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COMPANY DESCRIPTION 

Specialist commercial lending and personal 
savings bank 

www.dfcapital.co.uk 
 

Poised for accelerated growth and profitability 

DFCH has reported impressive results for 2021 against a challenging 
background of supply chain issues and macroeconomic uncertainty. The 
company has already updated the market on its strong start to 2022, with 
record originations in Q1 2022. Potential participation in the British 
Business Bank’s ENABLE scheme and/or the issue of Tier 2 capital should 
enable DFCH to achieve an £800m loan portfolio without the need for 
further equity issuance. We forecast substantial loan growth throughout 
the forecast period and a 12.9% Return on Tangible Equity in 2025. 

▪ Impressive 2021 performance. A doubling of the loan book, combined 
with a complete replacement of wholesale funding with retail deposits (in 
late 2020), strong cost control and low cost of risk, has led to a reduction 
in pre-tax losses to £3.7m in 2021 from £13.6m in 2020.  

▪ A doubling of the loan portfolio and retail deposits. Loan book growth 
was achieved with a 7.9% gross yield (including fee income), up from 7.7% 
reported in 2020. Retail deposits doubled to £297m (from £146m in 2020) 
at an average cost of funding of 1.16% (2020: 1.17%) and the loan to 
deposit ratio was maintained at around 0.8x. 

▪ Reduction in cost of risk. Improving economic conditions and outlook in 
2021, and reduced uncertainty, led DFCH to reduce the Covid-19 overlay 
in the company’s expected credit loss estimates. This, combined with a 
strong arrears performance, reduced cost of risk to 0.32% of average loans 
(from 0.86% in 2020, while the impairment charge halved to £0.6m from 
£1.3m in 2020. 

▪ £500m loan book will be supported by existing capital. Year-end 
shareholders’ equity was £86.1m (2020: £50.8m), boosted by the £40m 
equity issue in February 2021. The Common Equity Tier 1 (CET 1) ratio was 
38.2% (2020: 50.1%) – significantly above minimum requirements and 
able to support substantial growth in the loan portfolio. 

▪ British Business Bank ENABLE scheme and Tier 2 issue will provide 
accelerated loan growth. We forecast an £800m loan portfolio in 2024 
(without further equity issuance) and £1,200m in 2025, which we estimate 
will require a further £40m equity issue. The growth will include new but 
complementary products to DFCH’s core inventory finance product suite. 
We assume some net interest margin contraction, but we expect DFCH 
will have a 48% cost income ratio in 2025, which underpins our 12.9% 
Return on Tangible Equity forecast. 
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FYE DEC (£M) 2021 2022E 2023E 2024E 2025E 

Net interest income 10.9 18.5 31.4 41.4 58.0 

Net interest margin 6.5% 6.0% 5.8% 5.8% 5.8% 

Profit before tax (3.7) (1.2) 4.3  9.0  20.1  

Adj. Diluted EPS (p) -2.2 -0.7 1.9 4.0 7.7 

Price/NTAV 0.9x 0.9x 0.8x 0.8x 0.7x 

Post-tax ROTE -5.4% -1.4% 4.0% 7.8% 12.9% 

PER (x) -19.1x -61.7x 21.5x 10.4x 5.4x 

Source: Company Information and Progressive Equity Research estimates. 
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Poised for accelerated growth and profitability 

DFCH is already pre-capitalised for growth in the loan book up to £500m. Management 
commented in the 4 April trading update, however, that it intends to prioritise a Tier 2 capital 
raise and/or participation in the British Business Bank’s ENABLE guarantee scheme to support 
growth plans beyond a £500m loan portfolio. DFCH expects these combined capital plans to 
support a loan book of up to £800m through to 2024, without the need for further equity 
issuance. We forecast a loan portfolio of £800m in 2024 and £1.2bn in 2025 (new forecasts) 
driving a 12.9% Return on Tangible Equity in 2025. Loan growth will come from the existing 
inventory finance products and the launch of new but complementary products. 

Investors should be encouraged by: first, an impressive 2021 performance, against a 
challenging background of supply chain issues and the macroeconomic uncertainty related to 
inflation and interest rates; and second, by a strong start to 2022 with record origination in Q1 
2022.  

An impressive 2021 performance. A doubling of the loan portfolio, combined with a 
transformation in financing from wholesale to retail deposit funding (in 2020), strong cost 
control and a significant reduction in the cost of risk to 0.32% (from 0.86% in 2020), 
underpinned a substantial reduction in pre-tax losses to £3.7m in 2021 (from £13.6m in 2020). 

A strong start to 2022. DFCH commented in its recent trading statement (4 April) that it had 
seen record originations in Q1 2022 with new lending of £220m, of which c.£100m was in March 
alone. The loan portfolio was £302m at the end of March, up 20% on December 2021. The 
combination of fees and lower cost of risk led to a profit (unaudited) for DFCH in March.  

In this research note, we review the 2021 operating performance and present new forecasts 
for 2024 and 2025, assuming a successful application for the British Bank’s ENABLE guarantee 
scheme and a successful £20m Tier 2 capital issue in 2023. 

2021: impressive loan growth, robust cost control and reduced 
cost of risk 

Highlights. DFCH achieved an impressive doubling of the loan book to £249m (from £113m at 
year-end 2020) attributable to a 29% uplift in dealer customers (805 dealers with credit lines 
of £601m) and record loan originations at £690m (up from £253m in 2020). This performance 
was achieved against a background – as highlighted by management in their January and April 
trading updates – of continued supply chain issues, high dealer sales and macroeconomic 
concerns, which have accelerated stock turn from an historical average of 150 days to 105 days. 
Faster-than-normal loan repayments by the dealers combined with supply chain issues has 
constrained loan growth. Credit facility utilisation was 42% at 2021 year-end compared with a 
normal average of 55%-65%. Loan book growth, combined with a transformation in financing 
from wholesale to retail deposit funding, strong cost control, and a significant reduction in the 
cost of risk to 0.32% (from 0.86% in 2020), has underpinned a substantial reduction in pre-tax 
losses to £3.7m in 2021 (from £13.6m in 2020). 
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2021 vs 2020 RESULTS SUMMARY (£m unless stated) 

 

Source: Company data and Progressive Equity Research estimates. BPS = Basis points 

A doubling of the loan book. The combination of a doubling of the loan book and an increase 
in net interest margin to 6.5% (attributable to the complete refinancing of wholesale funding 
with retail deposits in late 2020 and an increased loan portfolio yield) resulted in a substantial 
uplift in net interest income to £10.9m, from £2.1m in 2020.  Loan book growth was achieved 
with a 7.9% gross yield (including fee income), up from 7.7% reported in 2020, largely 
attributable to a reinstatement of facility fees that were waived during the pandemic.  Retail 
deposits doubled to £297m (from £146m in 2020) at an average cost of funding of 1.16% (2020: 
1.17%), while the loan to deposit ratio was maintained at around 0.8x. DFCH raised some 
£164m of new deposits in 2021 and had in excess of 8,000 deposit accounts at year-end 2021. 

A scalable business. Operating costs were very well controlled in 2021 (-4% versus 2020) 
despite a 25% headcount increase. Measures taken to reduce operating costs during the 2020 
lockdown continued to benefit the business in 2021. Although investments made in the 
business so far should support an enlarged loan portfolio, we forecast continued cost growth, 
particularly as new products are launched.  

FY FY

2020 2021

PROFIT & LOSS

Net interest income 2.1 10.9 430 %

Net interest margin 1.5% 6.5% +502 BPS

Impairments 1.3 0.6 (57) %

Cost of risk 0.86% 0.32% (54) BPS

Expenses 15.1 14.5 (4) %

Loss before tax (13.6) (3.7) 73 %

PER SHARE ITEMS

No. of shares (millions)

Undiluted, period-end 106.5 179.4 68 %

Undiluted, average 106.6 168.8 58 %

Fully diluted, average 106.6 168.8 58 %

Earnings per share (p)

Basic EPS (12.8) (2.2) 83 %

Diluted EPS (12.8) (2.2) 83 %

Adj. Diluted EPS before exc. items (12.8) (2.2) 83 %

NAV

Net asset value 50.9 86.1 69 %

NAV/share (p) 47.8 48.0 0 %

Net Tangible Asset Value 50.1 85.0 70 %

NTAV/share (p) 47.1 47.4 1 %

Average tangible equity 56.9 67.5 19 %

BALANCE SHEET

Customer loans (net) 111.3 247.2 122 %

Customer deposits 146.0 296.9 103 %

Equity 50.9 86.1 69 %

Loan: deposit ratio (x) 0.8 0.8 9 %

Risk weighted assets 95.4 216.4 127 %

Common Equity Tier 1 capital ratio (%) 50.1% 38.2% (24) %

Change
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Significant impairments reduction. DFCH has commented that while arrears have increased as 
a percentage of the loan book to 0.4% (from 0.2%), they remain below pre-pandemic levels. 
Loan book growth, combined with the improving economic conditions and outlook in 2021, led 
DFCH to reduce the Covid-19 overlay in the company’s expected credit loss estimates. As a 
result of this, together with strong  ongoing arrears performance, cost of risk reduced to 0.32% 
of average loans (from 0.86% in 2020) and the impairment charge halved to £0.6m (from £1.3m 
in 2020).  

£500m loan portfolio supported by existing capital. The February 2021 £40m capital raise 
contributed to DFCH’s increased capital position of £86.1m at year-end 2021 compared with 
£50.9m in 2020. The Common Equity Tier 1 (CET 1) ratio was 38.2% (2020: 50.1%) – significantly 
above minimum requirements and able to support substantial growth in the loan portfolio. 

Opportunity for accelerated growth without additional 
equity issuance 

Management commented in the 4 April trading update that it intends to prioritise a Tier 2 
capital raise and/or participation in the British Business Bank’s ENABLE guarantee scheme to 
support growth plans beyond a £500m loan portfolio. DFCH expects these combined capital 
plans to support a loan book of up to £800m through to 2024, without any need for further 
equity issuance. This will enable DFCH to introduce new finance products that are 
complementary to its existing inventory finance product range.  

The British Business Bank (BBB) is 100% owned by the UK Government. The ENABLE Guarantee 
programme is available to all UK banks, UK branches of foreign banks, and asset and asset-
based finance providers that lend or intend to lend to viable small and medium-sized 
enterprises operating in the UK. The ENABLE Funding programme was launched in November 
2014, with the intention of improving the provision of asset and lease finance to smaller 
businesses. 

If DFCH’s application is successful, it will identify and agree with BBB a pool of assets to be 
included in the ENABLE programme’s pool of assets. Our understanding is that BBB will 
guarantee up to 75% of the credit risk of the assets for an annual fee.  BBB ENABLE and the Tier 
2 issuance will allow DFCH to grow the loan book to £800m without the need for equity 
issuance. DFCH sees the opportunity to expand the product range and deepen existing dealer 
relationships. For example, DFCH’s forecourt financing facility available to dealers has an 
average tenor of some 150 days. DFCH is evaluating the off-forecourt finance opportunity 
whereby the financing of the asset is provided to the end-user once the asset is sold by the 
dealer to the end-user. The end-user facility will be of a considerably longer tenor and so, over 
time, it will increase the average tenor of the overall loan portfolio. The new financing products 
will be complementary to DFCH’s inventory finance products and our understanding is that the 
company is not seeking to move into new markets that are not complementary to its core 
product set. We assume the BBB scheme will become effective at the start of 2023. 

DFCH will continue to fund the enlarged loan portfolio primarily with retail deposits and we 
forecast a loan:deposit ratio of circa 1.0x throughout the forecast period. The reduced credit 
risk will have a beneficial impact on the risk weighting of the loan portfolio. In addition, the new 
complementary products will reduce concentration risk. We assume a reduction in credit risk 
weighting from 85% to 70% when BBB ENABLE commences and then a gradual reduction to 
60% after that. 

DFCH is also prioritising a Tier 2 capital issue, which we assume would be a five-year debt issue, 
with a 9% annual coupon, issued during Q3 2023. 
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The table below sets out our forecasts for loan portfolio growth and net interest margin up to 
2025: 

• 2022 – we forecast £449m of loan balances for year-end 2022, at the mid-point of 
management’s latest guidance. 

• 2023 – the existing products loan book increases by 28% to £575m, which together 
with new product balances of £50m increases the total book to £625m. 

• 2024 – the existing products loan book increases by 13% to £650m, which together 
with new product balances of £150m increases the total book to £800m. 

• 2025 – the existing products loan book increases by 15% to £750m, which together 
with new product balances of £450m increases the total book to £1,200m. 

We forecast a contraction in net interest margin throughout the forecast period, from 6.5% in 
2021, to 6.0% in 2022, 5.8% in 2023, 2024, and 2025. The decline is attributable to: (i) the BBB 
ENABLE scheme fees (which are partly mitigated by lower cost of risk and an improved risk 
weighting); and (ii) the cost of the 9% annual coupon on the planned £20m Tier 2 capital issue. 

NEW AND EXISTING PRODUCT GROWTH AND NET INTEREST MARGIN 

 

Source: Company data and Progressive Equity Research estimates 

We expect the accelerated loan growth to drive operating efficiency for DFCH throughout the 
forecast period, resulting in a 48% cost income ratio in 2025, notwithstanding cost growth of 
24% in 2022, 20% in 2023, 18% in 2024 and 11% in 2025. We assume investment in 
infrastructure will be required to support the increased existing products loan book and the 
new products book. 
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A SCALABLE BUSINESS 

 

Source: Company data and Progressive Equity Research estimates 

 

Forecast revisions 

We set out below our forecast revisions for 2022 and 2023 and introduce new forecasts for 
2024 and 2025. 

 
FORECAST REVISIONS 

 

Source: Progressive Equity Research estimates 

 

• 2022 – DFCH reported in its 4 April trading update that previously reported supply 
chain issues have not eased. Delivery dates, particularly in the transport sector, have 
continued to drift, and Covid-19 in China and the Ukraine situation are expected to 
create further delays. DFCH indicated that the year-end loan book would be in the 
£400-500m range (compared with our previous £510m forecast). The company also 
guided to a range of between a £2m pre-tax loss and breakeven. We forecast a £1.2m 
pre-tax loss for 2022. 
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Change 

(%) Old New

Change 

(%) New New

Customer loans (gross) 510.0 449.0 -12% 710.0 625.1 -12% 800.0 1200.0

Customer deposits 505.0 445.3 -12% 695.0 601.1 -14% 775.5 1194.2

Net interest income 21.6 18.5 -15% 37.0 31.4 -15% 41.4 58.0

Profit before tax 0.7 -1.2 -282% 11.5 4.3 -62% 9.0 20.1

Adj. Diluted EPS (p) 0.4 -0.7 -282% 6.0 1.9 -68% 4.0 7.7

FY22E FY23E FY24E FY25E
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• 2023 – We forecast a £625m year-end loan book (down from our previous £710m 
forecast). As commented above, £50m of the loan book will be new products launched 
in 2023. Management commented in the 4 April trading update that DFCH would 
deliver its first full year of profitability in 2023. We forecast £4.3m pre-tax profit, 
compared with our previous forecast of £11.5m. 

• 2024 (new forecast) – We forecast an £800m loan book, of which £150m is expected 
to relate to new products. Our £9.0m pre-tax forecast assumes a 5.8% net interest 
margin, 33% income growth, 18% operating cost growth and 1% cost of risk.  

• 2025 (new forecast) – We forecast a £1,200m loan book, of which £450m is expected 
to relate to new products. Our £20.1m pre-tax forecast assumes a 5.8% net interest 
margin, 40% income growth, 11% operating cost growth and 1% cost of risk. We also 
incorporate a £40m equity raise in 2025 to support loan growth beyond the £800m 
2024 year-end loan book. Pricing is assumed at 65.5p per share which would increase 
shares in issue by approximately 61 million.  
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Financial Summary: DF Capital 

Year end: December (£m unless shown)      
      
PROFIT & LOSS 2021 2022E 2023E 2024E 2025E 
Net interest income 10.9  18.5  31.4  41.4  58.0  
Net interest margin 6.5% 6.0% 5.8% 5.8% 5.8% 
Expenses (14.5) (18.0) (21.5) (25.3) (28.1) 
Cost income ratio 128% 94% 69% 61% 48% 
Impairments (0.6) (2.4) (5.4) (7.1) (10.0) 
Cost of risk 0.32% 0.75% 1.00% 1.00% 1.00% 
Profit before tax (3.7) (1.2) 4.3  9.0  20.1  
Tax 0.1  0.0  (0.9) (1.8) (4.0) 
Profit after tax (3.7) (1.2) 3.5  7.2  16.1  

      
PER SHARE ITEMS 2021 2022E 2023E 2024E 2025E 
No of shares (million)      
Undiluted, period-end 179.4  179.4  179.4  179.4  240.4  
Undiluted, average 168.8  179.4  179.4  179.4  209.9  
Fully diluted, average 168.8  179.4  179.4  179.4  209.9  

      
Earnings per share (p)      
Basic EPS (2.2) (0.7) 1.9  4.0  7.7  
Diluted EPS (p) (2.2) (0.7) 1.9  4.0  7.7  
Adj. Diluted EPS before exc. items (p) (2.2) (0.7) 1.9  4.0  7.7  

      
      
NAV 2021 2022E 2023E 2024E 2025E 
Net asset value 86.1  85.3  89.3  97.1  153.9  
NAV/share (p) 48.0  47.5  49.8  54.1  64.0  
Net Tangible Asset Value 85.0  84.3  88.4  96.4  153.4  
NTAV/share (p) 47.4  47.0  49.3  53.7  63.8  
Average tangible equity 67.5  84.7  86.4  92.4  124.9  

      
      
BALANCE SHEET 2021 2022E 2023E 2024E 2025E 
Customer loans (net) 247.2  444.9  619.4  792.7  1,189.0  
Customer deposits 296.9  445.3  601.1  775.5  1,194.2  
Equity 86.1  85.3  89.3  97.1  153.9  
Loan: deposit ratio 0.8  1.0  1.0  1.0  1.0  
Risk weighted assets 216.4  389.5  485.0  593.4  770.8  
Common Equity Tier 1 capital ratio (%) 38.2% 21.1% 17.8% 15.9% 19.6% 

      
      
VALUATION 2021 2022E 2023E 2024E 2025E 
Price/NTAV 0.9x 0.9x 0.8x 0.8x 0.7x 
Post-tax ROTE (5.4%) (1.4%) 4.0% 7.8% 12.9% 
PER (x) -19.1x -61.7x 21.5x 10.4x 5.4x 
Dividend yield 0.0% 0.0% 0.0% 0.0% 0.0% 

      
       

Source: Company information and Progressive Equity Research estimates 
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To arrange a meeting with the management team, or for further information about Progressive, please contact: 
Keith Hodgskiss 
+44 (0) 20 7781 5300 
khodgskiss@progressive-research.com 
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