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# Settled
e Housing

» | | Solutions

Who are Settled Housing Solutions?

» Background
» Facilitators

 Latest Projects

Putting the pieces
together



*. Settled
: Housing

s | =~ Solutions

How the PRS Has Helped Local Authorities

» Temporary Accommodation
 Private Sector Leasing (PSL)

* New Housing Developments

« Homelessness Prevention

» Sustainable Communities Strategy

» Choice Based Lettings

Putting the pieces
together
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» | Solutions

Perceptions — PRS View of Local Authorities

* Poor Communication

* Inconsistent Standards

» Constant Restructures

» Tenant Focused Support

* Uninformed

Putting the pieces
together
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» | Solutions

Perceptions — Local Authorities of the PRS

* Poor Management Standards
* Bottom Line Agenda

e Short Term Tenancies

I et
Market
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» Unfair Advantage
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together
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» | Solutions

Impact of Credit Crunch

» Buy to Let Repossessions
* Increased Demand for Housing Services
« Scaling Back of New Developments

* Increased Competition

Putting the pieces
together
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The Solution!!!




# Settled
e Housing

» | Solutions

A New Approach

e Changing the Culture

» Developing Partnerships
» Access to Services
 Effective Management

* Enabling

Putting the pieces
together



#g Settled
e Housing

s | =~ Solutions

An A.S.T. Framework

» Unified A.S.T. Policies & Procedures
» A Comprehensive Tenancy Sustainment Plan

* Improved Advice and Support

Putting the pieces
together
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» | = Solutions

So...Who Pays?

* The Landlord
» The Local Authority

» The Consumer/End User

e All Sharing the Risk

Putting the pieces
together
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» | Solutions

The Future.....

* Improved Communication & Cooperation
* PRS Becomes a Real Tenure of Choice
* Increased Institutional Investment

e Sustainable Communities

Putting the pieces
together



Settled
Housing
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Contact details

alan@settledhousingsolutions.com

Iim@settledhousingsolutions.com
020 8090 7209

12 Camfrey Court
2a Priory Road
London, N8 7RY
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State of the Nation

How are landlords coping with the crunch?
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®* Market composition

® Attitudes & Behaviour

®* The Landlord’s Balance Sheet
* Market Opportunities

® In Summary

bdrc”
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The Landlord’s Panel fromm BDRC

BDRC — UK'’s largest independent research consultancy group
Mortgage market expertise via syndicated and bespoke projects
Landlords Panel — proprietary, syndicated research tool from BDRC
Launched in Q4 2006

Quarterly, quantitative study [500 interviews per wave]

Coverage : PRS + BTL

Sample recruited from an online consumer panel, aligned to ARLA
portfolio data

< 10% are repeat visitors, ALL are engaged in the subject matter

Core ‘tracking’ questions + flexible hot topic content [c.25 mins duratioﬂirc:

18



Market Composition
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The Pathway to Landlordship

Financial security remains the key driver for landlords’ involvement in letting.
Over a third fall into property letting ‘by chance’. On average, landlords have been

letting property for 5 years.

Reason for involvement in letting

34%

‘Accidental’
landlords

D000 N

By chance e.g. inherited

Acquired property when | met my spouse/partner
As a business/source of monthly income

To secure my future financial position

Other

20

Length of time letting property

%
Less than a year [ 10
1-2 years [ 21
3-4years [N 2
5-10 years _ 28
More than 10 years - 11

Average = 5 years

hirc



What discriminates amongst landlords?

Nothing (in this survey) discriminates more effectively than portfolio size...

Number of rental properties held (%)*  ‘Portfolio landlords’...

1property [ 05 * Indicative ‘tipping point’ = 20+
properties
2 propertes ] 16
3-5 properties [ ] 25
6-10 properties : 16 * More optimistic

®* More active

21-50 properties [__]5 * More focussed on letting
Over 50 properties ] 2 * More engaged with advisers and
agents

* More profitable!

*Source : ARLA August/September 2008 Survey Base: All hirc
(453), 21



Attitudes & Behaviour
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Key attitudinal indicators

Stated prospects for capital gain and rental yield reflect the unfolding crunch

50 A

N w B
o (@) o
1 1 1

=
o
|

% Stating Prospects 'Very good'

APR-AUG 2007: AUG 2007: NOV 2007:
SUB-PRIME SCALE OF THE UK HOUSING
CONTAGION CREDIT CRISIS MARKET

EMERGES 'TURNS DOWN'
SEP 2007:
40 A RUN ON

ROCK

JUL 2008:
MAJOR

APR 2008:
THE 100%

DEC 2008:
INTO

MORTGAGE IS LENDERS ON RECESSION...

CONSIGNED THE EDGE
TO HISTORY SEP 2008:

MANY BTL
PRODUCTS
WITHDRAWN

Capital Gains [ALL]

Credit Crunch Timeline - Source: BBC News

Q4 06 Q107 Q2 07 Q3 07 Q4 07

23
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Key attitudinal indicators [Portfolio Landlords vs All]

As can be seen, the story is NOT the same for all landlords...

APR-AUG 2007: AUG 2007:  NOV 2007: APR 2008:  JUL 2008: DEC 2008:
60 SUB-PRIME SCALE OF THE UK HOUSING THE 100% MAJOR INTO
CONTAGION CREDIT CRISIS MARKET MORTGAGE IS LENDERS ON RECESSION...

, 54 EMERGES 'TURNS DOWN' CONSIGNED THE EDGE
_ 50 - L ' SEP 2007: TOHISTORY o5 5008
= L’ . A RUN ON MANY BTL
o 7 . ROCK PRODUCTS
:’ . WITHDRAWN

\ .
CTJ 40 7] \ s "
> + 37 Y o
- ~ P L - - = 36
“ .. ) 35
o . M P
© 30 1 Rental Yields [20+ propertle§}- .. M
n ~ 27
o K5
o \ 5
=201 9 ~—+8 18 48
5 — 17
& 2
< 10 - .
10 Rental Yields [ALL]
0 T T T T T T T T 1
Q4 06 Q107 Q2 07 Q307 Q4 07 Q108 Q208 Q308 Q408
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Portfolio landlords tuned into market activity

% Stating Prospects 'Good or Very good

The outlook of professional landlords has tended to correlate with industry

data, at least until Q4 2008.

Hamptons
Lettings Applications
100 1 (YoY % change)

Letting Prospects
801 [20+ properties]
60 - [
40 ] ’

A
20 - ‘ ' LIAMPTONS
O T T T T T T T T T T T T T T 1

Feb-
08

Jan-
08

Dec-
07

Oct-
07

Nov-
07

Dec-
08

Oct-
08

Nov-
08

Mar-
08

Jun- Jul-08 Aug-
08 08

Sep-
08

May-
08

Apr-
08

bdrc”
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Net market growth is shrinking...

The PRS is still set for growth, but on a significantly reduced basis.
Portfolio landlords will be key drivers

40 A

30 20+

properties

Expect to BUY 57

w
o
1

21

N
o
1

Net
+21

(et ) ((nere )

N\
\/\ /15

% Expecting to buy/sell in next 3 months

10 20+
9 Expectto SELL properties
46
0 T T T T T T T
Q107 Q207 Q307 Q4 07 Q108 Q208 Q308 Q4 08

bdrc®
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But...landlords remain committed to the market...

In spite of these tough(er) economic times, the vast majority of landlords
are still ‘in it for the long term’

Projected tenure as landlord (%) PRf[S seems well set for the longer
erm...

® Average tenure stable at c.17 years

®* Those that are currently selling plan a
6 - 10yrs [ ] 20 quicker exit — 8 years
11 - 20yrs [ 24 * Those that are currently buying — 15
Over 20yrs : 7 years
Indefinitely : 21 ®* SARB specialists — 12 years
Don’t know : /

[Average — 17 years ]

bdrc®
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...and for many, their financial future depends on it

If not already a main source of income, it is set to become so for the
majority

If letting is not a main business
how is it viewed... (%)

propertles Q’
65%

A hobby or interest
. Yes, it is my main business/income at present Supplementary income source

[ !t is not my main business/income now but is An investment for the future
likely to be in the future

E Neither

Letting as main income (%)

®

bdrc
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The Landlord’s Balance Sheet
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For those that need it, mortgage finance is drying up

BTL is a subs-et of the PRS. 4 in 10 landlords carry no borrowing against
their portfolio, but...

Ease of getting mortgage finance

Financing of letting portfolio in last 3 months (%)

(%)
25 1
50 - 21
15 4 % stating ‘harder to get finance’
4 N
- 90% BTL
1U T
3 products
. ! withdrawn
on 30/9
- Letting portfolio owned outright \ /
- Have a mortgage on letting portfolio 0 , . . . ]
|:| Mixed — some outright and some mortgaged Q4 07 Q108 Q2 08 Q308 Q4 08

bdrc®
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Some key financials [Q4 2008]

Portfolio / Mortgage Borrowing

Higher gearing in smaller portfolios but......

£2,500,000 A
£2,133,333
£2,000,000 7 [ Portfolio Value/
£1,500,000 A
20% LTV
£1,000,000 A 19% LTV
90% LTV
£608,065
£500,000 - 77% LTV 65% LTV P
£243,673 / - 23
— [ Lending Outstanding ]
£O I I I I 1
All 1 Property  2-4Properties 5-19 20+ Properties

Properties

bdrc®
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Mortgage repayment difficulties

CML data suggests BTL arrears are rising:
Over-supply in some areas
Reduced rental income
Fraud
Reduced product supply

®* 900 BTL mortgages taken in during Q3
2008

®* 1.58% in arrears (Q3 '08)
®* BDRC's research (Dec '08) suggests:

* 4% missed a mortgage repayment in L12
months

®* 7% have been involved in some form of
repossession activity from a lender

* 2% fear proceedings may be about to
commence

32

Likelihood of missing mortgage
repayments in the next 3 months
(%)

Very likely [|1

Quite likely []7
Neither/nor :11
Quite unlikely [ ]2
Very unlikely :59

® Looking forward it's a mixed picture
®* The ‘at risk’ segment...

2-4 properties

Overseas property

Currently buying / selling

property hirc



Common tenancy problems come with a price tag...

Though 1 in 10 claim not to have spent anything on upkeep in the last 12
months, on average landlords are paying out c.£2,500

Common problems experienced (%) Cost of repairs and maintenance (%)

None - 9
Up to £499 (RN 24
£500 t0 £999 [ 26

£1,000 to £1,999 %

Had property damaged 35

by tenants

Had rental arrears 31

Made an insurance 10 22 £2.000 to £4.999 - 11| By portfolio
claim ’ ’ size
£5,000t0 £9,999 5 1
Had to use legal [ ERI 19 £10,000+ 2 =
services ’ 2.4
(TTTTTTTTIIITIT T T . £1,744
E Any of the above... 44 i [Average: £2,436} 5-19
! ! £3,768
oo ' 20+
[i Last12m [l Ever J \58’518 /

hirc
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Voids periods are stable at c.2 weeks per year

4 in 10 are affected by void periods, typically 15 days in duration in an
average property, usually covered by savings or income

Length of void period experienced (%)

1 to 7 days : 9

8 to 14 days =8

15 to 30 days = 18

31 to 90 days = 6

90+ days uz

[ Average void period 15 days ]

How voids are covered (%)

With rent from other - 29
properties
regular income
With a credit card - 13
or other credit

Missing mortgage payment - 10
(prior arrangement)

Missing mortgage payment l
(no prior arrangement) 5

bdrc®
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But latest regulation will build in cost for some

Energy Performance certification is not fully understood, and 86%
landlords agree that it will be a ‘costly administrative burden’

EPC awareness (%) Plans in response to EPCs (%)
(in next 3 months)

Make high cost improvements
(over £500) to energy efficiency
ratings

Sell properties with poor

65% energy ratings

[

Il Aware and understand the details
B Aware but don’t really understand

@ Not aware of EPC It will not affect my plans

20+ properties ]

Try to keep existing tenants in
properties with poor energy
ratings

Make low cost improvements
(up to £500) to energy efficiency :
ratings

I]

bdrc®
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Rental increases less likely and will be reduced

Pressure is being exerted on rental income, with any proposed increases
reduced year on year (5.7% - 4.6%)

Rental change in last 12 months (%) Rental change in next 3 months (%)

Average increase: 5.4%

M Increased Average increase: 4.6% M Increase
3 08 average = 6% D d [ Decrease
Q J ? [ Decrease Q3 08 average = 5.7%
B No change [ No change
1 Don’t know I Don’t know

bdrc®
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Profitability is under pressure and is polarised

This analysis shows that 1 in 4 landlords are carrying some degree of
financial exposure, rising to 40% of ‘amateurs’. Overall, the BDRC
profitability index was down sharply in Q4 2008

o NET PROFITABILITY
Profitability (%) (Make profit — Make loss)

All 23 i 42 15 n Net
Profitability:
Q4 08 +52
1 property 42 25

2-4 properties 12 48 12 B | Q308+68 |
5-19 properties 30 18 38 11 r Q2 08 +61 ‘
20+ properties ( )

Q1 08 +61

B | make a profit — enough to save some ) .
M | make a profit — enough to live on Q4 07 +64
& | make a profit — enough to supplement my income .

| break even . .
M | make a small / large loss Q307 +70

bdrc®
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Landlords increasingly looking at all opportunities to expand

Significant numbers have acquired auctioned and repossessed property.
SARBSs gaining a foothold, typically a landlord will hold 5 in the portfolio

Property at Auctions (%)  Property Repossessions (%) Sale & Rent Back (%)

1 property R
2 — 4 properties 37 8 12 6

[ B Very Interested W Done it already]

bdrc®
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In Summary

bdrc®
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In summary

Positives:

v" Landlords remain committed to the market long term

v" Not suffering any growth in voids
Mixed:

Still likely to see net growth in portfolios but at a lesser rate than in the past

Negatives:

X

x

Falling prospects of capital gain (obvious)
Slow erosion of optimism about yields, although not for professional landlords

While many do not need mortgage finance, big step up from Q3 08 in those
who do reporting difficulties in accessing finance

Some landlords fearing repo activity. Very small % but clear prospect of
acceleration over current actual repo rates (lines up with CML predictions)

Expenses increasing, because of more regulation
Most can’t or won't put up rents

Therefore falling profitability hi
rc
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“Although there are current difficulties in the
lettings market, as with the whole of the
housing sector, there are investment
opportunities for future letting. This depends
on carefully research, a fair approach to
potential tenants and goodwill from
government.”

bdrc”
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For Further Information...

* Please contact me if you have any questions or comments regarding the contents of this
paper...

Mark Long, Client Services Director

Tel : 020 7400 1016
Mob : 07966 454958
Mark.long@bdrc.co.uk

Web www.bdrc.co.uk
Switchboard: 020 7400 1000

bdrc®
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New Regulatory
Framework

 Royal Assent: July 2008
« TSA'Go Live': December 2008

e Consultation on Standards during 20009.

TririrniNnA AN +thaa O2ONNO o FAllAwa

IUIIIIIIU Ul 1 lIIC LUV lJUVVCID IUIIUVVIIIH

the consultation period

 Expansion of Remit to Local Authority
Stock scheduled for April 2010

TENANT
SERVICES
AUTHORITY




Our purpose

We are here to raise the standard of services for tenants:

to champion the needs and aspirations of tenants, both
those within and those as yet unable to access affordable
housing

to challenge providers of affordable housing services to
meet or exceed the highest standards of organisational
effectiveness and service delivery

to shape the affordable housing landscape by introducing
choice for tenants and providers

TENANT
SERVICES
AUTHORITY



TSA Corporate

Structure

Peter Marsh
Chief Executive

Governance &

o Tenants Services Market Development
Viability
Organlsathnal Regglatlon, Standards, Market Intelligence,
Financial Viability, . )
. . Good Practice, Choice,
Private Finance, Tenant Involvement Suppl
Special Measures, PRl
TENANT
SERVICES

AUTHORITY



How is the

with the credit

crunch?

The sector has suffered in four main ways:

e Falling receipts from shared ownership sales — reducing the cross
subsidy to fund social rent

» New debt has become scarcer and more expensive

e Certain associations have had to provide cash and security to meet
margin calls on swaps

e 5106 sites have dried up

Limnwanvinar DCl e havin rmanam~mad +A avinid +ha hiicinace
1 1UVVCT VCTI N\oLo 1iav li1iai |aucu LU AvuUIUu LIIT DUJIINITCOO
failures seen in other parts of the economy

e Underlying capacity is strong

e Many shared ownership properties are currently being rented, with
the support of the HCA

e 93% of the debt needed in the next 12 months is already in place
e Many swaps have been collapsed back into loan agreements

TENANT
SERVICES
AUTHORITY




How will
associlations

cope with 20097

The core business of associations remains strong,
demand for affordable rented properties is rising

The downturn offers the opportunity to focus on what
they do best and to deliver better value for their
tenants

Most organisations have reduced their shared
ownership exposure, helping to insulate them from
the housing market

The better organisations will be positioning
themselves to take advantage of the opportunities
when the economy improves

TENANT
SERVICES
AUTHORITY



What do

associations

offer in 20097

A strong and secure rental stream, partly
underwritten by Housing Benefit

Access to a counter-cyclical market segment
An asset base that has relatively low levels of gearing

Balance sheet asset values significantly below full
open market value

A business model that has coped with the worst
downturn since the war

A renewed focus on the core business and the needs
of their clients

Demand that outstrips supply by over 50%

TENANT
SERVICES
AUTHORITY



Data Collection
& Regulatory

Output

e Data Collection

— Financial returns
— Self Assessment Compliance Statement

— Management Information — frequency
determined by the presenting issue and
assessment of risk

— Quarterly Surveys

e Regulatory Output

— Annual Viability Review
— Regulatory Judgement

TENANT
SERVICES
AUTHORITY




TSA Powers

Direction to the HCA
Investigation

Enforcement

Penalty

Compensation

Appointment of Manager
Appointment of Board Member(s)
Management tender (by provider)
Management transfer (by TSA)

Moratorium powers

TENANT
SERVICES
AUTHORITY



Reality check: what is the

outlook for the housing,
debt and equity markets in
20097

Fionnuala Earley
Nationwide Building Society

Richard Donnell
Hometrack

Peter Stimson
Checkmate Mortgages

Alastair Stewart
Dresdner Kleinwort
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Outlook for the Housing Market

A bumpy ride ahead

Fionnuala Earley
Chief Economist
Nationwide Building Society

(ch Nationwide




e Economic background

e Collapsing housing market

e How much is funding to blame
e Risk

e Who can’t borrow?

e Deflation.....

Nationwide



Economic conditions worsening rapidly

100 Claimant Count, monthly change (‘000s)

1 504 - GDP Growth 4%
80 -
1.0% - | 306 60 -
0.5% - 40 -
- 2%
0.0% 20 -
. - 1% 0 — “II--I“'-IIIll 1, III
-0.5% - III||||| ! |||||I|I||I||I|
N Q0Q% (LHS) YoY% (RHS) o0 -
-1.0% - - 0% Dec- Jun- Dec- Jun- Dec- Jun- Dec- Jun- Dec- Jun- Dec-
200493 200503 200603 200793 200893 03 04 04 05 05 O06 06 07 07 08 08
Source: ONS Source: ONS

e Economy In recession
e Unemployment increasing quickly while vacancies fall sharply
e Confidence in future job availability waning

e Closer to 1980’s rather than 1990s downturn

Nationwide



Household incomes still under pressure

Households real disposable incomes

120, Nationwide Consumer Confidence
6.0% (2 quarter average, % yoy)
-0% 110 | Index
5.0% - 100 -
4.0% - 90 1
3.0% - 80 |
70 A
2.0% -
60 -
1.0% - 50
0.0% N \ 40 ‘ ‘ — : :
. S 3§ 8 8 8 8 8 8 5 5 5 8 8 8
8338888833338 383865 5 3 oou . 1o 1 Readn i Bnaitimge B 0 = B 5 = 8
2 58 538358 53858 5385 & 5
o » A S A - A S O » 0O m O » 0O L]
Source: ONS

e Real disposable income still under pressure in spite of falling
inflation

e Weaker consumer confidence will rein in borrowing and spending

Nationwide



Housing market activity has collapsed...

Housing turnover rate (20)
2.4% -
2.2% -
2.0% -
1.8% -
1.6% -
1.4% -
1.2% -
1.0% -
0.8% -
0.6% -
0.4% -
0.2% - w w w w w w w w w w w w
1984 1987 1990 1993 1996 1999 2002 2005 2008
Q3 Q3 Q3 Q3 Q3 Q3 Q3 Q3 Q3
Source: CML, DCLG
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- Severe rationing of credit
- Unprecedented pressure on affordability
- Evaporation of buyer confidence

Nationwide

\AIND

ra ot |
UvvcolL 1

\7

nvnle An
CvCilo VUl



Avalilability of credit - is this the whole story?

How economic and housing market conditions
affected the availability of household secured
credit over previous 3 months (net balance %6)

How wholesale conditions affected the
availability of household secured credit over
previous 3 months (net balance %6)

M ar-08 Jun-08 Sep-08 Dec-08
Mar-08 Jun-08 Sep-08 Dec-08 00
D 28
-10.0
0+
-20.0 -
10 4
-30.0 -
-20 4
-40.0 -
-30 4
-50.0 -
-40 i
37. lTlght_e_rwholesaIe 600 550
50 | conditions -585
-48.7 -700 4
-60 @ Support forrollover B Changing economic outlook

funding in conduits

Source: Bank of England Credit Conditions Survey. Source: Bank of England Credit Conditions Survey. B Expectations for house prices

e Financial turmoil has been significant factor

e But economic and housing market conditions have become
Increasingly important

e Indicates risk has become overriding issue

Nationwide



Affordability still very stretched

Ratio of house prices to earnings and

rents
23 1
21 1 ——Rents (lhs)
19 ——Earnings (rhs)
17 A
15 A
13
11
9
7
5
™ ™ ™ (32} ™ (2] ™ ™ (92] ™ ™ ™
o o o o ¢ o o o o O o O
n (o] — < ~ o o [{e] (2] N n (o]
N~ N~ © [ee} [ce} (o] (o2} (o2} (o] o o o
(o} [} (o2} (o} [} (o] (o2} [} (o] o o o
- — — - i — — - — N (9] (V]

Source: ONS, Nationwide, IPD

= Despite 16% house price fall,
e House prices remain

First-time buyer deposit requirement
- (%206 of annual income)

T 6.0

T 5.5
T 4.5
T 4.0

T 3.5 _

T 3.0

T 20 2007
+ 1.5

1.0

0% 20% 40% 60% 80% 100% 120% 140% 160% 180%
Source: ONS, Nationwide calculations

out of line with earnings and rents

e Most affordable rates now restricted to 75% LTV

e Deposit requirement for typical FTB has doubled

Nationwide



Borrower demand

How has demand for secured lending for house
Consumers' House Price Expectations

60 - purchase from households changed over last 3
' months (net balance 26)

4.0 -

2.0 M Mar-08 Jun-08 Sep-08 Dec-08

20 -
0.0 - ‘ ‘ ‘ ‘ : — ; ; ; ; A— ; ; 6.9 10.4
-2.0 - e pPoint Estimate % k 0 J ; ; ‘
40- ——3mth average -1.1 3.3
6.0 - -20 1 I
-8.0 - 28.6
SourceE' NC(—;I T s e s st -60 - 08 B Prime EBTL
. Source: Bank of England Credit Conditions Survey.
e Demand has been curtailed by credit conditions but also weaker
economic and housing market conditions
e House price expectations have fallen rapidly
[ J

Labour market weakness is leading to postponement of new borrowing

Nationwide



Buy-to-Let market offers little support

Rental Yields and BTL share of Mortgage market % BTL stock Taking new customers in
16% 8% 2007 Largest BTL providers, by gross advance |2008H1 2008?
14% + mmm BTL mortgage market share(LHS) Birmingham Midshires & TMB 24% Operating
1206 L 79 Mortgage Express / B&B 18% Not operating/Nationalised
——Gross Yield (RHS) Mortoage Works / UCB 1% Operati
10% ortgage Works o perating
8% 6% Paragon Group 7% Not operating
6% Bristol & West Group Estimated 7% Not operating
b+
Y E% Cheltenham & Glouchester 7% Operating
o 1 - 5%
Capital Home Loans Estimated 6% Not operating
2%
0 Northern Rock 4% Nationalised
0% - 4% Barclays- Woolwich 4% Operating
S 8 8 8 8 8 3 83 8 & 8 8 3 3 Total Estimate of 88%
S © © &6 © © © © © © © o© o o otal stimate o 0
N N w w S IS (&)] ol [} [} ~ ~ [ee] (o]
o o o0 O O O O O O O O O O QO
s @ = @ s @ = @ s @ = @ [ w Source: CML

Source:CML and IPD

e 30% fall in BTL lending in 2008 and expected to continue to fall due to
supply, risk and demand

e Collapse of several BTL lenders
e Higher perceived risks as BTL defaults pick up beyond prime levels

e Borrower demand will be muted by evidence of falling yields in 2008

Nationwide



Lending by sector

Contraction in lending by sector 2007/2008

£ bn %
Prime -8 -6%
Prime, High LTI LTV -41 -50%
BTL -10 -30%
Non Prime -23 -68%
Other 2 7%
Total -80 -26%
Identified higher risk (ex other) -74 -50%

Source: BoE, CML
Notes: 1. analysis over 10 month period 2. High LTV > 90%, high LITI>3.5

eCreditworthy borrowers still borrowing at 2007 levels

Nationwide



Inflation and interest rates

6% - Inflation measures | 7
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Source: ONS and Nationwide

e Inflation falling rapidly and expected to turn negative
e Desire to avoid protracted deflation will lead to further rate cuts

e Strong possibility of “‘printing money’ to avoid deflation

Nationwide



Deflation awful

Debt burden for inflation vs deflation . . .
Deflation vs inflation: Mortgage payment

—— Real debt with inflation = Real debt with deflation as % of net pay
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e Prolonged deflation is one of the most adverse economic
scenarios imaginable - Japan’s lost decade

N o W

e Falling prices - delayed spending - unemployment - falling asset
prices - falling wages - rising real value (and burden) of debt -
falling prices - delayed spending - unemployment - falling wages
etc etc

Nationwide



How to avoid deflation

e Reduce interest rates
e Build confidence in the banks - objective of recent bailouts

e Confidence in banking sector should promote lending to
businesses and consumers to help them to invest/spend

e Low interest rates should promote demand too

e Latest Government moves have all been about trying to inject
confidence into the banking sector to oil the wheels

e |f this doesn’t work will increase the amount of money in the
economy - printing money and distributing it via banks - but this
risks the return of inflation

Nationwide



Conclusions

e Economic conditions are not rosy

e Economy in recession likely to be similar to 1980s

e Contraction of housing market partly due to financial turmoil...
e ..but increasing risk is the overriding factor

e Creditworthy borrowers still borrowing at 2007 levels

e Avoiding prolonged deflation is key for future

e Confidence is essential

e Actions by authorities will help to encourage confidence - but
they have to be credible

e Still lots of uncertainties

Nationwide



hometrack

Renting versus buying
Market segmentation

BPF Residential Conference
Richard Donnell, Director of Research, 27 January 2009
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Cross tenure affordability — London  hometrack
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HArent Reference I'mediate  Private Buy re- Buyre- Buynewat 40% Lower
rent rent rent sale at saleat average Newbuild quartile
lower average homebuy terraced
quartile
2 bed flat House

Source: Hometrack For buying assume 6% mortgage rate and 85% LTV (7% for Homebuy)
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... roll forward to late 2009 hometrack

Cost per week 2008 Q4

HArent Reference I'mediate  Private Buy re- Buyre- Buynewat 40% Lower
rent rent rent sale at saleat average Newbuild quartile
lower average homebuy terraced
quartile
2 bed flat House

Source: Hometrack For buying assume 5.5% mortgage rate and 85% LTV (6.5% for Homebuy)



... must consider rental segments  hometrack

onapn

B VA Y I m—

70% A

60% A

50% A

40% A

30% A

20% A

% lettings by rent pcm - 2 bed property GB ex

Source: Hometrack

600 to 700, 23%

500 to 600, 25%

10% _l
0% A —

% renting

Largerfamily hot
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Reference rents / Housing Benefit
provides floor in the market





