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ABC arbitrage

A specialist arbitrage trader and asset manager

ABC arbitrage group (ABCA) has been successfully developing and
executing non-directional trading strategies since 1995, which has allowed
the group to deliver a strong ROE of 22% over the last 15 years (with an
ROE above 10% in each of these years). Historically, ABCA has paid
almost all its profits as dividends. As the group has opened some of its
strategies to external investors, it also offers the prospects of growing fee
income from third-party capital (6.5% of total revenue in 2022).

Revenue EBITDA EPS* DPS PIE Yield
Year end (€m) (€m) ) € (x) (%)
12121 64.3 37.1 0.48 0.40 124 6.7
12122 614 308 0.49 0.41 12.1 6.9
12/23¢ 425 17.1 0.25 0.30 233 5.0
12124e 629 292 0.46 0.37 13.0 6.2

Note: *EPS is as reported by the group.

Diversification of trading strategies benefits returns

ABCA employs 30—40 highly automated, quantitative strategies developed in-house
and invests considerable resources to maintain its edge in the market; most of its
activity is based on models modified over the past five years. Key to the success of
the business has been the development of a robust and proprietary IT
infrastructure, enabling a fully integrated systematic trading workflow that operates
on a 24-hour basis. We also note that its mean reversion strategy benefits from
high volatility in the market and represents an effective hedge against the risk of
market dislocation.

Targeting €800m in third-party AUM by 2025

ABCA managed c €185m of external third-party AUM as at end-2022 in two funds,
ABCA Reversion Fund and ABCA Opportunities Fund, and individual managed
accounts. Management believes that its strategies have the capacity to onboard up
to €800m of third-party capital across its existing strategies (on top of €200m of its
internal equity). A successful increase in third-party assets under management
(AUM) would further drive ABCA's profits beyond its proprietary trading gains. We
estimate that every €100m of AUM increase would add ¢ 8% to its FY25e earnings
per share.

Valuation: Upside from growing AUM

In our base scenario, assuming growth in third-party AUM to ¢ €434m and €617m
by FY25e and FY27e, respectively, and ABCA’s long-term return on equity (ROE) of
¢ 16% pa, we arrive at a fair value per ABCA share of €6.84 (¢ 15% above the
current share price). Our bear case scenario assumes no additional inflow of third-
party capital and suggests a fair value per share of €5.76 (3% downside), whereas
in our bull case scenario we assume ABCA reaches its target third-party AUM of
€800m by 2025, which renders a fair value of €8.32 per share (40% upside).
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Investment summary

Company description: Listed access to niche markets

ABCA is a quantitative trading and asset management business specialising in a range of market-
neutral arbitrage strategies (liquidity, statistical, risk and derivatives arbitrage) to generate returns
irrespective of the prevailing price trend. ABCA's listed shares offer investors access to uncorrelated
strategies often not available to retail investors, as the minimum ticket size usually amounts to over
€1m. The investors also gain access to its highly profitable niche strategies that operate in smaller
pockets of the market and do not have capacity to accommodate third-party capital. On top of that,
its listing comes with the benefits of regulatory oversight and transparency.

ABCA also manages third-party capital through the ABCA Reversion Fund and ABCA Opportunities
Fund, generating steady fee income, which over the last 10 years has made up 5-20% of ABCA’s
total revenue. As part of its current strategic plan (called ‘Springboard 2025’), ABCA aims to
maintain a solid ROE (of at least 10%, with the ambition to deliver over 15%) and significantly grow
its third-party AUM to ¢ €800m to increase its fee income.

Financials: Double-digit ROE likely to be sustained

We expect ABCA to continue delivering a double-digit ROE in the coming years (except for 2023) of
around 16%, assuming gross returns on its reversion and risk arbitrage strategies of 11% and 8%,
respectively, and higher (double-digit) returns on its high-return niche and incubator strategies.
Although the returns of ABCA Reversion Fund have recently been more muted (for reasons
discussed later in the note), we believe that a higher interest rate environment coupled with a return
to more normalised volatility (higher than the post-global financial crisis, pre-COVID-19 levels)
should assist ABCA's core strategies.

While ABCA sees potential to absorb up to €800m of third-party capital, we note that it is yet to fully
deliver on the envisaged AUM growth (its 2022 ambition assumed total AUM of €1bn by end-2022).
Therefore, we conservatively assume external AUM at end-2025 of €434m generating c €10m in
total annual revenues for ABCA. Based on the above ROE and AUM assumptions, we have valued
ABCA using a discounted cash flow (DCF) approach, arriving at a fair value per share of €6.84
(assuming an 8.5% cost of capital).

Sensitivities: Market conditions and AUM growth

Key market factors determining ABCA’s trading gains include volatility and trading volumes, as well
as mergers and acquisitions (M&A) and corporate actions. The return from ABCA's risk arbitrage
strategy is dependent on the level of global M&A volumes, which have recently been constrained by
deteriorating debt funding conditions. While we expect M&A volumes to remain subdued until at
least the final quarter of 2023 (with a pick-up conditional on improved macroeconomic visibility),
they are likely to recover at some stage given their high cyclicality. We also note that the recent
tightening of financial conditions by global central banks provides a backdrop of increased volatility,
which is likely to benefit systematic strategies, even as M&A activity is for now somewhat muted.

We also note that, while ABCA's core activities by nature are hedged against directional equity
market risk, unanticipated shifts in the market correlation structure can create short-term
challenges, as seen in 2022 when the return on the ABCA Reversion Fund was below that implied
by the prevailing level of S&P 500 volatility.

Finally, our earnings forecasts assume a certain level of growth in external third-party capital. We
calculate that every €100m increase (or decline) in ABCA's FY25e AUM increases (or reduces) its

ABC arbitrage | 28 July 2023 2



¢ EDISON

earnings per share by ¢ 7.7%. If we conservatively assume no new third-party AUM going forward,
we would arrive at a fair value per ABCA share of €5.76. Assuming ABCA reaches its €800m target
by FY25e, its fair value per share would be €8.32.

Company description: Experienced arbitrage investor

Successfully deploying its trading strategies since 1995

ABCA exists to exploit pricing discrepancies and anomalies in liquid global markets. It has
successfully traded under the same management team since 1995 and became a public listed
company in 1999. Initially, ABCA was listed on the Marché Libre market of Euronext Paris, and
moved to the regulated market in 2003. At inception in 1995, the company was entirely focused on
short-term trading opportunities involving an asset turnover several orders of magnitude higher than
a traditional investment fund. This was and remains an inherently statistical and highly automated
trading activity, demanding a culture of rigorous and disciplined technological development, which
persists to the present day. The range of strategies has since broadened and now includes a
quantitative approach to trading M&A on public markets. ABCA therefore has a long history of
successfully identifying and exploiting market inefficiencies across a diversified range of systematic
strategies.

The group currently employs 30—40 individual trading strategies with differing return profiles,
offering significant diversification benefits. Currently, these strategies are primarily active in equities
and equity derivatives (and to a limited extent also in commaodities), although the group has
previously also traded in foreign exchange and interest rate markets. A crypto-arbitrage based
strategy has been extensively tested and management intends to provide the basis of a new fund
launch once trading volumes and sentiment towards the asset class rebound.

Exhibit 1: ABC arbitrage organisational chart

100% ownership, full ABC arbitrage 100% ownership, equity
consolidation consolidation

ABC arbitrage Asset
Management,

ABC arbitrage Asset
Management Asia

ABCA Reversion ABCA Opportunities In-house strategies

Third-party
investors

Source: ABC arbitrage
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External third-party assets under management

In the last decade, ABCA has opened some of its strategies to third-party investors through
separately managed accounts and Irish-domiciled Qualifying Investor Funds (QIFs). Funds are
created for those strategies that management has rigorously tested and implemented in-house but
also have the inherent capacity to absorb more trading capital than the firm can employ on a
proprietary basis.

At present, the firm believes it has capacity to offer an attractive home for up to €800m of external
capital across its existing strategies, in addition to ¢ €185m of external capital currently employed
(of which €124m is in ABCA Reversion Fund; €21m in ABCA Opportunities Fund; and €40m in
managed accounts). Priced weekly, the external funds provide useful additional transparency,
which demonstrates the return-generating capabilities of ABCA's models.

This growth in external third-party AUM is supported by a distribution team that aims to build deep
and long-term relationships with a relatively limited number of institutional investors, reflecting the
niche qualities of ABCA's fund management proposition and the relatively large minimum
investment size of €1m. Management is targeting investors in both Europe and the US, in the belief
that more sophisticated investors are better able to understand the relatively technical nature of the
investment processes.

ABCA Reversion Fund

The ABCA Reversion Fund had US$187m under management as at end-December 2022 and
provides access to liquidity-driven, high-frequency trading models, which aim to exploit short-term
price discrepancies in financial markets. The strategy is uncorrelated to broader equity markets,
showing -16% correlation to the S&P 500 since inception. ABCA is the investment manager,
providing exclusive access to its liquidity models, which are automated but always subject to close
human supervision. The firm maintains a 24-hour dashboard on each active model to monitor
profitability in real time and enable risk management. There is no concept of a ‘star trader’ or
portfolio manager.

The average leverage of the ABCA Reversion Fund is 1.1x, defined as the sum of the fund’s
notional longs plus notional shorts, divided by AUM. Leverage typically peaks at a higher level in
the middle of the European trading day when all global markets are active.

While systematic, if the trading models are subject to an unusual external factor in the markets such
as an earthquake, there is management discretion to not trade and de-escalate. Company
experience has shown that unusual events tend to lead to greater profits overall even if there are
some early losses. The heightened volatility that follows such an event is typically a target-rich
environment for achieving above-average returns.

Returns for the fund since 2010 have historically been strongly correlated to market volatility (see
Exhibit 2) and we believe that this relationship should persist in future. Nevertheless, assuming a
normalised level of volatility in coming years, we would expect the fund to return somewhat more
than its historical average of 6.2%. This is because of significantly higher short-term interest rates
compared to the previous decade. Approximately 80% of the fund’s holdings are in cash as a
collateral and receive a return based on money market rates.

The most recent performance of ABCA Reversion was somewhat subdued compared to a broader
timeline, despite increased volatility amid monetary tightening. The markets experienced unusual
spread widening between US and European markets in response to the Russian invasion of
Ukraine, which affected the mean-reversion strategy. We believe the markets have adjusted to the
‘new normal’.
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Exhibit 2: ABCA Reversion* — an ‘option’ on increased volatility
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Source: ABC arbitrage. Note: *Qualifying Investor Fund.
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ABCA Opportunities Fund

The ABCA Opportunities Fund offers a systematic approach to investing in corporate transactions
described by the company as ‘Quant M&A' and had AUM of US$67m as at end-December 2022.
This systemised risk arbitrage strategy has an average holding period per deal of around three
months, significantly longer than those of the ABCA Reversion Fund. This strategy has low
correlation to equity markets, with a 41% correlation to the S&P 500 since inception.

Risk arbitrage is a strategy that seeks to exploit pricing inefficiencies around the announcement of
corporate activity in public markets, such as mergers and takeovers. ABCA employs a disciplined
strategy of investing only in announced deals with known terms and an attractive risk profile. The
investments are made systematically using a process and database first put in place in 1998.

The strategy aims to exploit the ‘spread’ between the announced terms and the current market
price, which is often overly discounted due to an excess of selling pressure as institutional
managers rebalance their portfolios following the announcement of public offers. This is a low-beta
strategy (we estimate a beta of 0.1 based on the fund’s track record) while generating returns
several percentage points above prevailing cash rates. This expected return is similar to that of
high-yield bonds but has the advantage of improved liquidity.

The emphasis is on avoiding losses and generating returns through a diversified portfolio of around
50-100 equal weighted holdings, in contrast to traditional risk arbitrage portfolios, which may have
as few as 15-25 holdings and a significant skew towards just a few names perceived by the
manager as especially attractive.

The diversification policy has historically significantly improved the Sharpe ratio (a measure of the
risk-adjusted return) compared to competing funds. Its long-term performance remains highly
competitive while volatility is significantly reduced. The overarching portfolio management principle
is to quickly identify bad deals but systematically underwrite good ones over the long term, rather
than engaging in deal speculation or generating a spectacular return in any single year.

By its nature, this process has more human interaction compared to the systematic trading
undertaken within the reversion strategy and there are six analysts working on the portfolio at any
one time. Importantly, the strategy does not involve an in-depth fundamental analysis of the entities
involved in the M&A deal, but rather a factor analysis developed by ABCA over the years.

A key risk for risk arbitrage-based portfolios is a sudden increase in market volatility. Many of the
participants in the market (such as hedge funds or proprietary dealing desks) are leveraged. While
in normal markets these participants provide liquidity to institutional fund managers, they can also
suffer from their own liquidity constraints in stressed markets. This gives rise to the phenomenon of
highly correlated spread-widening, most recently during the initial stages of the COVID-19
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pandemic. At such times, there can be significant drawdowns in traditional risk arbitrage portfolios.
However, inherent in the design of the ABCA Opportunities Fund is a significant allocation to the
ABCA Reversion Fund and a recently introduced equity statistical arbitrage strategy (referred to by
the company as a ‘defensive overlay’). Moreover, risk arbitrage returns were affected by the
standstill in the M&A markets immediately after the COVID-19 pandemic outbreak (March to
July/August 2020).

Exhibit 3: ABCA Opportunities Fund* — strategy contribution
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The inclusion of returns from the ABCA Reversion Fund acts as an effective hedge against the risk
of market dislocation. When volatility increases and risk arbitrage spreads widen, the performance
of the liquidity-driven component of the portfolio is expected to improve in a non-linear manner. This
hedges the expected spread widening in M&A deals but without incurring the performance hit of
maintaining a long volatility option-based hedge. For example, during the COVID-19 pandemic,
ABCA Opportunities was down only 4.4% versus a loss of 13.1% for the HFRI Event Driven Index.
The year 2022 was characterised by subdued M&A activity amid uncertainty over the extent of
economic slowdown, making it difficult to estimate future cash flows and valuations, on top of
curbed access to debt financing. As the environment stabilises, we expect an uptick in corporate
actions, which should translate to a better performance for ABCA Opportunities Fund.

Quartys: Capacity constrained strategies and incubator

Investors in ABCA also benefit from the returns of strategies that are capacity constrained and
unsuitable for marketing to a broader audience. These high-return activities reside within the wholly
owned subsidiary Quartys and account for roughly 30% of the entity’s invested capital. A further
30% of the capital of Quartys is invested in ‘incubating’ strategies. In this way, ABCA can use its
own internal seed capital to invest in new strategies to develop expertise and a track record before
inviting external capital to participate.

Once a strategy has been approved for inclusion in one of the ABCA funds, to avoid conflicts of
interest, the original activity of Quartys ceases. Quartys will then make a direct investment in the
new strategy alongside external investors in the fund. The remaining 40% of Quartys’s capital is
invested in the external funds in this manner, ensuring the firm retains an equity interest in the
success of the strategy, which provides meaningful comfort to third-party investors.

Quartys also develops strategies that are later offered by ABCA to investors in individual managed
accounts. As at end-December 2022 ABCA managed €40m in those accounts, and the group
expects to accelerate the AUM growth of these products on the back of regulatory developments.
Based on our discussion with management, we understand that the regulator has recently
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approved a certain overlap of strategies between these managed accounts, whereas so far ABCA
had to offer a unique solution to each client. This change will enhance ABCA’s offering and should
facilitate new client acquisition.

Management

ABCA's executive team consists currently of CEO Dominique Ceolin, who co-founded ABC
arbitrage in 1995, and four members of the executive committee. Dominique is a qualified actuary
and holds an advanced degree in mathematics and information technology. He holds several
positions across ABC arbitrage group, and resigned from his salaried positions in 2018, so there is
no longer a combination of an employee and an executive function.

The executive team is supported by a board of non-executive directors consisting of five members,
two of whom are independent. Additionally, a representative of the works council is invited to all
board meetings as a non-voting participant. All board members are appointed for four-year terms.

Dominique Ceolin acts as chairman of the board alongside his duty as ABCA's CEO since 1997.
Xavier Chauderlot is the current representative of Aubépar Industries (a co-founder of the
company, which still owns ¢ 12% of the outstanding shares) and acts as director at Quartys. The
two board members who fulfil the criteria of an independent director, as defined by MiddleNext’s
corporate governance code, are Sophie Guieysse and Isabelle Maury. Sophie has extensive
experience as a member of the boards of directors and director of human resources for large
international companies, as well as in French ministerial cabinets in the urban development and
public infrastructures areas. She has been an ABCA board member since 2021. Isabelle was
appointed in 2022, and during her career she has held various leadership positions in investment
risk management and governance. David Hoey joined the group in 1996 and up until his
appointment as member of the board at the recent AGM acted as a deputy CEO. As he owns 5.8%
of ABCA's shares, he does not meet the criteria for an independent director. He holds a master’s
degree in accounting and finance with a major in information technology.

Exhibit 4: ABCA’s board of directors

Board member Date of appointment Remuneration in FY22 Shareholdings
Dominique Ceolin 10 October 1997 €872,697* 4.4% (16.3%)**
Xavier Chauderlot (Aubépar Industries) 1 June 2012 €21,900 11.9%
Sophie Guieysse 11 June 2021 €15,675 0.002%
Isabelle Maury 10 June 2022 €19,400 0.002%
David Hoey 9 June 2023 €489,547* 5.8%

Source: ABC arbitrage. Note: *Full renumeration amounts, including Dominique Ceolin’s role as CEO and
David Hoey'’s role as deputy CEO in 2022. **Dominique Ceolin holds 4.4% shares outstanding directly, and a
further 11.9% shares are owned by Financiére WDD, in which Dominique Ceolin holds 50.01%

Valuation

We value ABCA’s shares using a DCF approach. For the purposes of our valuation, we remove any
trading income and gains arising from earlier income/gains recycled back into the trading activity (in
order to avoid double-counting of cash flows). We apply an 8.5% cost of equity, which, given no
debt at the holding level, is also our weighted average cost of capital (WACC) estimate. We assume
a 2% terminal growth rate. Consequently, we arrive at a fair value in our base case scenario of
€6.84 per share, 15% above the current share price. In our base case scenario, we assume that
ABCA's third-party AUM will reach c €434m by FY25 and €617m by FY27 (vs ¢ €185m at end-
2022).

Our forecast implies a P/E ratio of 13.0x on 2024 EPS. As a point of reference, Man Group, Virtu
Financial and Flow Traders currently trade in an 8.4-9.3x range based on Refinitiv consensus
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estimates. However, we need to note that none of the companies may act as a direct comparator;
for instance some of the peers have no meaningful third-party assets under management.

In our bear case scenario, we value ABCA as it is — without any additional capital raised from third-
party investors — and we arrive at a fair value of €5.76 per share (3% downside). Alternatively,
assuming that ABCA will be able to attract external capital in line with its Springboard 2025 target in
our bull case scenario, we arrive at fair value of €8.32 per share, which suggests 40% upside to the
current share price.

Exhibit 5: ABCA’s DCF valuation model

€m, unless otherwise stated FY23e FY24e FY25e FY26e FY27e
EBIT 15.4 275 28.2 29.7 31.0
Excess gains adjustment 0.0 (0.9) (1.8) (2.9) (3.9)
Tax rate 1.0% 1.0% 1.0% 1.0% 1.0%
Net operating profit less adjusted taxes 15.2 26.4 26.1 26.6 26.8
D&A 1.7 1.7 1.7 1.7 1.7
Change in working capital 0.0 0.0 0.0 0.0 0.0
Capital expenditures (1.7) (1.7) (1.7) (1.7) (1.7)
Free cash flow to firm 15.2 26.4 26.1 26.6 26.8
Discounted free cash flow to firm (DFCFF) 141 224 20.5 19.2 17.9
WACC 8.5%
Terminal growth rate 2.0%
Sum of DFCFF 94.0
Terminal value 2821
Enterprise value 376.1
Net debt/(cash) end-2022 (14.2)
Equity value 390.3
Share count (fully diluted) (m) 59.8
Fair value per share (€) end-2022 6.53
Fair value per share (€) current 6.84
Current share price (€) 5.93
Upside/(downside) 15%

Source: Edison Investment Research

Exhibit 6: ABCA’s valuation sensitivity to WACC assumption

WACC 5.5% 6.5% 7.5% 8.5% 9.5% 10.5% 11.5%
Fair value per share (€) 12.44 9.74 8.02 6.84 5.97 5.31 4.79

Source: Edison Investment Research
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Financials

A solid 22% ROE over the last 15 years

The success of ABCA's proprietary algorithms has provided a consistently strong ROE of 22% pa
over the past 15 years (see Exhibit 7) and an ROE in excess of 10% over 28 years.

Exhibit 7: ABCA’s historical net income and ROE
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Principal investing still accounts for c 90% of the group’s revenue, with the rest coming from
management and performance fees from third-party AUM, see Exhibit 8. Given the effectiveness of
the systematic algorithms currently employed, there is a high correlation between realised equity
market volatility in any given year and the potential returns for the systematic strategies (see Exhibit
2 above). When market volatility is high, short-term arbitrage opportunities are more prevalent and
ABCA'’s short-term liquidity providing strategies become increasingly profitable. In contrast, when
volatility is low there are fewer pricing discrepancies to exploit and profitability declines. This should
be regarded as an attractive attribute, as it provides ABCA shareholders with exposure to returns in
both bull and bear markets. On the other hand, the key return driver for its event-driven strategy is
the number of announced M&A deals in public markets, which tends to increase during periods of
positive financial market development.

Exhibit 8: ABCA’s revenues from internal equity and fees on third-party AUM
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How to read ABCA’s financial statements

It is important to note that ABCA's investing subsidiary (Quartys) is considered as investment entity
due to the nature of its business and as such is consolidated via an equity method, despite being
fully owned by ABCA. Therefore, it is presented in ABCA's consolidated statements as a financial
asset at fair value through profit or loss. The value of Quartys is recognised at its book value of
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equity and is not subject to any fair value estimates. This means that net income generated by
Quartys is recognised as a net gain on financial assets (and presented in the revenue line).
Additionally, as ABCA’'s management entities are consolidated in full (see Exhibit 1), the fees
charged on Quartys’s capital are recognised in revenues from investment services fees.

This way of consolidation also has implications for ABCA's income tax rate, as the majority of the
tax is paid by Quartys and is not visible on ABCA's income statement. On top of that Quartys is
domiciled in Ireland and subject to a lower corporate tax rate than France.

People are ABCA's first priority and key cost item

ABCA employed 95 technologists in FY22 (up from 87 in FY21), building innovative trading systems
and asset management strategies. Payroll costs are ABCA’'s main expense item, representing
roughly two-thirds of the total operating expenses. A significant part of employee compensation is
performance-linked (see Exhibit 9), strongly aligning employees’ interests with the group’s success.
In 2022, total human resources costs amounted to €23m, of which €10m was in the form of
bonuses and profit sharing.

ABCA invests considerable resources in maintaining its edge in the market with a technology and
data budget that is a significant proportion of revenues (see Exhibit 10). The majority of current
trading activity is based on models that have been modified in the past five years. Key to the
success of the business has been the development of a robust and proprietary IT infrastructure. In
contrast to interfacing software packages from external suppliers, this enables a fully integrated
systematic trading workflow, which operates on a 24-hour basis. Full system integration reduces
operational risk and offers a competitive advantage from the feedback of trade information in real
time. There are seamless handovers between colleagues based in Europe and Singapore, while
the end of day positions are marked to market at 10pm Paris time, after the US close.

Exhibit 9: ABCA’s 2022 operating costs Exhibit 10: ABCA’s 2022 IT-related costs
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Most of generated income/gains paid out as dividends

Given the short holding periods, close to all of the returns generated by ABCA's arbitrage business
represent realised cash income, and over last six years the cash flow from operations was roughly
equal to the reported net income. Almost all of the cash income is in turn distributed to shareholders
(the cumulative dividend payout ratio to net income stands at 97% over the last five years). ABCA
pays dividends quarterly, with the last 12 months’ payments implying a healthy dividend yield of
6.9% based on the current share price. We need to note, however, that based on our forecast for
2023 profits, the prospective yield stands at 5.1%.
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Exhibit 11: ABCA’s historical dividend payments
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Springboard 2025

Recently, ABCA announced its ‘Springboard 2025’ strategic plan, building on the previous ‘ABC
2022’ plan. Its focus is on increasing the number of strategies to enhance diversification (by region
and asset classes) and increasing the capacity for third-party assets. Management plans to develop

an extensive but selective catalogue of products and management vehicles for third-party capital.

ABCA expects to achieve at least a 10% ROE over the coming years, with the ambition of an ROE
over 15%, which assumes that volatility, corporate actions and traded volumes stay at their average

levels from the last 10 years. This compares to the ROE of 22% that ABCA generated on average
throughout the last 15 years. Taking into account the planned AUM expansion, this translates to a

cumulative net income of €100m over the next three years, an 8% increase over the 2020-22
cumulative income (we assume €70m, with the difference vs Springboard 2025 expectations

coming partly from the expected weaker FY23 results). ABCA plans to distribute ¢ 80% of its profits
in dividends, somewhat below its historical payout ratio, as it plans to redirect part of the gains into

seed capital for launching new strategies. At the same time management does not intend to lower
the DPS below €0.30 in any given year — in our forecast we assume that the dividend in 2024 will

be partly paid out of capital.

The group has committed to a plan to expand AUM to €1bn from €400m currently. ABCA’'s ambition

is to increase its third-party AUM to €800m by the end of 2025, which implies attracting around
€580m of new capital (including capital gains), which we estimate would generate an incremental

€9m in management fees for the firm, along with any performance fees. It has a dedicated sales

team of three people and developed capacity to facilitate accommodating €1bn in AUM within the
‘ABC 2022’ plan. To facilitate the achievement of the above-mentioned objectives, ABCA plans to

increase its headcount by 45% (see Exhibit 13).
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Exhibit 12: ABCA’s 2025 target AUM
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Forecasts

Exhibit 13: Springboard 2025 — expected operating
cost evolution
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Below we present a summary of our forecasts for ABCA. We assume a slight increase in gains
generated on ABCA's internal equity (based on an ROE of ¢ 16%, except for 2023 due to temporary
widening of pre-merger spreads as described below) and a visibly higher contribution from third-
party fees on the back of the growing AUM. At this stage, we assume a lower third-party AUM level
by FY25 than the €800m implied by the management guidance, as new capital inflows are yet to
gain traction (see Exhibit 15). We note that ABCA’'s 2022 Ambition aimed to reach total AUM
(internal equity and third-party capital) of €1bn by end-2022, while recent underwhelming

performance has led to meaningful capital outflow in 2022 — mostly on the back of one large client
withdrawing its investment. Some of the factors that may have contributed to the weaker capital

flows until the end of last year include:

soakojdws jo JaquinN

a weaker performance than the historical average of the funds — see the company description

section above for details; and

a limited product offering — as ABCA's cryptocurrency-focused products were not rolled out due
to recent turmoil and weak sentiment towards the asset class.

That said, we believe that ABCA's expertise in generating solid returns from market-neutral
strategies, coupled with improved marketing efforts and a broadened product offering, should help
ABCA attract sizeable third-party capital. As central banks have turned to monetary tightening and

the impact of an economic slowdown is being evaluated and priced in by the markets, we believe

the outlook for arbitrage returns has improved, and ABCA's offering may be more appealing to
investors. Additionally, ABCA has devoted resources to attract third-party capital: it has formed a

sales team dedicated solely to fund-raising, as well as implemented a CRM system and reporting

tools to enable better mapping and follow-up with potential customers.

In our forecasts, we assume that the ABCA Reversion Fund delivers an 11% gross return pa; for the
ABCA Opportunities Fund we expect an 8% gross return pa (starting in 2024, when we expect M&A
activity to return to normal). Our target return assumptions are above recent performance because

we expect a normalisation of trading, as described in detail earlier in the note, whereas they are
slightly above pre-COVID-19 average returns (2011—19 net returns were 5.6% and 7.2% pa,
respectively) due to the higher interest rate environment. We note that risk arbitrage tends to deliver
returns similar to those of high-yield bonds, which have currently increased to 8.9% (S&P US High

Yield Corporate Bond Index) compared to 4—6% in 2017-22.
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Meanwhile, so far in 2023 the market volatility is relatively low, while M&A transactions have not
accelerated to the extent to fully offset lower revenues from volatility-based strategies. This was

further exacerbated by recent Federal Trade Commission (FTC) action marking the first time in

more than a decade that the US antitrust regulator has sought to block a deal in the pharmaceutical
sector (Amgen’s acquisition of Horizon Therapeutics). This has led to recent widening of pre-merger

spreads and weighed on ABCA Opportunities’ performance, which, however, the manager

considers temporary.

ABCA Reversion delivered a 1.2% net return in the year to end-May (compared to a 3.1% decrease

in 2022) and ABCA Opportunities 2.9% (vs a 2.6% decrease in 2022). Therefore, we assume

FY23e gross returns below the historical average, which, together with the higher cost base driven
by ABCA’s expansion plans, represent a temporary drag on ABCA's ROE.

Exhibit 14: Forecasts summary

€m, unless otherwise stated 2022 2023e 2024e 2025e 2026e 2027e
Revenues - internal equity 574 37.9 54.4 54.9 55.4 55.9
Third-party AUM 185.0 2448 350.8 4342 523.1 617.0
Revenues - third-party capital 4.0 4.6 8.5 10.9 12.7 14.5
As % of average AUM 1.4% 2.1% 2.9% 2.8% 2.7% 2.5%
Total revenue 61.4 425 62.9 65.8 68.2 70.4
Operating expenses excl. D&A (30.6) (25.4) (33.7) (35.9) (36.8) (37.7)
EBITDA 30.8 1741 29.2 29.9 314 32.7
Net income 29.2 15.2 27.2 27.9 29.3 30.7
EPS (€) 0.49 0.25 0.46 0.47 0.49 0.51
ROE 18% 9% 17% 17% 17% 17%
Source: ABC arbitrage, Edison Investment Research
Exhibit 15: ABCA'’s third-party assets under management
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Source: ABC arbitrage. Note: *The ‘marketing AUM’ which uniformizes the AUM from a fee perspective stood

at €225m at end-2022 and €363m at end-2021.

Sensitivities

We have identified several sensitivities relevant for ABCA’'s business. These include:

Attracting new capital

ABCA has set an ambitious plan to attract ¢ €580m of new third-party capital to its existing

strategies and those planned to launch. It has dedicated a team to fund-raising and intensified its
marketing efforts, but the success of acceleration has yet to be proven. We note that the funds are

intended for qualified investors only and the minimum ticket size is set to €1m, which excludes

regular retail investors, whereas the relatively small size of its funds may discourage some large
institutional investors whose minimal assumed ticket size would represent a large part of the AUM
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of a given ABCA fund. Therefore, ABCA may have to focus on the lower end of the institutional
investors universe (eg family offices).

Technological disruption

We believe ABCA continues to face competition from other market players in its capacity-
constrained strategies, which could intensify if the group is unable to invest to match competitors’
innovations over time. Nevertheless, the group has a strong track record of evolving to keep pace
with market developments over the past 25 years. With a long and successful history in the
disciplines of arbitrage, statistical modelling and IT development, management believes recent
advances in Al are unlikely to have a significant impact on the profitability of its strategies. The very
nature of its activities means that ABCA was a leader in ‘big data’ before it became a catchphrase,
while the group continues to invest in and develop new statistical models according to the evolution
of financial market conditions. Management believes it is the provision of liquidity rather than any
specific technology that provides a margin; early adopters of new Al-based techniques that do not
adhere to this principle may find returns over the medium term elusive. Having said that, to maintain
its competitive edge, ABCA continues to adopt new technologies in its operations, including Al.

Increasing efficiency of the markets

Historically, the evolution of new market opportunities has more than compensated for the loss of
older strategies where returns have faded as markets become more efficient. ABCA's competitors
include certain activities of Winton, Two Sigma, Renaissance Technologies and Jane Street and a
wide variety of other market participants that provide liquidity in global markets. For its higher
frequency and ETF trading activities, ABCA's operations are somewhat similar to Virtu Financial
and Flow Traders, although these companies operate strategies of much higher frequencies.

Cyclicality of corporate actions

The return from ABCA's Opportunities strategy is dependent on the level of global M&A volumes,
which have recently been constrained by deteriorating debt funding conditions, with further
headwinds coming from the well-publicised issues in respect of US regional banks. We would not
therefore expect a meaningful improvement in M&A volumes until at least the final quarter of 2023.
Corporate willingness to engage in large-scale M&A is in our view likely to return once the
uncertainty over the depth and duration of the economic slowdown expected in 2023 becomes
clearer.

That said, we note that from a macroeconomic perspective the recent tightening of financial
conditions by global central banks provides a backdrop of increased volatility, which is likely to
benefit systematic strategies, even as M&A activity is for now somewhat muted. Furthermore, we
believe that companies can only defer M&A activity for a limited time, and M&A activity has
historically proved highly cyclical, see Exhibit 16.
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Exhibit 16: Recent global M&A volumes* are at a cyclical low
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Source: Refinitiv, Edison Investment Research. Note: *Includes announced deals over US$750m in valuation.

For event-driven trading activity, the strategy performs best when there is a plentiful supply of
sufficiently liquid M&A deal targets, a situation typically associated with benign market conditions.
However, when there is also strong risk appetite among other market participants such as hedge
funds for event-driven investments, deal spreads may compress to unattractive levels.

Cost of capital

There is no direct interest rate exposure although periods of low interest rates like those of the prior
decade can be associated with increased market trading activity and higher volumes of shares
traded. While a period of higher interest rates may not affect the results of ABCA directly, should
there be a corresponding decline in market liquidity, the opportunity set may diminish.

For product launches and internal strategies based on digital assets, a sustained period of tight
monetary policy could crimp investor demand and affect the liquidity in digital asset markets.
Potential arbitrage returns in this space appear to be relatively high compared to traditional asset
classes and as the market matures these may decline, which would need to be offset by growth in
AUM for profits to be sustained. The regulatory environment for digital assets and collective digital
asset funds is relatively immature, with the attendant risk of product launch delays and restrictions
on distribution and investment activity. The impact of regulations on digital assets differs by
jurisdiction: the US is looking less encouraging with the multiple enforcement actions of the
Securities and Exchange Commission (SEC) and the dispute over regulatory oversight between the
SEC and the Commodity Futures Trading Commission, while in the EU the Markets in Crypto
Assets (MiCA) regulation recently provided more clarity.

Change of regulations with respect to leverage and stock
lending

The group relies upon its ability to trade at the lowest possible cost with leverage and stock lending
available on commercial terms. Regulatory or fiscal changes could potentially have an impact on
the business model, even if at the present time the probability of new short-selling restrictions or
transaction taxes appears remote.

Market risk

ABCA's core activities by nature are hedged against directional equity market risk. The primary
commercial sensitivity for its short-term trading activity is realised volatility, where there is a positive
linear relationship between expected returns and realised equity market volatility. Nevertheless,
unanticipated shifts in the market correlation structure can create short-term challenges, as proved
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in 2022 when the return on the ABCA Reversion Fund was significantly lower than that implied by
the prevailing level of S&P 500 volatility.

Capital structure

ABCA's share capital consists of 59.6m ordinary shares, of which 59.1m are outstanding. In 2022
the weighted average fully diluted shares stood at 59.8m, implying potential future dilution of just
0.3%. Importantly, in the Springboard 2025 plan ABCA assumes no further scrip dividends.

As at end-2022, 16.3% of the outstanding shares were held by the executive top management of
ABCA (although this included David Hoey's 5.8% holding; he has since stepped down from his role
as deputy CEO at the recent AGM). A further 11.9% was owned by Financiere WDD, which is
ultimately controlled by ABCA's CEO. Additionally, a further 11.9% is held by Aubépar Industries,
which is a co-founder of the company that designates one board member of ABCA. The total direct
and indirect shareholding of the management team therefore is 40%. On one hand, this provides
strong alignment of interests between shareholders and the management. On the other hand, we
believe that ABCA could benefit from a broadening of its shareholder register in the long run, not
least to avoid a stock overhang when the founders eventually decide to exit or retire.

In June 2022 the board was authorised to conduct a share buyback programme with the maximum
amount to be purchased set at €20m and the number of shares acquired by the group may not
exceed 10% of its capital. As at end-2022, the group used c €4m out of the programme and held
0.8% of the shares in treasury.

Exhibit 17: Major shareholders Exhibit 18: Average daily volume
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Source: ABC arbitrage. Note: *Dominique Ceolin owns 50.01% of = Source: Refinitiv
the entity.
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Exhibit 19: Financial summary

Year end 31 December, IFRS, €000s
Income Statement

Investment services fees

Net gain/loss on financial instruments at fair
value through profit or loss

Total revenues

Payroll costs

Administrative expenses

Other operating income/(expenses)
EBITDA

EBIT

Pre-tax profit

Net income

EPS €
DPS €

Balance Sheet

Property, plant and equipment
Right-of-use assets
Intangible assets
Non-current financial assets
Deferred tax assets
Non-current assets
Financial assets at fair value through profit or loss
Other accounts receivable
Current tax assets

Cash and cash equivalents
Current assets

Total assets

Share capital

Share premium

Net income

Retained earnings

Total equity

Lease liabilities

Taxes payable

Other liabilities

Current liabilities
Non-current liabilities
Total equity and liabilities

Ratios
ROE

2018

16,757
23,133

40,232
(12,778)
(6,214)
(865)
20,032
19,118
19,318
19,679

0.34
0.43

973

0

188
603

389
2,153
133,901
8,690
281
6,958
149,830
151,983
936
59,472
19,679
66,204
146,291
0

0

5,642
5,642
50
151,983

13.3%

2019

14,423
22,520

37,246
(11,654)
(6,723)
986
19,552
18,072
18,073
18,339

0.31
0.33

1,067
1,815
174

620

167
3,832
127,363
7,155
214
7,789
142,521
146,353
936
47,517
18,339
73,110
139,902
0

0

4,161
4,161
2,292
146,355

12.8%

Source: ABC arbitrage, Edison Investment Research
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2020

22,504
46,023

69,108
(25,519)
(5,467)
(455)
37,086
35,467
35,440
35,003

0.60
0.48

1,392
932

126
625

13
3,188
150,319
10,569
215
8,767
169,870
173,058
936
47,517
35,093
70,484
154,030
0

0
17,879
17,879
1,148
173,057

23.9%

2021

59,921
4,134

64,342
(19,823)
(5,769)
(1,356)
37,107
35,371
35,353
28,038

0.48
0.40

1,166
5,385
99

630

269
7,550
133,986
25,410
0
18,252
177,648
185,198
949
39,752
28,038
91,285
160,024
1,133
5,431
14,356
20,920
4,255
185,199

17.9%

2022

27,438
33,711

61,437
(21518)
(6,249)
(2,535)
30,847
29,156
29,091
29,151

0.49
0.41

1,236
4,771
118

669

79
6,873
154,175
12,051
0
14,226
180,452
187,325
954
41,441
29,151
90,110
161,656
1,301
5,394
14,575
21,270
4,400
187,326

18.1%

2023e

24,041
18,101

42,507
(16,679)
(7,501)
(1,233)
17,094
15,403
15,336
15,182

0.25
0.30

1,236
41
118

669

79
6,874
155,177
12,051
0
10,642
177,870
184,744
954
41,441
15,182
101,498
159,075
1,301
5,394
14,574
21,269
4,400
184,744

9.5%

2024e

35,105
27,449

62,918
(24,263)
(8,055)
(1,360)
29,240
27,549
27,482
27,207

0.46
0.37

1,236
411
118

669

79
6,874
164,771
12,051
0

6,489
183,311
190,185
954
41,441
27,07
94,914
164,516
1,301
5,394
14,574
21,269
4,400
190,185

16.8%

2025¢

37,601
27,842

65,809
(26,079)
(8.410)
(1,407)
20912
28,221
28,154
27,873

0.47
0.37

1,236
41M
118

669

79
6,874
174,879
12,051
0

1,956
188,886
195,760
954
41,441
27,873
99,823
170,091
1,301
5,39
14,574
21,269
4,400
195,760

16.7%

2026e

39,574
28,229

68,168
(26,763)
(8,766)
(1,264)
31,375
29,684
29617
29,322

0.49
0.39

1,236
411
118

669

79
6,874
180,356
12,051
0

2,343
194,750
201,624
954
41,441
29,322
104,239
175,955
1,301
5,39
14,574
21,269
4,400
201,624

16.9%

2027e

41,444
28,608

70,417
(27,436)
(8,942)
(1,303)
32,736
31,045
30,978
30,669

0.51
0.41

1,236
4,771
18

669

79
6,874
186,213
12,051
0

2,620
200,884
207,758
954
41,441
30,669
109,025
182,089
1,301
5,394
14,574
21,269
4,400
207,758

17.1%
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Contact details

Rue du Quatre Septembre 18
Paris - 75002

France

+33(0)1 53 00 55 00
abc@abc-arbitrage.com
www.abc-arbitrage.com

Management team
Chair and CEO: Dominique Ceolin

Dominique Ceolin is chairman and CEO of ABC arbitrage. After qualifying as an
actuary (Institut des Actuaires Frangais) and obtaining a diploma in mathematics
and information technology (DEA), Dominique joined ABN AMRO Securities
France in 1994 where he participated in developing the Domestic Arbitrage
business. In 1995, he was one of the co-founders of ABC arbitrage and took
responsibility for the R&D and Market Risks departments. He is a member of the
Institut des Actuaires Frangais (the association of French actuaries).

CEO of ABC arbitrage Asset Management: Alexandre Ospital

Alexandre Ospital has an engineering background (ESTP) and joined ABC
arbitrage in 1999, after one year in a consulting company. He was appointed
head of the financial operations department in 2005. Since August 2013, he has
been deputy director in charge of operations at ABC arbitrage Asset
Management. In February 2020, he was appointed as COO before becoming in
January 2022 CEO at ABC arbitrage Asset Management.

CEO of ABC arbitrage Asset Management Asia: Xavier Boutin

Xavier Boutin is a graduate of Ecole des Mines de Nancy. He joined ABC
arbitrage in 1999, running statistical arbitrage strategies. He has been the CEO
of ABC arbitrage Asset Management Asia, based in Singapore, since 2014.
Principal shareholders

Aubépar Industries

Financiére WDD*

Eximium

David Hoey

Dominique Ceolin

Other management

Other
Note: *Dominique Ceolin holds 50.01% in Financiére WDD.
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Revenue by geography
N/A

CFO/CCO: Gaétan Fournier

Gaétan Fournier graduated from NEOMA Business School and holds a DSCG
diploma. He began his career as a financial auditor at Ernst & Young with a
specialisation in the middle market. After five years, he joined the ABC arbitrage
group in 2012. In 2016, he took over as head of the finance and internal control
department, before being appointed group secretary general in 2020.

CEO of Quartys: Marie-Laure Cillard

Marie-Laure Cillard is a graduate of Ecole des Mines de Nancy. She joined ABC
arbitrage in 1999, running statistical arbitrage strategies. She has been the CEO
of Quartys, based in Dublin, Ireland, since 2014.

(%)
1.9
1.9

7.1
58
44
6.1
51.9
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This report has been commissioned by ABC arbitrage and prepared and issued by Edison, in consideration of a fee payable by ABC arbitrage. Edison Investment Research standard fees are £60,000 pa for the production
and broad dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional fees for the provision of roadshows
and related IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our services.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of
this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the research department of Edison at the time of publication. Forward-looking information
or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other
factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to
Edison's policies on personal dealing and conflicts of interest.

Copyright: Copyright 2023 Edison Investment Research Limited (Edison).

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Representative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial
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given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the
purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the
topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in
relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is
intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making
an investment decision.

This document is prepared and provided by Edison for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. A
marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any
prohibition on dealing ahead of the dissemination of investment research.
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