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CHESNARA PLC

Showing good operational progress

Chesnara announced its 2024 results, which showed positive progress compared
with 2023. The main features were positive market returns, offset by some mixed
operational experience. Economic Value profit of £69.1m represented a 17%
increase on the £59.1m in 2023. Economic Value increased to £531m, up slightly
on £525m 12 months earlier, with a negative forex impact as well as dividend
payment. Cash generation was excellent, with base cash increasing to £51.6m and
commercial cash to £59.6m. The dividend, as expected, was increased by 3% to
24.69p. This is the 20% consecutive year of dividend increases.

>

Acquisitions: There was an update on the second portfolio acquisition from
Canada Life, with the gain increased by £3m to £11m due to better-than-
expected cost efficiencies. The Part VII transfer of the Canada Life term-life
portfolio was granted in February 2025 is now complete.

Estimates: With net results better than we expected, and some expected
efficiencies from the merger of the Netherlands businesses, we have raised our
estimates. Our 2025E EPS is upgraded to 40.2p from 32.6p. We introduce a
2026E EPS of 41.4p.

Valuation: With a price at ca.70% of its forecast Economic Value, Chesnara
seems undervalued, in our view. A prospective dividend vield of above 10%,
with good prospects of continued growth, also suggests an undervalued stock,
in our view.

Risks: Ultimately, the company remains tied to movements in financial markets
and adverse developments in operational areas. Having just come through a
testing period for the latter, in particular, we can see how well Chesnara is able
to manage these challenges.

Investment summary: Chesnara has three pillars for delivering value, under a
responsible risk-based management. A close analysis reveals that there is
substance underlying these aims. In our opinion, the discount to Economic
Value looks wider than it should, and the yield appears high for a dividend that
is both secure and growing.

Financial summary and valuation

Year-end Dec (Em) 2021 2022 2023 2024 2025E  2026E
Operating earnings -58.8 -26.8 -7.7 104 16.0 16.5
Economic earnings 109.6  -109.1 42.9 50.3 51.8 534
Economic Value earnings 57.8 -85.1 59.1 69.1 60.7 62.6
Economic Value/share (p) 416 340 348 352 367 382
Base cash generation 20 83 33 52 57 57
EPS (p) 38.5 -56.6 39.3 45.8 40.2 41.4
Dividend (p) 22.60 23.28 23.97 24.69 25.43 26.19
Price/Economic Value (x) 0.61 0.74 0.72 0.72 0.69 0.66
Yield 9.0% 9.2% 9.5% 9.8%  10.1%  10.4%

Source: Hardman & Co Research

Disclaimer: This research has been paid for by the company. Please read the important disclaimers at the end of this document.
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Economic Value earnings
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Results commentary

The headline figures for 2024 showed good progress from 2023, which in itself was
a positive year. Good results from equity markets and interest rate movements were
the strongest positives, with operating movements being more mixed. Economic
Value earnings of £69.1m were 17% up on the £59.1m in 2023 (or, up 21% if we
remove the effect of the acquisitions). Economic Value increased slightly to
£531.0m, from £524.7m as at 31 December 2023. Dividends and, to a lesser extent,
forex losses offset the positive earnings.

Base cash generation of £51.6m was a distinct improvement on the £32.6m in 2023.
With good market returns, the symmetric adjustment was a drag again and
commercial cash generation of £59.4m was a smaller improvement compared with
2023.

As expected, the dividend was increased, by 3%, to 24.69p with a final dividend of
16.08p per share. This is the 20" consecutive year of dividend increases; a notable
track record, which only a small number of companies can match.

We note there have been a couple of small restatements in the accounts, notably
separating out central costs in Economic Value earnings and correcting treatment of
acquisitions in IFRS. At the time of the interim results, the new CFO indicated a
desire to simplify presentation, and a couple of minor items have not been disclosed
in the 2024 RNS.

Earnings and operations

Economic Value earnings

Year-end Dec (Em) 2020 2021 2022 2023 2024
Expected movement 0.3 -1.7 -1.3 14.9 15.0
New business 3.7 2.4 8 4.4 5.2
Operating experience variances -22.0 -19.2 -20.7 14.9 -9.1
Operating assumption changes -35.8 -13.9 -14.5 -25.9 9.0
Other operating variances 3.9 -0.2 1.7 -1.9 -9.7
Total u/l operating earnings -49.9 -32.6 -26.8 6.4 104
Material other operating items -16.2 -26.2

Total operating earnings -66.1 -58.8 -26.8 6.4 10.4
Economic experience variances 457 79.5

Economic assumption changes -22.8 30.1

Total economic earnings 22.9 109.6 -109.1 42.9 50.3
Other non-operating variances -2.8 4.5 -2.6 -11.9 -11.3
Central costs -14.1 -11.8
Risk margin movement 4.7 10.8 20.4 1.1 22.80
Tax 3.7 -8.2 12.0 6.3 -1.8
Gain on acquisition 21 28.4 10.5
Economic Value earnings -37.6 57.8 -85.1 59.1 69.1
EPS (p) -25.1 38.5 -56.6 39.3 45.8

Source: Hardman & Co Research

In 2024, the second half of the year gave a better result than the first half. Although
the economic earnings were a little worse, the operating result was much better;
there was also a significant release of risk margin. With European interest rates
falling back, the expected movement (the unwind of the discount rate) showed only
a slight improvement on 2023. Note that Chesnara now separates central costs from
the operating figures, which affects comparisons with prior years.
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Operating movements

Operating earnings of £10.4m are a significant improvement from the (restated)
£6.4min 2023. Negative experience and operating variances were somewhat offset
by positive operating assumptions changes. The former includes lapse and expense
experience, while the latter are mostly expense improvements.

Lapses

Lapses remain a challenge within Movestic. While lapse rates have improved
compared with the peak levels seen 18 months ago, they remain above long-term
assumptions, albeit in line with the short-term provisions set last year. The
continued ease of transfers in the occupational pensions market, following earlier
legislative changes, is sustaining elevated lapse activity. This has been particularly
pronounced in the unit-linked pensions segment, where competition remains
intense.

Management continues to focus on mitigating the impact through a combination
of retention initiatives, closer engagement with brokers, and by improving new
business flows to offset the effect on the back book. The latter is aided by
enhancing distribution partnerships and IT platforms. Despite these efforts,
experience during 2024 reinforces the view that some volatility may persist for a
while longer.

There were no material comments on lapse trends in the other divisions.

Mortality

There was some strengthening of mortality assumptions in the Netherlands. As a
reminder, these are strongly influenced by the regulator.

There were no other comments on mortality in the statement, suggesting it has
largely been in line with expectations.

Expenses
As a reminder, figures prior to 2021 have not been restated for IFRS17.

IFRS expenses (Em) (first half highlighted 2021-24)
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*2022 figures are restated for IFRS17, prior years on the original accounting basis. Source: Chesnara,
Hardman & Co Research
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Group expenses declined slightly on an IFRS basis, from £150m to £134m.
However, once adjusted for the Swedish policyholder yield tax and the AVIF
impairment in 2023, the reduction was from £111m to £103m. Operational activity
remained high across all regions, with a range of ongoing investments, regulatory
responses, and platform development initiatives.

In the UK, one-off costs continued from the multi-year transition to SS&C's
outsourced administration platform. While these expenses increased short-term
cost assumptions, they are expected to deliver efficiencies in the medium term.
Chesnara estimates the transfer will be completed in early 2026. Implementation of
Consumer Duty and progress towards the Operational Resilience deadline also
contributed to the cost base.

In Sweden, management focused on cost control while continuing to invest in
digitisation. Upgrades to Movestic’s digital platform are designed to improve transfer
handling, pension withdrawals, and customer engagement. Regulatory preparations
for DORA also progressed, alongside additional hires in operations and IT.

In the Netherlands, cost-saving initiatives included simplifying Scildon’s operations
ahead of its planned merger with Waard. This generated £1m of savings,
contributing ca.£10m of Own Funds. The Waard business also completed the launch
of a digital customer portal, and both companies advanced DORA compliance work.

Looking forward, there should be further savings from the merger. The teams are
already operating out of a single site in Hilversum.

Central costs also decreased slightly due to reduced project spend. As in previous
years, Chesnara continued to deal with regulatory change. The introduction of
Consumer Duty, DORA, and Operational Resilience requirements brought additional
expenses, although these were less significant than the IFRS17 implementation in
2023. Although these specific costs won't recur, similar regulatory expenses are
expected to arise in due course.

Management changes

There were changes to the group board. Jane Dale, who has served as a non-
executive director for nine years and chaired the Audit and Risk Committee, will step
down at the 2025 AGM. She will be succeeded by Gail Tucker, who brings additional
experience in the UK and European insurance sector.

In the Netherlands, Edwin Bekkering was appointed as Chief Financial & Risk Officer
of Scildon. He and the recently appointed CEO, Pauline Derkman, are expected to
lead the combined business following the planned merger with Waard.

Economic movements

Favourable market conditions in 2024 underpinned an improvement in economic
earnings. For the year as a whole, Chesnara reported economic earnings of £50.3m,
compared with £42.9m in 2023. These gains reflect the positive impact of equity
market performance as well as net favourable interest rate and spread movements.

Although slightly below our (normalised) expectations, they remained the largest
contributor to total Economic Value earnings for the year.

Equities

Equity markets rose in all three of Chesnara’s countries of operation. The most
significant movement was in Sweden, where the OMX Index rose by 5.6% in 2024.
Given Movestic's substantial exposure to unit-linked products, this reduced
outperformance, nevertheless, still provided a meaningful contribution to earnings.
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The UK market also contributed meaningfully, with the FTSE All-Share Index
climbing 5.6%, which was a notable improvement on 2023 and supported growth in
fee income.

Although the AEX Index in the Netherlands was the strongest performer again in
2024, up 7.5%, the group has relatively limited net equity exposure in that market,
and the overall contribution was modest.

Interest rates

Bond vields increased across Chesnara's core markets during 2024. In the UK, the
10-year gilt yield rose from 3.64% to 4.64%. Although the 10-year Euro swap rate
decreased from 2.49% to 2.37%, the pattern across the broader Euro yield curve
was more mixed. In both regions, AA corporate bond spreads narrowed slightly.

In the UK, this environment produced a positive contribution to economic earnings,
with the combination of higher yields and tighter credit spreads supporting returns.

In the Netherlands, the picture was more complicated. Scildon adjusted its asset mix
by replacing short-duration government bonds with money market instruments to
better hedge interest rate risk, and by increasing exposure to mortgage funds to
improve asset/liability matching. Waard also rebalanced its portfolio, increasing
allocations to longer-duration government and corporate bonds to support long-
term returns.

While these changes are expected to enhance yield and performance over time,
they had a negative impact on both capital in the short term and Economic Value
earnings for the Netherlands in the year.

Fund returns
Data on fund returns was not supplied in this report.

Operational KPIs

The alternative KPIs show the general improvement in Chesnara’s operations over
the past few years. For 2024, Chesnara provided updates only on Assets under
Administration, which grew to £14bn, up from £11.5bn at the end of 2023 and
£11.9bn at the interims. Of this increase, ca.£1.5bn came from the new Canada Life
portfolio. With ca.85% of liabilities being unit-linked, this remains a key indicator, as
higher values directly support fee income.

Assets under Administration
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Source: Chesnara, Hardman & Co Research
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Although total policy numbers were not disclosed this year, commentary suggests a
modest decline is likely, given the maturity of the UK and Dutch businesses and
continued lapse pressure in Sweden. While the new Canada Life deal added 13% to
AUA, it brought just 2% more policies.

Chesnara also continued to develop its sustainability reporting. It reaffirmed its
commitment to achieving net zero by 2050, reporting a 13% reduction in normalised
Scope 1 and 2 emissions, and a 25% reduction in operational emissions. Investment
in nature and social impact solutions grew, by 65%, to £135m. The group is now a
signatory to the UN Principles for Responsible Investment.

CSM

As we noted previously, IFRS17 has introduced the Contractual Service Margin
(CSM), which applies to the ca.40% of Chesnara's liabilities that are classified as
insurance. While it does not offer a complete view of value creation, it provides a
useful additional perspective.

The new Canada Life portfolio was classified as “investment contracts”; therefore,
its purchase did not contribute materially to the CSM. Instead, movements were
driven by underlying activity. The main positive factors included new business,
primarily Scildon, experience and assumption changes and interest accretion. These
were offset, to a lesser extent, by the release from in-force business and adverse
foreign exchange movements. As a result, the CSM grew 11% over the year to
£176m.

By region, the UK delivered an IFRS profit of £28m (2023: £3m), helped by strong
insurance results and the absence of the prior year's £21m AVIF impairment. In
Sweden, IFRS profit doubled to £10m, driven by growth in assets under
administration and fee income, while the Netherlands reported £5m (2023: £23m),
with the prior year benefiting from the Conservatrix acquisition.

Chesnara noted that ca.40% of the CSM has a projected emergence beyond 10
years, supporting future profit visibility. Again, we note the growth in the CSM
despite the minimal effect of acquisitions.

CSM movement in 2024
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Chesnara managed to fit in a new acquisition announcement just before the end of
2024. This book, comprising approximately 17,000 policies across onshore bond
and personal pension lines, was initially acquired through a reinsurance agreement,
which was retrospective to 1 January 2024. It added ca.£1.5bn to Assets under
Administration and delivered an immediate Economic Value gain of £11m plus £10m
in Own Funds. £3m has been added to Economic Value since the initial
announcement due to improved cost assumptions. The transaction involved an
upfront outlay of £2m.

As with previous acquisitions, the Canada Life business will not be fully integrated
until a Part VII transfer is complete. Chesnara expects court approval in 2026, after
which the business will be migrated onto the SS&C platform. Until then, it continues
to operate under a reinsurance structure.

As expected, the term-life portfolio from Canada Life, which was announced in May
2023, saw its Part VII completion in February 2025. The transfer to the SS&C
platform is also complete.

Prospects

While Chesnara continues to be highly active in the M&A market, converting
opportunities into completed transactions remains challenging. Two substantial
deals fell through in 2024: one when the seller opted to retain the business, and the
other when a valuation gap emerged during due diligence that could not be bridged.
We find the latter reassuring — it shows that management remains disciplined, even
when under pressure to deploy capital.

Chesnara has taken further steps to ensure financial readiness. Liquid assets rose to
£109m by the year-end and are expected to rise to ca.£130m by the half-year. The
existing revolving credit facility means the group has more than £200m in
immediately deployable firepower. It also has shareholder approval to issue £120m
of RT1 instruments, providing additional capacity should a larger opportunity arise.

Management reiterated its preference for transactions within its existing territories,
although others may be considered. Sweden remains somewhat constrained by
recent market changes and transfer trends, and while there is cautious optimism,
with some visibility on possible medium-term opportunities, the UK or Netherlands
seem to be more likely for now.

In background, the European life insurance M&A market remains active. The
ongoing drivers for sellers - including regulatory burden, cost pressures from legacy
systems, and a desire to release capital for redeployment — all remain relevant.
Subscale players, in particular, continue to face commercial pressure to consolidate.

Chesnara’s position as an experienced consolidator, with a strong solvency position
and being a limited new business competitor, continues to make it a credible and
attractive counterparty for potential sellers. While the pace of execution has been
slower than hoped, the pipeline remains encouraging. The group is reportedly seeing
a wider range of deal sizes and has flagged the possibility of working with strategic
partners on larger deals, including pooled bidding consortiums in continental Europe.

For now, it seems the stars have yet to fully align, but Chesnara’s firepower,
readiness, and track record mean it is well positioned to act when they do.
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New business

The value of new business in 2024 was just over £9m, slightly below the prior year
(£10m), but with a different regional composition. Movestic delivered £5m (2023:
£3m), supported by growth in the custodian business and better integration with
brokers. Notably, unit-linked sales were the highest recorded in five years. While
margins remain under pressure, the improvement in distribution and product
expansion is encouraging.

Chesnara’s value of new business (Em)
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In the Netherlands, Scildon's new business contribution fell to £2.3m, from £5.4m
in 2023. Market conditions remain difficult in its core market of mortgage-linked
term assurance. While market share dipped slightly to 10.6%, the market as a whole
has shrunk meaningfully. Nevertheless, Chesnara has maintained pricing discipline,
which we view positively in the longer term.

The UK business remained steady, with the new business contribution unchanged
at £2m, albeit Annual Premium Equivalent (APE) rose sharply to £13m from £7m.
Although the UK remains a modest part of the group in new business terms, the
performance demonstrates solid traction.

Looking forward, management sees opportunities for product expansion, with a risk
offering in Sweden and annuity or wealth products under consideration at Scildon.
These additions are unlikely to transform volumes but should provide incremental
support. There are also signs that some Swedish distributors may begin to focus
more on genuine new business, rather than switching existing clients, which would
be a welcome development.

Although the environment remains mixed, the new business performance in 2024
was resilient, and the group is continuing to build for the longer term.
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Capital and cash generation

Risk assets can have a complex effect on solvency ratios. While price increases or
declines affect assets, the corresponding changes in liability values mean that the
risks to be covered also shift. Under Solvency Il, the Symmetric Adjustment acts as
a countercyclical buffer: in times of strong investment returns, part of the gain is
held back to support solvency in weaker periods. The positive performance of risk
assets in 2024 triggered such an adjustment.

IFRS17 does not affect solvency or Economic Value, but it does influence the
reported accounting balance sheet. At the 2024 year-end, IFRS equity stood at
£314m, down from £360m in 2023, and the Contractual Service Margin (CSM)
increased to £174m from £158m (restated). These changes contributed to a small
increase in the leverage ratio, to 30.9% from 29.5% (restated). This remains within
the range consistent with Chesnara’s current credit rating.

Solvency
Group Solvency Il metrics
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Source: Chesnara, Hardman & Co Research

At the 2024 year-end, Chesnara reported a group solvency ratio of 203%, slightly
down from 205% in 2023 but still well above its target range of 140%-160%. Both
the Solvency Capital Requirement (SCR) and surplus fell, with the SCR down 5% (to
£316m) and the surplus declining by 7% (to £327m).

The reduction in surplus reflected a combination of factors. Equity market gains
supported economic capital generation, as did rising interest rates, and deferred tax
recognition boosted own funds. These were offset by negative foreign exchange
movements and a £32m increase in Tier 2 and 3 capital restrictions. There was also
an adverse valuation shift in subordinated debt instruments and revalued liabilities.

Management actions during the year were the extension of both the group’s FX
hedging programme and the UK mass lapse reinsurance. While other options were
available, management saw no need to act further in a year with strong cash
generation. It is worth noting that the FX hedge reduced, but did not eliminate,
losses during the year.
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The divisions were mixed in their solvency movements. The UK benefitted from
economic conditions and new business but was affected by the addition of the new
Canada Life portfolio. The mass lapse reinsurance arrangement continued to
support a reduced SCR.

In Sweden, Movestic was also supported by market performance but partly offset
by foreign exchange losses and adverse short-term persistency. In the Netherlands,
the changes in asset mix at both Scildon and Waard both dragged on solvency.
Scildon saw some progression due to the improvements in costs and positive
operating variances.

Overall, solvency remains robust, and the group continues to have meaningful
headroom to support both dividends and strategic options.

Cash generation

Cash generation within Chesnara is the net change in available surplus. Cash, and
the dividend, at the group level, is funded from dividends from the individual
divisions. These are generally paid annually, and those for 2023 were mostly paid to
the group in 1H'24. Chesnara has not given an indication, as yet, for individual
division dividends in 2025.

Group cash generation breakdown

£m 2019 2020 2021 2022 2023 2024
Base cash generation

UK 33.6 29.5 27.4 40.8 45.0 35.3
Sweden -6.2 12.4 -14.4 16.1 -7.0 8.2
Waard 0.8 4.1 2.9 8.4 15.3 1.4
Scildon 22.6 -22.3 15.2 -3.4 -3.1 14.1
Group -14 4.1 -10.8 20.8 -17.6 *-7.5
Total cash generation 36.8 27.8 20.3 82.7 32.6 51.6
Internal dividends

UK 32.0 33.5 27.5 56.0 35.0

Sweden 6.2 10.2 0.0 12.0 7.8

Waard 4.9 4.0 6.1 5.3 6.9

Scildon 7.0 0.0 50 0.0 0.0

Total dividends from subsidiaries 50.1 47.7 38.6 73.3 49.7
Dividends paid to shareholders 31.3 32.3 33.3 34.3 354 36.5
Cash cover (x) 1.2 0.9 0.6 2.4 0.9x 1.4x
Internal dividend cover (x) 1.6 1.5 1.2 2.1 1.4x n/a

* Group figure for 2024 includes £7.7m spent on acquisitions.
Source: Chesnara, Hardman & Co Research

Base cash generation for 2024 was solid at £51.6m, a nice increase from £32.6m in
2023. This reflects stable underlying performance across the group, with positive
contributions from all four divisions.

The UK remained the largest contributor, generating £39.6m in commercial cash
(2023: £48.5m). While slightly lower than the prior year, this was still a strong
performance supported by rising interest rates and a further benefit from the mass
lapse reinsurance. Sweden also delivered a material improvement, with Movestic
contributing £10.6m (2023: £0.3m), aided by positive economic returns.

In the Netherlands, Waard saw a large drop to £1.6m, from £15.8m in the previous
year, reflecting economic losses due to the impact of interest rate increases on bond
values. Scildon, by contrast, increased its contribution to £14.6m (2023: £8.2m),
thanks to operating efficiencies, which more than offset the effect of market
volatility.
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Group centre costs remained a modest drag on cash, with another £7.7m being
spent on acquisitions. The centre retained £109m of cash at year-end, expected to
increase to £130m by mid-2025 after remittances and dividends.

With equity markets returning above the risk-free rate, all divisions saw additions to
the Symmetric adjustment, reducing the cash generation across the group by £6.5m.
This led to commercial cash generation of £59.6m, 14% higher than the previous
year’s figure of £52.4m.

As we predicted, 2024 was a somewhat simpler year than 2023, and we expect this
to continue. Chesnara’s internal forecasts for the next five years indicate that it has
more than adequate cash generation capability to cover the dividend and debt
servicing in that period. Management activity and, hopefully, further acquisitions
should continue to strengthen that position.

Dividend cover

Base cash generation was 1.4x of the cost of dividend for the year, while commercial
cash generation was 1.6x. With all divisions contributing positively, Chesnara seems
well placed to continue steady dividend growth in the future.

Operations

With the acquisitions being small, this seems to have been more of a “business-as-
usual” kind of year. There remain a couple of areas with challenges (Swedish lapses,
Scildon new business), but these are likely to have a smaller effect than we have
seen in previous years.

The major internal initiative for the coming year or so will be the merger and
integration of Waard and Scildon. The identification of £1m of annual cost-savings
in Scildon in preparation is a bonus. Chesnara has not indicated quantum or timings
of cost savings. However, with the merger planned for the middle of the year and
both companies now sharing a location, we would expect these to be delivered
reasonably promptly.

Looking further out, the completion of the UK migration to the SS&C platform will
complete in early 2026. The transition has been allowed for in cost estimates and
further benefits will arise as and when acquisitions are added.

We note the changed asset allocation in Waard and Scildon improves expected
returns, but these will be small compared with market volatility. We note that there
is an unusual amount of economic uncertainty since the change in the US
presidency. However, like everyone else, we cannot predict how that will pan out.

Acquisitions

As we discussed above, we are unable to say when we will see any further
announcements on acquisitions, although management continues to talk positively
about prospects. We note that completion, typically, takes several months and the
retrospective reinsurance arrangements we saw with the Canada Life transactions
may not repeat. An announcement now would be unlikely to affect the 2025
results meaningfully, and most benefits would only be seen in 2026.
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Forecasts

In our earnings forecasts, the main differences were in operating experience
variances and assumption changes as well as the risk margin movement. The former
were worse, while the latter was significantly improved. Despite our economic
forecasts being normalised, they were pretty close in practice.

For 2025 and 2026, our forecasts are based on steady progress across the board.
In the operating lines, we have assumed an improvement in other operating
variances and left assumption changes at the same level as before. As usual, we
make no assumption about future acquisitions, although we would be hopeful of
something appearing within the next 18 months.

Our forecasts are on a normalised basis, economically. If we exclude acquisitions,
then we are expecting steady growth in earnings in 2025 and 2026. We increase
our 2025E EPS by 19% to 40.2p, from 32.6p. We introduce a 2026E EPS of 41.4p.

We have kept our forecast dividend growth rate forecast unchanged, at 3% p.a.
With the abatement of the inflation rate over the past few months, this rate of
increase is no longer significantly behind it, and has been the growth rate for the
past several years.

Economic Value earnings

Year-end Dec (Em) 2021 2022 2023 2024 2025E 2026E
Expected movement -1.7 -1.3 14.9 15.0 155 15.9
New business 2.4 8.0 4.40 5.2 5.5 5.7
Operating experience variances -19.2 -20.7 0.8 -9.1 -9.4 -9.7
Operating assumption changes -13.9 -14.5 -27.8 9.0 9.3 95
Other operating variances -0.2 1.7

Total u/l operating earnings -32.6 -26.8 -7.7 104 16.0 16.5
Material other operating items -26.2 0.0

Total operating earnings -58.8 -26.8 -7.7 10.4 16.0 16.5
Economic experience variances 79.5 0.0 43.0

Economic assumption changes 30.1 0.0 2.3

Total economic earnings 109.6  -109.1 42.9 50.3 51.8 53.4
Other non-operating variances 4.5 -2.6 -11.9 -11.3 -11.6 -12.0
Central costs -11.8 -12.2 -12.5
Risk margin movement 10.8 20.4 1.1 22.8 23.5 24.2
Tax -8.2 12.0 6.3 -1.8 -6.7 -7.0
Gain on acquisition 0.0 21.0 28.4 10.5 0.0 0.0
Economic Value earnings 57.8 -85.1 59.1 69.1 60.7 62.6
EPS (p) 38.5 -56.6 39.3 45.8 40.2 41.4
DPS (p) 22.60 28328 2397 2469 2543 2619

Source: Hardman & Co Research
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While the normalised basis is our core expectation, in practice, results will rarely
match the average. To give some idea of sensitivity, the following table gives
estimates with two adjustments:

» annual equity returns of 3.5% instead of 7%; and
» no returns from credit spreads, i.e. credit losses match the gain from the spread.

Investors can easily imply the effect of different assumptions from these
adjustments.

Sensitivity to economic assumptions

£m 2023 2024 2025E 2026E
Normalised Economic Value earnings 59.1 69.1 60.7 62.6
Half equity returns 334 34.5
Reduction -45% -45%
No credit spreads 38.9 40.1
Reduction -36% -36%

Source: Hardman & Co Research

With improved Economic Value earnings, we have increased our year-end Economic
Value estimates. For 2025E, this is now £554.0m (from £546.1m) and the new
2026E is £577.8m.

We have adjusted our cashflow estimates. With no cash from acquisitions and a
bounce back expected by Waard, as well as some benefits from the Netherlands
merger, we have increased our forecasts meaningfully. Dividend cover remains
comfortable.

Key balance sheet and cash generation

Year-end Dec (Em) 2021 2022 2023 2024 2025E 2026E
Borrowings 47.2 212.0 207.9 207.9 207.9 207.9
Economic Value 624.2 511.7 524.7 531.0 554.0 577.8
Economic Value/share (p) 416 340 349 352 367 382
Base cash generation

UK 27.4 40.8 45.0 35.3 33.5 31.9
Movestic -14.4 16.1 -7.0 8.2 7.8 8.2
Waard 2.9 8.4 15.3 1.4 4.2 4.4
Scildon 15.2 -3.4 -3.1 14.1 11.3 11.6
Group -10.8 20.8 -17.6 -7.5 0.2 1.2
Total 20.3 82.7 32.6 51.5 57.0 57.3
Dividends paid -33.3 -34.3 -354 -36.5 -37.7 -38.9
Dividend cash cover (x) 0.6x 2.4x 0.9x 1.4x 1.5x 1.5x

Source: Hardman & Co Research
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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, 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 dffiliates, 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, except in the case of gross negligence, fraud or
wilful misconduct. 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 has 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 fixed fee 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 may provide other investment banking services to the companies or legal entities
mentioned in this report.

Hardman & Co has a personal dealing policy which restricts staff and consultants’ dealing in shares, bonds or other related instruments of companies or legal
entities which pay Hardman & Co for any services, including research. No Hardman & Co staff, consultants or officers are employed or engaged by the companies or
legal entities covered by this document in any capacity other than through Hardman & Co.

Hardman & Co does not buy or sell shares, either for their own account or for other parties and neither do they undertake investment business. We may provide
investment banking services to corporate clients. Hardman & Co does not make recommendations. Accordingly, they do not publish records of their 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 dffiliates 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. Where this document refers to a particular tax treatment, the tax treatment will depend on each investor’s particular circumstances and may be
subject to future change. 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 his or her own independent decisions and obtain their own independent advice regarding
any information, projects, securities, tax treatment or financial instruments mentioned herein. The fact that Hardman & Co has made available through this
document various information 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 has been approved by Capital Markets Strategy Ltd which is authorised and regulated by the Financial Conduct Authority (FCA).

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.
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 FCA under registration number 60084 3. Hardman Research Ltd is registered at Companies
House with number 8256259.

(Disclaimer Version 8 - Approved January 2025)

Hardman & Co’s research is paid for by the companies, legal entities and issuers about which we write and, as such, falls within the scope of ‘acceptable minor
non-monetary benefits’, as defined in the Markets in Financial Instruments Directive.

The FCA Handbook (COBS 2.3A.19) states: ‘An acceptable non-monetary benefit is one which:[...] (5) consists of: [...] (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 firms wishing to receive it, or to the general public.’

The fact that Hardman & Co is commissioned to write the research is disclosed in the disclaimer, and the research is widely available.

7 April 2025 15


http://www.hardmanandco.com/legals/research-disclosures

research@hardmanandco.com 9 Bonhill Street www.hardmanandco.com
London
EC2A 4D)


mailto:research@hardmanandco.com
https://hardmanandco.com/

	Results commentary
	Earnings and operations
	Operating movements
	Lapses
	Mortality
	Expenses
	Management changes

	There were changes to the group board. Jane Dale, who has served as a non-executive director for nine years and chaired the Audit and Risk Committee, will step down at the 2025 AGM. She will be succeeded by Gail Tucker, who brings additional experienc...
	In the Netherlands, Edwin Bekkering was appointed as Chief Financial & Risk Officer of Scildon. He and the recently appointed CEO, Pauline Derkman, are expected to lead the combined business following the planned merger with Waard.
	Economic movements
	Equities
	Interest rates
	Fund returns

	Operational KPIs
	CSM

	Acquisitions
	Prospects

	New business

	Capital and cash generation
	Risk assets can have a complex effect on solvency ratios. While price increases or declines affect assets, the corresponding changes in liability values mean that the risks to be covered also shift. Under Solvency II, the Symmetric Adjustment acts as ...
	IFRS17 does not affect solvency or Economic Value, but it does influence the reported accounting balance sheet. At the 2024 year-end, IFRS equity stood at £314m, down from £360m in 2023, and the Contractual Service Margin (CSM) increased to £174m from...
	Solvency
	Cash generation
	Dividend cover

	Prospects
	Operations
	Acquisitions

	Forecasts

	Disclaimer
	Status of Hardman & Co’s research under MiFID II


