SEPTEMBER

Welcome to the seventh edition of
Kensington’s Special COVID-19 Update
Series. In this newsletter, we look back on
the COVID-19 crisis and the impact it has
had and continuesto have onthe mortgage
industry. We focus on the mortgage
payment deferral scheme which has now
come to an end, the government’s two
income support schemes and the end of
the repossession moratorium.

Introduction

Eighteen months after COVID-19 first hit the UK, wreaking havoc
on the mortgage market, the wider economy and most aspects of
day-to-day life, it seems we have at last turned the corner. The roll
out of the vaccine programme is largely considered to have been
a success, all restrictions on daily activities and the operation of
businesses have been lifted, and a cautious sense of normality is
returning. In this edition of our special COVID-19 newsletter series,
we look back in detail on how the crisis has impacted the mortgage
industry, the extent to which we have emerged from it and what we
can expect going forward.

Mortgage Payment Holidays

One of the first and most significant impacts of COVID-19 on the
mortgage industry was the introduction in March 2020 of payment
holidays to help alleviate the financial impact of the virus and
resulting restrictions on customers. Within weeks, more than 1.8
million (c. 16% of the market) MPHs were taken by customers in
the UK, and Kensington saw close to a quarter of its serviced book
opting for a payment deferral by June. Starting in the later summer
months however, we saw these numbers decrease heavily, and
despite several extensions to the scheme (from an initial period of
3 months), live MPHs continued to reduce steadily. A small rise was
experienced at the start of the first winter lockdown in November
2020, but new take ups remained low (possibly in part due to the
fact that new MPHs and extensions to existing ones could not
exceed a total period of 6 months). The scheme closed fully at the
end of July this year, and Kensington exited its last payment holiday
at the beginning of August. Data for the wider UK market mirrors that
of the Kensington portfolio, with a sharp initial take up followed by a
steady decline (but is not available for publication).

COVID-19 Update Series Number 7

Kensington

Key Highlights

- Mortgage Payment Holidays (MPHs) which were used by
close to 2 million mortgage customers in the UK during
the pandemic, have ended, and Kensington has exited
the last of its MPHs

- Despite initial concerns, the impact on loan performance
to date has been limited, but the impending end of
the income support offered by CJRS and SEISS could
change this

« The moratorium on repossessions has led to an increase
in late-stage arrears in UK mortgage portfolios and this is
expected to take some time to reverse as the backlog of
cases is dealt with

Figure 1: KMC Total Live Payment Holidays
30K -
mTTSN
25K 4/ N
7
20K o e
15K 4
10K 4
5K 4 Jp—
oK — — e
S§R§8§]ERLITTFTHTHFEHHFH
KRGS Lo 5L = 5 > =
g 2352388888 <837°2

A key concern when the scheme was launched was the potential
long-term repercussions it might have, especially on loan
performance. While it is still too early to form a precise picture of
how loans that were on a payment deferral will perform, initial data is
encouraging. We examined c. 24,000 loans in our serviced portfolio
that were on a payment deferral at some point during the crisis. We
limited the examined pool to loans that were originated at least 1
year prior to the crisis to ensure there was some level of pre-crisis
performance data for comparison. We then compared the arrears
multiple of each loan 3 months after it exited its final (as some loans
were on multiple) payment holiday to the loan’s arrears multiple at
the end of February 2020 (i.e. the last month before COVID hit the
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UK). We found that for ¢.65% of loans the status was unchanged
and for ¢.15% it actually improved in this period. The arrears multiple
of ¢.21% of loans worsened, but for 3% this was by less than 1
contractual monthly payment, and for 12% between 1and 3 - only 6%
are more than 3 months further in arrears than prior to the crisis. This
suggests that the post-MPH performance of the majority of loans
is unaffected. Of course, at this stage this data is very preliminary
and the topic will need to be revisited in 6-12 months, when all other
support schemes have come to an end and the long term effect can
be more reliably observed.

Figure 2: Arrears Performance of Payment Holiday
Loans 3 months after Exit vs Feb. 2020
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some of the most impacted industries (see prior editions). The
number of employees on furlough increased markedly during the
winter lockdown. While it has now decreased substantially from
a high of almost 9 million in June 2020 to c. 2 million as of this
July, there is considerable concern regarding how the end of the
scheme will impact the 2 million people still relying on it, even after
all restrictions have been lifted. The last SEISS grant covered the
period to April 2021, when the UK was still in lockdown, so it is more
difficult to gauge the number of self-employed workers still relying
onit, but its end will no doubt leave a mark.

Figure 4 : SEISS Claims Made

Grants Period Total no.  Total value of
of claims claims
st grant Mar - May 2020 26m £76bn
2nd grant Jun - Aug 2020 24m £59bn
3rd grant Nov - Jan 2021 2.2m £6.2bn
4th grant Feb - Apr 2021 19m £5.5bn
5th grant May - Sep 2021 TBC TBC
Total 1-4th 91m 25.3bn

Income Support Schemes

In parallel to the end of payment holidays, the other two key
schemes for customers, the Coronavirus Job Retention Scheme
(CJRS, also known as furlough) and Self Employed Income Support
Scheme (SEISS), are also closing at the end of this month. Both had
a significant impact, as over the 16 months to July 2021, £67.4bn of
claims were made for CJRS, and £25.2bn of claims were made in
SEISS grants (a fifth and final one covering May-Sep 2021 is still due
to be paid). Similar to payment holidays, uptake for both peaked
early in the crisis, but they continued to play very important roles
in supporting a huge number of people’'s incomes, particularly in

Moratorium on Repossessions

In addition to the schemes described above, mortgage customers
who were already experiencing financial difficulties before the
pandemic also benefited from the moratorium on repossessions,
which was effectively in place from the start of the crisis until

April 2021 (it ended briefly at the end of 2020, but a winter truce
was in place during most of this time). This essentially means no
proceedings took place for over a year, and evictions only resumed
in June. The impact this has had can be seen in figure 5, which
shows the very sharp drop from an average of almost 2,000
repossessions per quarter in the year before COVID-19 hit, to just
over 300 (almost all of which almost would have been voluntary)
during the pandemic. While this protection was clearly very
important for customers during a difficult time, the consequence
is that lenders lost the only tool left to encourage customers in

Figure 3: Number of Employees on Furlough
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Figure 5: Mortgage Possessions by Number
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Figure 6: Number of Owner Occupied Mortgages
in Arrears by Balance in Arrears
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serious payment arrears to rectify this position. This means that one
area where we have seen notable mortgage portfolio deterioration
is in the late stage arrears bucket. With litigation unavailable, loans
that would normally exit via the repossession route have remained
in portfolios. As seen in figure 6, while most arrears buckets have
remained fairly constant over the last 3 years, there has a notable
increase in the number of loans with a balance of more than 10%

in arrears since the 2nd half of 2020. While proceedings have now
resumed, we expect the backlog to take upwards of 18 months to
clear.

Disclaimer
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Conclusion

While the end, after 18 long months, of all schemes to support
individuals who have been financially impacted by COVID-19
suggests we have finally moved past the point in the pandemic in
which people could not get through the crisis without government
support, cautious optimism is likely more appropriate than
celebration. Many customers have been able to take advantage

of the breathing space offered by payment holidays and income
support schemes and then returned to making normal payments,
but others have not and are unlikely to. Although businesses

have had all restrictions lifted, many sectors including travel,
entertainment and hospitality are still far from being able to operate
at their prior levels. As the schemes come to an end, the extent

to which they have been propping up businesses and individuals
in unsustainable positions is likely to be revealed. Even those who
have come out well will face certain economic hurdles, such as
trying to take out a new mortgage after a year of lower income and
profits. These issues will be the easier ones to solve - for example
Kensington launched an Income Recovery product last week to
help customers whose income was affected by Covid. For the

rest, we can only hope that as we go into winter the grip of the
virus on our health system, economy and day-to-day lives does
not strengthen once again, and we can continue to focus on the
recovery.

Sources

Fig Tand 2: KMC internal Data
Fig 3 and 4: HMRC coronavirus (COVID-19) statistics
Fig 5 and 6: UK Finance Mortgage Data

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 (i) 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-

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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