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PPI provisions refuse to die for Lloyds, but cash
returns make up for profit disappointment
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Just when they hoped it was all over, Lloyds Banking Group PLC (LON:LLOY)
popped up with another provision for protection insurance (PPI) compensation
in the fourth quarter of 2018, with the deadline for claims running until 29
August 2019.
In the small print of its 2018 results, published on Wednesday, the FTSE
100-listed lender set aside another £200mln in the fourth-quarter for PPI
claims, having not made any further provisions in the third quarter.
READ: Lloyds sees 2018 profits miss forecasts after a weak fourth-quarter but
still hikes dividend, launches share buyback
Lloyds' total PPI charges across the year were £750mln, albeit down from
£1.650bn in 2017. Since the mis-selling scandal, the bank has now allocated
more than £19.4bn to settle the claims.
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For the year to 31 December 2018, Lloyds still reported statutory profit after tax
of £4.4bn, up 24% on 2017's £3.5bn, albeit below the consensus estimate of
£4.6bn.
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But the bank's investors preferred to focus on cash return plans, with Lloyds
hiking its final dividend and unveiling share buyback plans.

Company Synopsis:

The lender said it will pay a total ordinary dividend for 2018 of 3.21p per share,
up 5% on 2017 and also proposed share buyback of up to £1.75bn,
representing a total capital return for 2018 of up to £4.0bn, an increase of 26%
from 2017's £3.2bn figure.
Cash flowing through
In a note, Laith Khalaf, senior analyst at Hargreaves Lansdown pointed out:
"The big jump in profits can be almost all explained by falling charges for PPI
compensation.
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"To date PPI has cost Lloyds £19bn, and with the claims deadline looming in
August, that's going to be a millstone the bank will be glad to leave behind."
The analyst said that means more cash can flow through to shareholders, which is precisely what the bank is doing.
William Howlett, equity research analyst at Quilter Cheviot noted: "Although Lloyds has had a mixed fourth quarter, it
delivered another set of resilient results and announced a larger than expected share buyback. The bank continues to
protect net interest margins despite competitive pressure and is ahead of plan on cutting costs."
The wealth manager's analyst added: "While there are concerns with regard to a slowdown of the UK economy and the
uncertainty relating to Brexit, there are no signs of this in Lloyds' figures with loans losses remaining low supported by
record employment figures."
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He concluded: "We believe Lloyds offers a compelling capital return story reflecting the strength of its balance sheet
and underlying capital generation and as we near the end on PPI charges."
2019 cost guidance improved
Lloyds also gave slightly improved guidance on cost and impairments for the current year which means consensus
forecasts for 2019 may need to edge up.
Russ Mould, investment director at AJ Bell pointed out, in a forward-looking market, that makes it easier to dismiss the
slight profit miss in 2018.
He noted: "Before the financial crisis intervened Lloyds had a reputation as a solid income stock, and it appears the
current management are committed to regaining this mantle. A good job too as capital gains from holding the shares
have been thin on the ground.
"And while this is all positive there are clear reasons for not getting carried away."
Mould said: "Lloyds' domestic focus leaves it particularly sensitive to the eventual outcome from a Brexit process which
is still mired in uncertainty.
"If a no-deal outcome were to lead to a slump in the economy then this could result in an increase in bad debts with the
business arguably even more exposed following its acquisition of credit card business MBNA in 2017."
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No investment advice
The Company is a publisher. You understand and agree that no content published on the Site constitutes a recommendation that any particular security,
portfolio of securities, transaction, or investment strategy is suitable or advisable for any specific person. You understand that the Content on the Site is
provided for information purposes only, and none of the information contained on the Site constitutes an offer, solicitation or recommendation to buy or sell a
security. You understand that the Company receives either monetary or securities compensation for our services. We stand to benefit from any volume which
any Content on the Site may generate.
You further understand that none of the information providers or their affiliates will advise you personally concerning the nature, potential, advisability,
value, suitability or profitability of any particular security, portfolio of securities, transaction, investment, investment strategy, or other matter.
You understand that the Site may contain opinions from time to time with regard to securities mentioned in other products, including Company-related
products, and that those opinions may be different from those obtained by using another product related to the Company. You understand and agree that
contributors may write about securities in which they or their firms have a position, and that they may trade such securities for their own account. In cases
where the position is held at the time of publication and such position is known to the Company, appropriate disclosure is made. However, you understand and
agree that at the time of any transaction that you make, one or more contributors may have a position in the securities written about. You understand that price
and other data is supplied by sources believed to be reliable, that the calculations herein are made using such data, and that neither such data nor such
calculations are guaranteed by these sources, the Company, the information providers or any other person or entity, and may not be complete or accurate.
From time to time, reference may be made in our marketing materials to prior articles and opinions we have published. These references may be
selective, may reference only a portion of an article or recommendation, and are likely not to be current. As markets change continuously, previously published
information and data may not be current and should not be relied upon.
The Site does not, and is not intended to, provide investment, tax, accounting, legal or insurance advice, and is not and should not be construed as
providing any of the foregoing. You should consult an attorney or other relevant professional regarding your specific legal, tax, investment or other needs as
tailored
to
your
specific
situation.
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