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UK	government	changes	its	mind	again……	
	
Chancellor	Philip	Hammond	abandoned	his	predecessor’s	promise	to	undertake	a	
retail	offer	for	the	remaining	9.1%	stake	(6.5bn	shares)	held	in	Lloyds	Banking.		
	
Given	a	very	weak	Lloyds	share	performance	since	the	EU	vote,	(Lloyds	closed	at	
72.15p	 on	 June	 23rd)	 the	 government’s	 holding	 company	 UKFI	 was	 loathe	 to	
undertake	a	large	retail	Lloyds	sale	at	these	depressed	prices.	A	retail	sale	would	
also	have	required	a	large	retail	discount	to	incentivise	buyers,	hence	increasing	
the	UK	government’s	loss.	
	
Under	 the	 revised	 trading	plan,	Morgan	 Stanley	has	 full	 discretion	 to	 sell	 down	
the	balance	shares	 	 subject	 to	 i)	 the	share	sales	not	exceeding	15%	of	 the	 total	
traded	volumes	and	ii)	not	below	a	limit	price	(this	has	not	been	disclosed	–	but	is		
likely	 to	be	higher	 than	current	prices,	possibly	55p-60p).	The	new	 trading	plan	
will	be	in	place	for	one	year	to	6	October	2017.	
	
The	 new	 trading	 plan	 is	 similar	 to	 the	 one	 in	 operation	 over	 2015.	 Under	 that	
plan,	the	UKFI	sold	down	its	stake	in	Lloyds	equating	roughly	to	a	stake	reduction	
of	c.	1%	per	month.	That	plan	realized	a	higher	price	for	the	government	than	the	
current	 share	price,	meaning	 institutions	are	underwater	on	 their	 recent	 Lloyds	
purchases.	Will	there	be	investor	appetite	for	even	more	Lloyds?	
	
The	 revised	 trading	 plan	 is	 likely	 to	 subdue	 Lloyds	 shares	 as	 it	 introduces	 the	
prospect	 of	 periodic	 sales	 of	 shares	 over	 the	 next	 12	months.	 This	 is	 a	 typical	
“share	overhang”	scenario	where	share	upside	is	limited	as	a	result.	Lloyds	shares	
should	bounce	when	 the	 government	 finally	 exits,	 but	 this	maybe	a	 year	 away,	
and	these	are	fast	moving	markets;	“a	week	is	a	long	time	in	markets”.	
	
The	bear	case	scenario	 is	should	“Brexit”	wobbles	continue,	Lloyds	shares	might	
move	further	below	the	limit	sell	price	hence	delaying	share	sales	even	longer.	No	
shares	 sales	 have	 yet	 taken	place	 suggesting	 that	 the	 current	 price	 range	 since	
the	announcement	50p-53p	is	too	low.	
	
Conclusion	
	
At	least	there	is	clarity	in	that	a	new	plan	has	been	put	in	place.	It	is	a	departure	
from	previous	promises,	but	 it	has	become	clear	 that	 the	May	government	 is	a	
very	different	team	that	is	not	bound	by	the	former	PM/	Chancellor’s	promises.	
	
The	 current	 plan	 raises	 the	 prospect	 of	 a	 lengthy	 period	 of	 bulky	 sales	 that	
depress	 the	 shares.	 The	 post	 Brexit	 environment	 has	 brought	 an	 unwelcome	
change	 for	 UK	 lenders,	 the	 Base	 Rate	 was	 halved	 on	 4th	 August	 2016	 which	
reduces	net	interest	margin,	the	uncertain	UK	environment	is	likely	to	hurt	credit	
demand.	 All	 told	 there	 is	 an	 absence	 of	 positive	 catalysts	 for	 Lloyds	which	 also	
explains	 the	 lengthy	 auction	 period.	 We	 are	 not	 recommending	 Lloyds	 at	 the	
current	time,	at	best	we	view	it	as	a	“HOLD”.	
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Collins Sarri Statham Investments Ltd - Analyst Rating Definitions 

BUY: A “buy” rating is applied to companies with established businesses that are profitable and where there is 
further profit growth expected. A “buy” recommendation means the analyst expects the share to reach the share 
price target on the note. 

HOLD: The company’s valuation appears to reflect investor expectations in the short-term. Alternatively the 
company is awaiting key developments that will impact on the share price. Investors are advised to await the 
resolution of these key developments. 

SELL: The company’s valuation appears too high having regard to material uncertainties, declining profit prospects 
or has sizeable funding requirements. A sell recommendation may also be applied where the board have failed in 
key objectives or appear to be frequently changing strategy. A sell recommendation means the analyst expects the 
share to fall to the price target on the note. 

NEUTRAL (Not Rated): The analyst does not maintain a view in either direction 

Key to Material Interests: 

Please be aware that the following disclosures of  Material Interests are relevant to this research note: 

Lloyds Banking Group                       Relevant disclosures:   <1,2> 

1. The analyst has a personal holding in the securities issued by the company or of derivatives linked to the price of 
the company’s securities. 

2. Collins Sarri Statham Investments Ltd has clients who hold either shares or CFD positions in this security. 

ANALYST CERTIFICATION:  

The report’s author certifies that this research report accurately states his personal views about the subject 
securities, which is reflected in the ratings as well as the substance of the reports.  

RECOMMENDATIONS:  

Collins Sarri Statham Investments Ltd (CSS) does not in any of its publications take into account any particular 
recipient's investment objectives, financial situation, and specific needs and demands. Therefore, all CSS 
publications are, unless otherwise specifically stated, intended for informational and/or marketing purposes 
only.CSS shall not be responsible for any loss arising from any investment based on a perceived recommendation. 

No publication (including recommendations) shall be construed as a representation or warranty that the recipient 
will profit, nor avoid sustaining losses, from trading in accordance with a trading strategy set forth in a publication. 

This research is non-independent and is classified as a Marketing Communication under FCA rules detailed in their 
Conduct of Business Rulebook (COBS). As such it has not been prepared in accordance with legal requirements 
designed to promote independence of investment research and it is not subject to the prohibition of dealing ahead 
of the dissemination of investment research outlined in COBS 12.2.5. 

RISK WARNING: 

Trading in the products and services offered by Collins Sarri Statham Investments Ltd (CSS) may, result in losses as 
well as profits as the value of investments may go down as well as up. You may not get back the full amount you 
have invested. Any reference to past performance should not be viewed as an indication of any future 
performance. Investments held in overseas markets are subject to the effects of changes in exchange rates which 
will impact on the value of the underlying investment. Leveraged products such as Contracts for Difference (CFDs), 
derivatives, commodities & Foreign Exchange (FX), carry a higher risk to your capital. They can lose their value 
rapidly and you may lose substantially more than your initial investment.  
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Investments made in smaller companies and investment trust, AIM and penny shares carry an increased risk due to 
the difficulty in creating a market in these shares. There may be a substantial difference in the buy and sell price. 

SPECULATIVE TRADING IS NOT SUITABLE FOR ALL INVESTORS.  

The information contained herein is based on materials and sources that we believe to be reliable however we 
make no representation or warranty, either express or implied, in relation to the accuracy, completeness or 
reliability of the information contained herein. Please note that the figures shown may, in some instances, be 
rounded to the nearest penny. Prices can move sharply from those quoted in this document. Current prices can be 
verified by calling one of our brokers. CSS is under no obligation to update the information contained herein. 
Neither CSS, nor its affiliates, nor its employees shall have any liability whatsoever for any indirect or consequential 
loss or damage arising from the use of this document. 

	


