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Welcome to the second edition of Kensington’s
Special COVID-19 Update Series. In this
newsletter, we look at the use of mortgage
payment holidays (MPHs) by customers in
financial difficulties as a result of the coronavirus
crisis. We examine the take up rate to date, and
take a closer look at the common characteristics
of loans that are on a MPH, and what this might
mean when payment breaks come to an end.

Introduction

For many UK mortgage customers whose finances have been
impacted by the current COVID-19 crisis, the government's
announcement on March 16" that lenders would grant payment
holidays on mortgages for up to 3 months was a welcome lifeline. The
measure is unprecedented, and would have been unthinkable just a
month earlier. Trade body UK Finance estimates that as of mid April, 1.2
million MPHs have been granted in the UK, at a rate of ¢. 60,000 per
day in the first two weeks. This means that data can vary considerably
by the date on which it is determined. In this newsletter, we examine
the profile of customer who have been granted a MPH as of April
20" in Kensington's serviced portfolio, which includes both our own
originations (legacy and new collateral) as well as third party clients’
loans. In addition to being the largest non-bank specialist lender in the
UK, Kensington is a leading mortgage administrator, servicing a total
of ¢. 10K mortgage loans across its own and third party portfolios.
Kensington's experience in the sector goes back almost 25 years
through the various platforms it has acquired and built. Likewise, the
group’s serviced portfolio is varied, with a mix of owner occupied
(OO) and buy-to-let (BTL), historic arrears cases, and a high proportion
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Key Highlights

* Mortgage payment holidays have been granted to a significant
portion of UK mortgage customers as a result of the COVID-19
crisis, with more than 1in 9 loans now on a MPH

* Certain loan characteristics appear to increase the likelihood of
a customer requesting a MPH

* There will be benefits for the industry to have standard options
like capitalisation at the end of the payment holiday but this
will need to be balanced against the specific needs of different
customers.

of outstanding loans originated before the 2008 financial crisis, as well
as a growing post-2015 book. In the following analysis, we examine
the serviced portfolio as a whole, noting trends along the way, and
drawing conclusions where we can.

Fig 2: Percent of Loans on MPHs in each Vintage

RS by Count M by Balance

Portfolio Trends

We start by looking at the correlation between a loan’s vintage and
the likelihood of it being on a payment holiday. Figure 1 shows the
distribution of the total loan book which the following analysis is
based on by origination year, both by balance and by loan count.
The distribution of MPHs that have been granted broadly follows
vintage, although there is some skewing in more recent years, with
loans originated from 2014 onwards representing a greater proportion
of MPHs than their weighting in the overall book. This is evidenced
in Figure 2, which shows the percent of loans by vintage which have
been granted a MPH. The most seasoned loans have the lowest take
up rate, peak pre-2008 crisis loans are just over 15%, and most recent
originations between 20-30%.
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Thistrendis one of the first to emerge, and there are several hypotheses
for this pattern. One is that legacy loans are more likely to have beenin .
arrears previously, and that borrowers with prior missed payments are Fig 5: Percent of Loans by CMI on a MPH
generally less likely to call their lender or servicer to discuss difficulties (by Balance)

than ones for whom the situation is unfamiliar. Figure 3 shows what
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requested in this analysis, as customers who ask for a MPH receive one 25% o ="
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A key distinction to keep in mind is that the absence of a MPH does not

signify the absence of financial difficulties, but just a failure to request
a payment break from the lender. In looking at the data more closely,
we found that c. 2% of the total portfolio cancelled their direct debit
(DD) mandates between the end of February and end of March, but a

Fig 6: MPH by Current Loan Balance

significant portion of these customers had not (or not yet) requested (by Count)

a payment holiday. There is a large variance in tendency to pay by 35% 277N

DD by vintage, as seen in figure 4, with most recent originations at 30%

close to 100% DD pavyers, vs. ¢ 60% for pre-2008 loans. The latter are 25% ! \‘
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The next pattern we observed is that customers on higher Contractual 5% ,'

Monthly Instalments (CMIs) exhibit a much greater likelihood to be 0%

on a MPH than those with lower ones (Figure 5). This trend is not ’ I;sthan SOKA00K  100K200K  200K300K  More than

unexpected, but it is notable how pronounced the correlation seems 300K
to be . Customers on a CMI of less than £500 (who account for over
60% of the total book by count and 44% by balance) had a MPH take-
up rate of between 5-15%, gradually increasing, up to over 30% for
those with CMIs over £1500. When we looked at how this compares
to loan balance (Figure 6), it is clear that a similar trend is seen. X
Customers with a loan balance of less than £50K had a take up rate Fig 7: MPH by Current LTV (by Count)
of ¢. 10%, which gradually increases with higher loan balances, up to
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almost 30% for loans of £300K or more (which only represent c. 3% of
the total serviced portfolio). When comparing this to LTV, the pattern 30% 4
remains the same, but less pronounced, moving from 10% at less than 25%
25% LTV, to 20% at LTVs over 85%. 20% -
Thefinal trendis a higher take up rate by customers on owner-occupied 150/0
loans than BTL, of ¢17% vs ¢12% (Figure 8). MPHSs are typically granted 10% 1
to landlords whose tenants are experiencing financial difficulties. It may 5% 1
be the case that tenants are failing to communicate with their landlords 0% -
about their circumstances. Alternatively, some landlords may be paying <25LTV 20 B 50 50&3/75 S 85 85+ LTV
their loan even where the tenant is not, as if they have the means to
M Percent who have a MPH Percent of Book

cover the payment (which is typically lower as it will be on an interest

only basis), they should do, so as not to accrue interest unnecessarily.
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Interestingly, one trend we expected to see which we did not, was
a greater tendency for Purchase loans to go on a MPH than Re-
mortgages, given the latter will generally have lower balances and
LTVs, and a track record of affording their mortgage payments. We
looked at more recent originations (2014 through 2020), as for very
seasoned loans the difference will have become insignificant in any
case, but found that the take up rate was very similar, at 21% for Re-
mortgage vs 24% for Purchase loans.

Fig 8: MPH by Occupancy
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Conclusion

Ultimately, the big question that arises out of this is how customers
will come out of these payment breaks and whether the trends seen
above can help us understand how easy or difficult that will be. There
is some reassurance in seeing that the majority of MPHs have been
granted to customers with previously performing loans, as well as the
fact that the loans in recent vintages with higher take up rates were
made to customers whose affordability was assessed using post
MMR rules that require a significant buffer in customer affordability
(even if not enough for the current situation). With no clarity on when
the economy will recover, it is difficult to predict how the situation
will play out and factors such as the industry in which a customer is
employed and when the lockdown and/or present restrictions are
lifted on those particular roles, will play an important part. There will
be significant operational benefits of a single form of restructuring
(such as capitalisation) for getting so many customers ‘back to normal’
in a narrow window, but one solution will not work for the individual
circumstances of all customers so the industry is going to have to
balance these two factors at the end of the payment holiday period,
whenever that may be.
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Disclaimer

This document is being provided to you (a) on the
basis of your acceptance of this disclaimer; (b)
for information purposes only; and (c) on a strictly
confidential basis. It may not be reproduced,
redistributed or disclosed, in whole or in part, directly
or indirectly, to any person without the consent of
Kensington Mortgage Company Limited.

The document does not create any legally
binding obligations on the part of Kensington
Mortgage Company Limited and/or its affiliates
(the “Kensington Group”). The recipient of this
document assumes the entire risk of any use made
of the information contained herein. None of the
Kensington Group, any person who controls the
Kensington Group, any director, officer, employee
nor agent of the Kensington Group or affiliate of any
such person has any responsibility for any direct,
indirect, consequential or other loss, damage, loss
of profits or other result arising from your or any third
party’s reliance on this information or the accuracy
or completeness thereof. We are acting solely in the
capacity of an arm’s length counterparty and not in
the capacity of your financial adviser or fiduciary.

This document and any information contained herein
has been obtained from, or are based on, sources
believed to be reliable. Numerous assumptions have
been used in preparing the information set out in this
document, which may or may not be reflected herein.

No representation or warranty (express or implied) is
made by the Kensington Group (i) that any information,
performance data, modelling or scenario analysis
obtained from any source is accurate, complete or up
to date; or (ii) as to the fairness, accuracy, adequacy
or completeness of the information, the assumptions
on which it is based, the reasonableness of any
projections or forecasts contained herein or any
further information supplied herewith. To the extent
that any information or analyses contained in the
document are based on public or private sources,
such information has not been independently verified
and is subject to change from time to time.

No assurance can be given as to the information’s
accuracy, appropriateness or completeness in any
particular context, or as to whether the information
and/or the assumptions upon which it is based
reflect present market conditions or future market
performance. The information should not be
construed as predictions or as legal, tax, investment,
financial or accounting advice. No assurance can be
or is given that the assumptions on the basis of which
the information was prepared will prove correct.

This document may include “forward-looking
statements”. Such statements contain the words
“anticipate”, “believe”, “intend”, “estimate”’, “expect”,
“will’, “may”, “project”, “plan” and words of similar
meaning. All statements included in this presentation
other than statements of historical facts are forward-

1. Due to a skew caused by very small sample size for 2010, data has been
adjusted to reflect average for the period 2009-2011.

2020 origination data is up to end of February originations

3. Arrears, CMI, and balances are all as of end of February 2020

looking statements. Such forward-looking statements
involve known and unknown risks, uncertainties
and other important factors that could cause
actual results, performance or achievements to be
materially different from future results, performance
or achievements expressed or implied by such
forward-looking statements. Such forward-looking
statements are based on numerous assumptions
regarding the relevant future business environment.
These forward-looking statements speak only as of
the date of this document and the Kensington Group
expressly disclaims to the fullest extent permitted
by law any obligation or undertaking to disseminate
any updates or revisions to any forward-looking
statements contained herein to reflect any change
in expectations with regard thereto or any change
in events, conditions or circumstances on which any
such statement is based. Nothing in the foregoing is
intended to or shall exclude any liability for, or remedy
in respect of, fraudulent misrepresentation.

None of the members of the Kensington Group
undertake to update this document, to provide the
recipient with access to any additional information or
to correct any inaccuracies in any such information
which may become apparent.

This document has been sent to you in an electronic
form. You are reminded that documents transmitted
via this medium may be altered or changed during
the process of electronic transmission.
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