.com/docs/default-source/company-docs/non-standard-finance/27.03.18-strong-profit-growth-path-confirmed.pdf
http://www.hardmanandco.com/docs/default-source/company-docs/non-standard-finance/27.03.18-strong-profit-growth-path-confirmed.pdf
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Valuation 
Our absolute valuation techniques imply average upside potential of 61%. At 
present, we do not believe peer valuations are helpful, as it is unclear to what extent 
consensus is consistently applying IFRS9 across all companies. We note that the 
profit growth profile of both EL and the guarantor loans businesses is materially 
faster than the consensus forecasts for the quoted non-standard consumer credit 
companies as a whole, and investors should consider the appropriate rating for such 
growth once a consistent approach to accounting has been adopted. 

Figure 8: Summary of different valuation techniques  
 Implied price (p) Upside potential (%) 
Gordon Growth Model (GGM) 102.5 63% 
Discounted Dividend Model (DDM) 100.4 59% 
Average absolute measures 101.4 61% 

Source: Hardman & Co Research 
  

 

Average valuation potential upside 

on absolute measures 61% 
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Disclaimer 
Hardman & Co provides professional independent research services and all information used in the publication of this report has been compiled from publicly 
available sources that are believed to be reliable. However, because of possible human or mechanical error by Hardman & Co, its affiliates or its sources, Hardman 
& Co cannot guarantee the accuracy, validity, timeliness or completeness of any information provided for in this report. No guarantee, warranty or representation, 
express or implied, can be given by Hardman & Co as to the accuracy, adequacy or completeness of the information contained in this research and they are not 
responsible for any errors or omissions or results obtained from use of such information. Neither Hardman & Co, nor any affiliates, officers, directors or employees 
accept any liability or responsibility in respect of the information which is subject to change without notice and may only be correct at the stated date of their issue, 
unless in case of gross negligence, fraud or wilful misconduct. Hardman & Co expressly disclaims any warranties of merchantability or fitness for a particular 
purpose. In no event will Hardman & Co, its affiliates or any such parties be liable to you for any direct, special, indirect, consequential, incidental damages or any 
other damages of any kind even if Hardman & Co have been advised of the possibility thereof.    

This research has been prepared purely for information purposes, and nothing in this report should be construed as an offer, or the solicitation of an offer, to buy 
or sell any security, product, service or investment. The research reflects the objective views of the analyst(s) named on the front page and does not constitute 
investment advice.  However, the companies or legal entities covered in this research may pay us a fee, commission or other remuneration in order for this research 
to be made available. A full list of companies or legal entities that have paid us for coverage within the past 12 months can be viewed at 
http://www.hardmanandco.com/legals/research-disclosures  

Hardman & Co has a personal dealing policy which debars staff and consultants from dealing in shares, bonds or other related instruments of companies or legal entities 
which pay Hardman & Co for any services, including research. They may be allowed to hold such securities if they were owned prior to joining Hardman & Co or if they 
were held before the company or legal entity appointed Hardman & Co. In such cases, sales will only be allowed in limited circumstances, generally in the two weeks 
following publication of figures. No Hardman & Co staff, consultants or officers are employed or engaged by the companies or funds covered by this document in any 
capacity other than through Hardman & Co.  

Hardman & Co does not buy or sell shares, either for its own account or for other parties and neither does it undertake investment business. We may provide 
investment banking services to corporate clients.  

Hardman & Co does not make recommendations. Accordingly, we do not publish records of our past recommendations. Where a Fair Value price is given in a 
research note, such as a DCF or peer comparison, this is the theoretical result of a study of a range of possible outcomes, and not a forecast of a likely share price. 
Hardman & Co may publish further notes on these securities/companies and legal entities but has no scheduled commitment and may cease to follow these 
securities/companies and legal entities without notice. 

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

Some or all alternative investments may not be suitable for certain investors. Investments in small and mid-cap corporations and foreign entities are speculative 
and involve a high degree of risk. An investor could lose all or a substantial amount of his or her investment. Investments may be leveraged and performance may 
be volatile; they may have high fees and expenses that reduce returns. Securities or legal entities mentioned in this document may not be suitable or appropriate 
for all investors or geographical areas. Each investor’s particular needs, investment objectives and financial situation were not taken into account in the preparation 
of this document and the material contained herein. Each investor must make their own independent decisions and obtain their own independent advice regarding 
any information, projects, securities, or financial instruments mentioned herein. The fact that Hardman & Co has made available through this document various 
information this constitutes neither a recommendation to enter into a particular transaction nor a representation that any financial instrument is suitable or 
appropriate for you. Each investor should consider whether an investment strategy of the purchase or sale of any product or security is appropriate for them in the 
light of their investment needs, objectives and financial circumstances.  

This document constitutes a ‘financial promotion’ for the purposes of section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and accordingly, 
its distribution in the United Kingdom is restricted. Neither Hardman & Co nor any other person authorised by the Financial Conduct Authority (United Kingdom) 
(FCA) has approved or authorised the contents of this document for the purposes of section 21 FSMA. Accordingly, this document is only directed at: 

i. persons who have professional experience in matters relating to investments falling within Article 19(5) (Investment Professionals) or Article 49 (High 
Net Worth Companies, Unincorporated Associations etc.) of the Financial Services and Markets Act 2000 (Financial Promotions) Order 2005 (as amended) 
(the Order); 

ii. certified high net worth individuals within the meaning of Article 48 of the Order; 

iii. certified sophisticated investors and self-certified sophisticated investors within the meaning of Article 50 and Article 50A of the Order; 

iv. associations of high net worth investors or sophisticated investors within the meaning of Articles 51 of the Order; and  

v. any other person whom it may lawfully be communicated.  

    (together, the relevant persons). 

This document is directed at only relevant persons and must not, under any circumstances be acted on or relied on by persons who are not relevant persons. Any 
investment or investment activity to which this communication relates is only available to relevant persons and will be engaged in only with relevant persons. The 
UK compensation scheme and rules for the protection of private customers do not apply to the services provided or products sold by non-UK regulated affiliates.  

The receipt of this document by any person is not to be taken as constituting the giving of investment advice by Hardman & Co to any to any such person.  

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.  

http://www.hardmanandco.com/legals/research-disclosures
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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 Financial 
Conduct Authority (FCA) under registration number 600843. Hardman Research Ltd is registered at Companies House with number 8256259.  

Hardman & Co Research Limited (trading as Hardman & Co) +44 (0) 20 7194 7622 
35 New Broad Street Follow us on Twitter @HardmanandCo 
London  
EC2M 1NH (Disclaimer Version 4 – Effective from April 2018) 
 
 

 

Status of Hardman & Co’s research under MiFID II  
Some professional investors, who are subject to the new MiFID II rules from 3rd January, may be unclear about the status of Hardman & Co research and, 
specifically, whether it can be accepted without a commercial arrangement. Hardman & Co’s research is paid for by the companies and legal entities about which 
we write and, as such, falls within the scope of ‘minor non-monetary benefits’, as defined in the Markets in Financial Instruments Directive II. 

In particular, Article 12(3) of the Directive states: ‘The following benefits shall qualify as acceptable minor non-monetary benefits only if they are: (b) ‘written 
material from a third party that is commissioned and paid for by a corporate issuer or potential issuer to promote a new issuance by the company, or where the 
third party firm is contractually engaged and paid by the issuer to produce such material on an ongoing basis, provided that the relationship is clearly disclosed in 
the material and that the material is made available at the same time to any investment firms wishing to receive it or to the general public…’ 
The fact that we are commissioned to write the research is disclosed in the disclaimer, and the research is widely available. 

The full detail is on page 26 of the full directive, which can be accessed here: http://ec.europa.eu/finance/docs/level-2-measures/mifid-delegated-regulation-2016-
2031.pdf 

In addition, it should be noted that MiFID II’s main aim is to ensure transparency in the relationship between fund managers and brokers/suppliers, and eliminate 
what is termed ‘inducement’, whereby free research is provided to fund managers to encourage them to deal with the broker. Hardman & Co is not inducing the 
reader of our research to trade through us, since we do not deal in any security or legal entity. 
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Hardman & Co team 
Management Team 
+44 (0)20 7194 7622 
John Holmes jh@hardmanandco.com +44 (0)20 7194 7629 Chairman 
Keith Hiscock kh@hardmanandco.com +44 (0)20 7194 7630 CEO 
David Banks db@hardmanandco.com +44 (0)20 7194 7622 Corporate Finance 
 
Marketing / Investor Engagement 
+44 (0)20 7194 7622 
Richard Angus ra@hardmanandco.com +44 (0)20 7194 7635  
Max Davey md@hardmanndco.com +44 (0)20 7194 7622  
Antony Gifford ag@hardmanandco.com +44 (0)20 7194 7622  
Ann Hall ah@hardmanandco.com +44 (0)20 7194 7622  
Gavin Laidlaw gl@hardmanandco.com +44 (0)20 7194 7627  
Vilma Pabilionyte vp@hardmanandco.com +44 (0)20 7194 7637  
 
Analysts   
+44 (0)20 7194 7622  
Agriculture Bonds / Financials 
Doug Hawkins dh@hardmanandco.com Brian Moretta bm@hardmanandco.com 
Yingheng Chen yc@hardmanandco.com Mark Thomas mt@hardmanandco.com 
    
 
Building & Construction Consumer & Leisure 
Tony Williams tw@hardmanandco.com Steve Clapham sc@hardmanandco.com 
Mike Foster mf@hardmanandco.com Jason Streets js@hardmanandco.com 
 
Life Sciences Media 
Martin Hall mh@hardmanandco.com Derek Terrington dt@hardmanandco.com 
Dorothea Hill dmh@hardmanandco.com   
Grégoire Pavé gp@hardmanandco.com   
 
Mining Oil & Gas 
Paul Mylchreest pm@hardmanandco.com Angus McPhail am@hardmanandco.com 
 
Property Services 
Mike Foster mf@hardmanandco.com Mike Foster mf@hardmanandco.com 
    
Special Situations Tax Enhanced Services 
Steve Clapham sc@hardmanandco.com Brian Moretta bm@hardmanandco.com 
Paul Singer ps@hardmanandco.com   
Yingheng Chen yc@hardmanandco.com   
    
Technology Utilities 
Milan Radia mr@hardmanandco.com Nigel Hawkins nh@hardmanndco.com 
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