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Servicer Evaluation: Target Servicing Ltd.

Ranking Overview

Servicing category Ranking

Management and organization

subranking

Loan administration

subranking Outlook

Residential loan servicer ABOVE AVERAGE ABOVE AVERAGE ABOVE AVERAGE Stable

Residential loan special

servicer

AVERAGE ABOVE AVERAGE AVERAGE Stable

Consumer finance loan

servicer

ABOVE AVERAGE ABOVE AVERAGE ABOVE AVERAGE Stable

Financial position Sufficient N/A N/A N/A

N/A--Not applicable.

Major Ranking Factors

Strengths:

• Target Servicing's customer service and client engagement is very high.

• Since our 2013 review, Target Servicing has been successful in acquiring new clients and portfolios. The new

business includes originating portfolios, which provide an organic portfolio growth.

• Continuing development of a robust, well established, and flexible IT platform.

Weaknesses:

• Limited track record in special servicing.

• Short tenure of senior management team, albeit with a lot of industry experience.

• High staff turnover relative to peers.

Opinion

Standard & Poor's Ratings Services' overall ranking on Target Servicing Ltd. (TS) is AVERAGE as a residential special

servicer in the U.K. and ABOVE AVERAGE as a residential mortgage primary servicer and consumer finance loan

primary servicer. This reflects our view of the company based on the major ranking factors in our criteria.

Outlook

The outlook is stable. TS continues to diversify and develop in a controlled way. It has a strong pipeline of new

business opportunities and a steady flow of new loan origination from existing portfolios. There was a net increase of

new residential loans of more than 4,700 in 2013.

The consumer finance portfolio decreased to 13,467 in 2012 from 26,903 in 2011. This was due to the fast attrition rate

of the motor loans it was managing, and the fact that it was not a major growth target area. In 2013, the motor loans

paid off completely but an originating portfolio more than quadrupled the consumer loans under management (see

table 1).
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Company Profile

Company Overview

Servicer name Target Servicing Ltd.

Date formed and name at incorporation Target Loan Servicing Ltd. - 2006

Servicing staff 150

Servicing centers Two

Client types Investment banks, high street banks, investors, building societies, etc.

Chart 1

Table 1

Servicing Portfolio
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Table 1

Servicing Portfolio (cont.)

2009 2010 2011 2012 2013

Amount

(mil. £)

Number

of units

Amount

(mil. £)

Number

of units

Amount

(mil. £)

Number

of units

Amount

(mil. £)

Number

of units

Amount

(mil. £)

Number

of units

Residential

First charge

prime

residential

mortgages

14.29 312 90.00 940 80.25 844 1,108.90 8,129 1099.34 8,016

Second charge

residential

mortgages

851.46 19,902 794.45 19,312 701.98 18,123 756.01 20,348 845.02 23,154

Buy to let 89.43 828 85.57 815 629.97 4,882 968.01 6,979

Equity

mortgages

124.84 1,341 111.78 1,297 105.25 1,221 100.90 1,158 96.09 1,098

Other 1.50 8

Total 990.59 21,555 108.56 22,377 973.07 21,003 100.90 34,517 3.00 39,255

Consumer

Consumer

loans

(unsecured)

0 0 0 0 1.80 361 28.58 4,212 112.47 19,308

Motor loans 115.45 22,035 169.47 41,728 88.62 26,569 26.88 9,255 0.00 0.00

Total 115.45 22,035 169.47 41,728 90.42 26,930 55.47 13,467 112.47 19,308

Table 2

Geographical Distribution Of Residential Portfolio

2010 2011 2012 2013

Amount

(mil. £)

Number of

units

Amount

(mil. £)

Number of

units

Amount

(mil. £)

Number of

units

Amount

(mil. £)

Number of

units

Largest region

(South East)

263.60 4,444 242.58 4,346 848.04 8,341 1,106.28 10,468

Second largest

region (North West)

129.81 3,007 113.24 2,775 266.18 4,316 292.05 3,381

Third largest region

(South West)

113.85 2,345 101.65 2,135 261.56 2,965 282.49 3,683

Fourth largest region

(East)

105.47 2,103 94.74 1,980 231.69 3,103 281.95 4,677

Fifth largest region

(West Midlands)

100.00 2,300 88.04 2,116 224.12 3,302 245.06 3,657

Sixth largest region

(Yorkshire)

89.12 1,892 80.74 1,765 165.43 2,984 174.58 3,187

Seventh largest

region (East

Midlands)

77.17 1,518 69.84 1,445 156.49 2,477 172.95 2,780

All other regions 206.65 4,768 181.94 4,441 442.25 7,029 454.59 7,422
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Management And Organization

Our subranking for management and organization is ABOVE AVERAGE, based on our view of the following

developments:

The Special Opportunities Fund (SOF) increased their shareholding in TS to 100% in 2013. SOF is a £1.5 billion fund

with six assets, including TS and Shawbrook Bank. It was formerly part of Royal Bank of Scotland Asset Management

Ltd. While it remains a significant shareholder, SOF is now an independent equity fund which enables fund managers

to be more autonomous and nimble.

TS' board is responsible for business strategy. The board comprises a newly appointed non-executive chairman with

considerable experience in outsourced servicing, the CEO, the chief financial officer, the sales and marketing director,

the group chief operating officer, and a non-executive director from SOF.

TS manages 14 contracts including residential mortgages, secured and unsecured loans, equity release, and structured

investments (outside the scope of this evaluation).

Target Group Ltd. (TGL), the parent company, has 35 software clients, 22 of whom are still originating loans. This

continues to be a prime business opportunity for those interested in outsourcing all or part of the loan origination

process. TS also considers banks as a good source of business, due to existing business relationships. In addition, it is

targeting closed and traded portfolios and niche lenders. Seven TS servicing clients are still originating loans, providing

ongoing portfolio growth.

TS purchased part of a portfolio of mainly first- and some second-lien performing loans. Another investor purchased

the rest of the portfolio. TS has the servicing contract for the whole portfolio and has boarded the loans. TS may

purchase further similar portfolios and is prepared to co-invest where the client would appreciate it, although neither of

these are primary strategic objectives. TS also successfully retained the servicing on a portfolio managed on a bank's

behalf, which was sold to an investor. These new investor clients provide opportunities for more business in the future.

In 2013 we were advised that TS was aiming to overachieve against budget, deliver committed projects, develop the

pipeline, work with existing clients, improve quality of delivery and efficiency, improve client perception, implement a

new executive committee (ExCo) operating model, develop high performing teams, and motivate and communicate

the corporate vision. Overall, TS successfully achieved the business plan for 2013, in our opinion. In addition to the

contracts mentioned above, TS obtained new portfolios from existing structured investment clients, which is not within

the scope of the evaluation. The staff turnover and staff survey results indicate that there is more work to do on

motivating and communicating the vision, but the company has already taken steps to drive this forward in 2014.

For 2014, TS has ambitious financial targets, including substantial new contracts with existing and new clients. The

pipeline is currently at the highest it's ever been, indicating that these targets, although ambitious, may be achievable.

Additionally, TS plans to drive sales through bridgehead offerings, such as data analytics, stand-by servicing, and

compliance services.
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Structure

TS strengthened its ExCo in early 2014 with the addition of two very experienced appointees: a market relations

director with board level experience at various lenders and an outsourced servicer, and a risk and compliance director

with 25 years' experience in the retail financial services sector, including a compliance director role and a consultant

role for the financial regulator. He is replacing the previous compliance director who left the role but remains a

non-executive director.

There were other senior management changes in 2013. TS appointed a new director of servicing with 24 years'

residential collection experience, eight of which were gained at a competitor third party administrator. The company

also created a new head of operations position in Newport and the new appointee has an insurance industry

background. Additionally, TS employed a new head of operations in its Chester office following the departure of the

previous incumbent after a short tenure. The new employee has 30 years' residential mortgage experience, including

eight years spent at a third party administrator.
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In addition to the market relations director, TS expanded the sales and marketing team with the addition of a servicing

sales director and head of marketing. TS' sales and client services team has 10 employees, which is large relative to

peers in the market and demonstrates the company's focus on client service.

Staff

Senior management, middle management, and staff experience is in line with what we see for similar servicers, as is

tenure for middle management and staff. However, senior management tenure is low at less than one year on average.

That said, we do not consider this to be a major concern as the 2013 senior management additions diluted average

tenure. We are advised that the current team is well positioned to take the business forward and will remain stable in

the foreseeable future.

Table 3

Average Years Industry Experience/Company Tenure

Experience Tenure

Senior management 22.50 0.38
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Table 3

Average Years Industry Experience/Company
Tenure (cont.)

Middle management 11.57 5.58

Staff primary/ master servicing 4.56 2.40

Staff early arrears 8.78 4.37

Staff late arrears / litigation 6.98 3.51

Staff property sales 17.88 6.46

Table 4

Staff Turnover

Number of FTE

2013 2012 2011

Staff at beginning of period 177 128 160

Number of joiners 78 89 30

Number of staff leaving voluntarily 64 12 27

Number of staff leaving involuntarily 3 1 2

Number of expired contracts 14 2 5

Number of staff redundant 34 4 1

Staff at end of period 150 177 128

FTE--Full-time equivalents.

In 2013 15 employees transferred from servicing roles to other roles within the company to use their servicing

experience in areas such as compliance and system testing. TS encourages staff mobility and considers it an

opportunity for individuals to develop within the company.

Staff numbers increased to 188 at the end of 2013 from 177 at the end of 2012. In addition to the creation of new roles

to reflect the needs of the business, there was a planned restructuring in Chester following the adoption of the Target

system for the new portfolio. This resulted in 34 redundancies in 2013, mainly in the Chester-based administration

team.

Staff recruitment is relatively easy in both Newport and Chester because several major financial services companies

have large operations in both areas. It is harder to find technical and collections staff locally but these types of staff are

generally happy to commute from a wider catchment area.

TS aims to offer a competitive package, but over the years it has transferred a lot of staff under the Transfer Of

Undertakings Protection of Employment 2006 regulations, so the employment terms are varied. The company revised

its bonus schemes in 2013. Management felt that the schemes drove different behaviors across the company. In order

to introduce the "Target Way," and taking into account the Financial Conduct Authority's (FCA) views, TS cancelled all

existing schemes and staff were compensated for the overall effect on their earnings package. TS also introduced a

new company-wide discretionary bonus scheme, which is performance related. Due to exceeding financial targets, the

company made a substantial staff bonus payment in 2013.

The 2013 staff survey showed that there was a satisfaction rate of 59%, the same as 2012, although the response rate
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increased to 93% from 86% across the group. In servicing, the response rate was 89%. The major focus areas for

improvement, based on the staff's scores, are: feeling valued and departments working less in silos.

The company has a succession plan and reviews it annually. HR conducts exit interviews, either in person or by phone

using a standard exit questionnaire.

Training/development

There are 4.4 full time dedicated training staff, including a learning and development team leader. We understand that

the training department checks staff training records and reports any non-attendance issues to management. TS is

currently looking for a learning and development manager to further strengthen the training function.

There is no mandatory number of training hours per employee but staff had an average of 25 formal monitored

training hours in 2013 (not including on-the-job training). The majority of this training, 14 hours, is regulatory and

compliance training to prepare employees for the implementation of the Mortgage Market review and the move from

Office of Fair Trading to FCA regulation for unsecured loans.

Employees have regular one-to-one meetings with their line manager as well as a performance review every six

months where they are assigned a career rating and are given the opportunity to discuss the next steps in their career

and their learning needs.

All staff attend a half-day corporate induction when starting at TS. It includes an overview of the company, fire, health

and safety training, location orientation, HR policies, and company culture. There is also a four day classroom

induction program for new operational employees. It covers topics across TS' operations, including policies and

procedures, telephone and IT training, compliance, regulation, and products. The operational trainer signs-off on new

hires prior to working in operational departments. The new hires and employees who have transferred internally to a

new position are assigned an experienced "buddy" to provide them with on-the-job support for an agreed period after

they start.

In 2013, the company developed a complaints department competency framework and delivered specific training to

staff as required.

In addition, each staff member receives regular performance feedback and a call-monitoring program records staff

handling of client calls against defined scorecards. This aims to develop individuals' skills, and additional training

support is available if necessary.

All staff receive compulsory annual regulatory and compliance training, such as anti-money laundering, anti-bribery,

and treating customers fairly courses via e-learning.

Internal training courses delivered include:

• Learning gym--personal development courses run approximately biannually to give employees the opportunity to

learn new skills (e.g. Microsoft training and personal effectiveness);

• Coaching for supervisors--endorsed by the Institute of Learning and Management, aimed at first line managers; and

• HR education sessions--modules for all team leaders and managers to provide information on HR-related topics.
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The learning and development team supports a number of external courses and professional qualifications that are

relevant to the individual's learning needs and the business requirements:

• Investment Operations Certificate--for the investment department and compliance function staff.

• Certificate of Mortgage Advice & Practice (CeMAP)--taken by staff who deal with secured lending portfolios. Mainly

staff in arrears, customer service, broker support, and compliance departments sit the exam. Currently, 20

employees have achieved the qualification. CeMAP is not mandatory, but TS encourages and funds it.

A centralized spreadsheet captures and records individual training hours. For all e-learning modules, each result can be

captured and saved automatically.

Each trainer is responsible for a business area and works closely with the managers and team leaders to identify the

required training.

The annual succession planning identified the need for two initiatives:

A "High Potential" scheme for which senior staff can be nominated to develop senior managers into potential ExCo

members and middle managers up to future head of departments. The company has developed this scheme in house

and is running it during 2014 instead of the Management Excellence Programme. However, TS may run it again in the

future and has not discontinued it.

Additionally, TS introduced a graduate scheme in 2013 in order to increase the amount of graduates in the company.

Five graduates will commence in September and will spend six months in four different placements across the

company.

Turnover

Our ABOVE AVERAGE subranking reflects a 29% staff turnover rate, which is higher than we see in ranked peers. In

our opinion, the organization's recent and future changes have resulted in some existing staff not being the right people

for the future. This has contributed to the increase in staff turnover, which discounts those staff remaining in the

company but moving to different roles and the surplus staff in Chester who were made redundant once the portfolio

acquisition was complete. As TS has completed these changes, we expect a reduction in turnover to be reported for

2014.

Systems and technology

As a supplier of loan servicing software to the financial services industry, TGL provides most of TS' systems under a

service management agreement. An IT team of 27 staff at TGL hosts and maintains IT and disaster recovery (DR)

planning, and provides technical support to the systems. Of this team, TGL has exclusively allocated seven employees

to TS, who are based in the Newport office and provide it with 24/7 support. IT development uses an agile

development process.

The production servers are located in the Target Data Center, which is a secure area of Target House, in Cardiff. We

understand that the data center is protected by dual uninterruptible power supply and generator backup,

ceiling-mounted air conditioning, and fire detection. The room is protected by a Novec gas fire suppressant system. All

external windows have grills and blast protection, and are alarmed. TGL's data center is ISO 27001 certified.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JULY 23, 2014   10

1348213 | 300418881

Servicer Evaluation: Target Servicing Ltd.



There is an IBM platform with Microsoft operating systems, a Cisco and Extreme network infrastructure, and a Cognos

Data Warehouse. Checkpoint firewalls are used throughout the group, with the aim of ensuring that one still works if

the other fails, with high availability pairing at key locations. Target has an intrusion detection system at its Newport

servicing site, which it tests annually. The last test was in November 2013.

TS maintains each client on a different instance of the application to ensure data integrity and security. It backs up,

encrypts, and stores data offsite daily at a facility maintained by a third-party provider, Crown Records Management

(CRM). Incoming and outgoing data is processed automatically and sent by secure channels. This has been audited by

clients.

Management must grant personnel permission to download data. All USB memory sticks and laptops are encrypted.

USB devices are scanned, logged, and shadowed. The company is therefore aware of who has downloaded what.

There is a password policy in place and passwords are changed every 30 days.

Antivirus software is automatically updated using Symantec System Center. There is an access control system and

passwords must be changed every four weeks.

TS considers that its infrastructure is scalable. We understand that its systems, as currently configured, have ample

capacity for further business due to their modular design. They can accommodate a minimum 100% increase and are

constantly monitored for capacity.

TS scans documents prior to being actioned, using an Electronic Document Management system developed by TGL,

which is based on industry standard KoFax systems. The system holds electronic document images.

TS uses an Avaya telephone switch system and outsources telephone support to Vodafone. The system is scalable to

1,000 users and has redundant lines from NTL and BT. TS also has a Qire power dialer.

TS uses external third-party data providers with integrated data feeds, including:

• Credit reference agencies, including Experian and Equifax;

• BACS (Banks Automated Clearing Service) for validation of customer bank details and generation of disbursement;

Post office address file for address retrieval and validation;

• Depending on sector, information from Glass' Guide, House Price Indices, and Automated Valuation Models, to

supplement customer information; and

• Third-party print houses for document production.

TS software supports a wide variety of financial products, including residential and commercial mortgages, equity

release, second charge, motor, investments, unsecured, and insurance premium finance products.

TS is not planning to change its IT budget in the next two years as it expects it to be just business-as-usual work. If

projects require IT work, the cost is built into the project budget. Since our previous report, none of the applications

have changed.

Clients have audited the IT platform in the last year with no issues arising.
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Table 5

Application Details

IT application Application's provider

Database management

system Other system applications it is linked to

TargetCentrac Target Group IBM I-Series UW, TargetSelect, TargetResult, TargetInformer, and

MS-Dynamics

TargetSelect Target Group IBM I-Series UW, TargetCentrac, and TargetInformer

TargetResult Target Group IBM I-Series UW, TargetCentrac, and TargetInformer

TargetInformer Target Group IBM I-Series TargetSelect and TargetCentrac

MS-Dynamics SQL TargetCentrac

Universal Workspace Target Group IBM I-Series TargetCentrac, TargetSelect, and TargetResult

DPR DPR SQL TargetCentrac

The system is backed up every 24 hours, encrypted, and stored off site. It is also replicated in real time from the host

servers in Cardiff to Newport. TS has a DR/business continuity (BC) plan, updated annually. We reviewed the plan,

which TS last updated on Nov. 1, 2013, and consider it to be very comprehensive. The last data test was in November

2013 and was satisfactorily completed. The system restored all data within 5.25 hours.

There is a back-up generator, which can ensure continuity of systems for 48 hours, although it can continue

indefinitely if it is refueled.

If staff are unable to access the Newport facilities, the plan requires the emergency management team to gather at TS'

premises in Cardiff, about 12 miles from Newport. The emergency text-notification system, TextAnywhere, would be

deployed to notify all TS department heads at the same time. Staff can also receive a text notification of a possible

disaster situation using the same facility. All staff have received a wallet card containing an information line phone

number. This line can be used as another means of contacting staff to notify them if a disaster scenario occurs.

If TS is not able to access its telecommunication systems in an emergency, it has a contingency cover set up through

an external provider, Arkadin Express.

Members of TS' emergency management team or their nominated deputies have to notify clients if there is a disaster

and inform them of the situation as it develops. The warm recovery site in Bristol, with 105 seats, is approximately 40

kilometers from Newport and is hosted by a third party. While Bristol would not accommodate all staff, particularly

during core working hours, it would be sufficient for Newport. There is a further continuity site in Manchester for the

Chester office. TS informs us that 100 staff can work from home, which it can increase if necessary. Therefore, there

would be full coverage in an emergency. A small number of desks could also be used as an emergency workplace

recovery at TGL's Cardiff offices. Staff members that TS considers key to its operations would use these desks in the

period between a disaster occurring and ICM's workplace recovery site becoming available. TS last tested the BC sites

in October 2013, and the sites were available within two hours.

TGL is able to implement an almost instantaneous switch over to Newport and this is better than the arrangement that

was in place with Sungard. In addition, Newport and Chester can switch over to Cardiff if necessary.
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Internal controls

All ExCo members sit on the audit and risk committee.

The audit department prepares the risk-based audit plan, and the audit and risk committee and board approve it. The

audit team of two reports to the chief financial officer to ensure independence of operations. The internal audit

department is also responsible for any audit of vendors, such as asset managers. TS plans to increase the team at some

point, but in the meantime if there were a need for additional resources, the company would contract an external audit

firm. In our view, as the company, portfolios, and clients grow in number and diversity, additional resource would be a

prudent move. Two members of the IT security team audit the information security management system on

secondment, in line with all other audits. Audit guidance is taken from the British Standards Institute's (BSI) publication

"Guide to the implementation & auditing of ISMS controls" based on ISO/IEC 27001.

The scope of each internal audit varies based on the subject's risk profile. For example, a client file audit will typically

review 25 accounts to ensure that they comply with regulations, the client's definition of service, and best practices.

Each portfolio will typically receive one file audit per year. The audit considers procedural, reputational, and regulatory

matters.

TS manages all the issues raised using an outstanding audit action log, which it maintains and circulates monthly. In

our view, the audit reports are very detailed. The audit manager records, updates, and follows up outstanding items

and reviews them at the monthly audit committee meeting. The audit and risk committee formally reviews the log and

provides oversight as required.

The head of internal audit facilitates the client audits. Each client conducts a review once or twice per year.

An audit committee monitors and reviews the effectiveness of the company's internal audit function in the context of

the company's overall risk management system. It considers and approves the internal audit function's remit and

ensures it has adequate resources and appropriate access to information, for it to function effectively and in

accordance with the relevant professional standards. It also reviews and assesses the annual internal audit plan, audit

reports, and management's responsiveness to the internal auditor's findings and recommendations.

The 2014 plan is on track. The audit level has remained similar, but management information has improved and audit

has a bigger emphasis in the company.

Table 6

Audit

Date of last audit December 2013

Number of highest risk findings 0

Number of other findings 8

Number of resolved findings (at end of February 2013) 3

Number of open findings (at end of February 2013) 5

TGL's data center is ISO 27001 certified and BSI audits constantly monitor security.

KPMG produced an ISAE 3402 type 2 (the ex SAS 70) report certifying that the control environment was operating

successfully.
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TS appointed a new group risk and compliance director in May 2012. The new employee has held director-level and

Financial Services Authority-approved positions, has extensive outsourcing experience, and experience of third-party

service provision from a client perspective. Since joining, the new director has revised the risk framework, which is

now embedded in the servicing and delivery divisions.

Overall risk management arrangements are based on the "three lines of defense" model:

• The business functions provide the first line, and are responsible for implementing key controls for identifying and

managing regulatory risks, ensuring on-going compliance, and monitoring their effectiveness.

• The compliance function provides the second line and is responsible for monitoring, reporting, and providing advice

to the business functions.

• Internal and external audit provides the third line and independently ensures that processes and controls in lines 1

and 2 are appropriate and operate effectively, through an independent review of the overall risk management

framework.

The risk and compliance director assigns each risk recorded on the risk register to an owner, who is then responsible

for updating the risk with mitigation action progress. The risk and compliance director also assigns each risk to a

director and/or head of department who has overall responsibility for the timely review and challenge of each risk

assigned to them. This person is also responsible for reviewing, evaluating, and challenging the risk mitigation

strategies adopted by their direct reports every month. TS usually schedules quarterly risk committee meetings, but

these have recently been monthly due to the level of change in the business. All meetings are minuted.

The compliance monitoring team comprises five staff members. Compliance acts in an advisory capacity for the

business, identifies upcoming regulatory changes, and compiles and issues monthly information bulletins to clients.

TS has created a new team for the oversight of financial crime, including anti-money laundering. TS has also taken on

this task for some clients.

The complaints team comprises 16 staff members and the company created the senior complaints manager role in

2013. Team members use an in-house built complaints management system, Appian workflow. The complaints

management process was re-engineered to ensure enhanced quality of complaints handling. The complaints team

undertakes root cause analysis to improve work processes, and gives feedback to clients where appropriate.

Table 7

Complaints

Number Amount (£)

Non-servicing complaints handled on behalf of clients 1,594 N/A

Servicer/servicing related complaints 1,942 N/A

Total number of complaints handled 3,536 N/A

Complaints referred to Ombudsman 268 N/A

Complaints upheld by Ombudsman 25 N/A

Percentage of complaints administered within regulators timeline (%) 98.31 N/A

Average days to solve a complaint 17.99 N/A

Fines by regulator 0 N/A

Redress awarded to borrowers 473 87,173.85
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Table 7

Complaints (cont.)

N/A--Not applicable.

TS maintains an ongoing quality control process, which helps to identify if database completeness and/or consistency

is compromised. It does this by running a suite of system queries that validate and/or cross validate system data

tables, ranging from client/account specific data to certain configuration tables, such as transaction set up. This

ensures integrity of data, any training needs, and early resolution of issues.

Insurance

We have had details of all current insurance policies, including directors and officers, professional indemnity,

employers, and public liability insurance.

Loan/Asset Administration

Our subranking for residential and consumer finance primary servicing loan administration is ABOVE AVERAGE and

AVERAGE for residential special servicing loan administration.

As of Dec. 31, 2013, the company serviced a combined portfolio of approximately 58,500 residential and consumer

finance loans, an increase of over 20%, representing a total unpaid principal balance of approximately £3.1 billion. We

reviewed all aspects of loan servicing, including loan boarding, payment processing, investor reporting, customer

service, and early arrears collections functions.

TS maintained a stable sized residential portfolio for several years, which increased in 2012 due to the boarding of a

large run off portfolio. The consumer finance portfolio had been decreasing but increased in 2013 to over 19,000 loans

due to a Shawbrook Bank originating consumer finance portfolio.

Table 8

Residential Portfolio Under Management By Bucket Of Arrears

Performing 1-30 day 31-90 day 91-180 day 180+ Litigation Possession/REO

Amount

(mil. £) Units

Amount

(mil. £) Units

Amount

(mil. £) Units

Amount

(mil. £) Units

Amount

(mil. £) Units

Amount

(mil. £) Units

Amount

(mil. £) Units

First

charge

prime

residential

mortgages

630.69 4,674 47.35 315 69.89 495 43.61 282 85.32 510 157.27 813 65.17 927

Second

charge

residential

mortgages

630.99 18,197 24.31 607 39.74 1,044 22.86 551 127.10 2,755 0.00 0 0.00 0

Buy-to-let 823.27 5,800 14.42 104 25.04 180 11.21 75 24.93 196 23.08 143 46.02 481

Equity

mortgages

96.09 1,098 0.00 0 0.00 0 0.00 0 0.00 0 0.00 0 0.00 0

Other

residential

mortgages

1.50 8 0.00 0 0.00 0.00 0 0.00 0 0.00 0 0.00 0

Total 2,182.57 29,777 86.09 1,026 134.68 1,719 77.69 908 237.37 3,461 180.36 956 111.20 1,408
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Table 9

Consumer Portfolio Under Management By Bucket Of Arrears

Performing 1-30 day 31 - 60 day 61- 90 day 91 - 180 day 180+

Amount

(mil. £)

Number

of units

Amount

(mil. £)

Number

of units

Amount

(mil. £)

Number

of units

Amount

(mil. £)

Number

of units

Amount

(mil. £)

Number

of units

Amount

(mil. £)

Number

of units

Consumer

loans

(unsecured)

109.76 18,897 0.20 54 0.97 145 0.33 52 0.56 71 0.64 89

Table 10

Portfolio Under Assessment (1st/2nd/3rd Asset Class) By Ownership

Percentage of portfolio directly owned (%) 0

Percentage of portfolio owned by third party (%) 100

Percentage of securitized portfolio (%) 0

There are regular operational meetings and reviews to manage the business, including workloads, resourcing, arrears

performance, and compliance issues.

TS does not outsource any of its primary servicing activity to third parties.

New loan set-up

TS trains all staff in the project delivery department on loan boarding, and also trains staff within the operational teams

for allocation to loan boarding project teams. The time taken to board portfolios depends on the size and complexity of

the portfolio. TS aims to board most new clients within three to four months of gathering the requirements.

TS boards all loans electronically and the data integrity team checks them automatically for data accuracy. The

company contacts all borrowers after boarding according to client instructions.

Document tracking

The percentage of loans checked for loan documentation depends on client instruction. An electronic document

management system, which TGL developed, based on industry standard KoFax systems, scans all incoming post and

documentation and adds it to the workflow automatically. Files and deeds are stored offsite at CRM, based in Cardiff.

The service level agreement (SLA) states that files should be delivered to Newport within two hours of an authorized

staff member's email request, who then passes the file to the person who requires it, and notes and monitors the

change of allocation.

However, as files are imaged, the volume of requests for physical files is low and mainly only for litigation purposes.

Payment processing
Table 11

Portfolio Under Assessment (1st/2nd/3rd Asset Class) By Payment Method

Number of units

2010 2011 2012

Accounts with direct debit 48,027 36,188 37,411

Other auto posted payments, e.g., standing order 264 209 145

Manually posted payments, i.e., debit/credit cards 15,814 11,536 10,428
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Table 11

Portfolio Under Assessment (1st/2nd/3rd Asset Class) By Payment Method (cont.)

Payments received through debt collection agencies 0 0 0

More than 79% of accounts are paid by direct debit, 2% fewer than in 2013. The rest of the payments, via debit cards

and checks, are manually posted.

Outgoing payments can be made by BACS, CHAPS (Clearing House Automated Payment System), and check.

To accommodate changes in their circumstances, TS allows customers to change their repayment date provided it

does not result in moving the payment into a different payment period. TS monitors the number of payment date

changes to ensure that the customer is not attempting to avoid payment. Apart from that, there is no restriction on the

day of the month the customer can request as their payment date.

Most clients give TS access to their bank accounts. TS does not hold client monies. Money is banked into client

collections bank accounts, which TS administers, and transferred to the client's normal bank accounts monthly.

Accounts are reconciled daily.

The financial servicing team comprises 15 to 20 staff members, including staff who work on the investment accounts.

Two members of staff open and sign for post, and send all payments to the finance department to be deposited. The

transaction team allocates the payment to the loan account.

Payment via the website is available and one motor portfolio client uses this facility. Of this particular portfolio, 30% of

its payments are made in this way.

In 2012, TS introduced text messages with a link to enable online payment (12% of arrears payments are made by this

method).

Property insurance

TS has a block contingency property insurance arrangement, and all policies supplied by the borrower are

automatically checked to ensure that there is an appropriate level of cover. The system monitors renewal dates and

tracks receipt of renewals from borrowers. If renewal information is not received, TS will place the property on the

block and charge the premium to the borrower. The process can vary from client to client according to the client

requirements.

Investor/client reporting

TS has two investor reporting staff members. However, they do not produce reports as TS does not report on any

securitized portfolios. TS supplies raw data to the client, who produces the reports.

TS issues management information monthly, including performance against key performance indicators and SLAs,

highlighting issues and outcomes.

The system supports financial reporting and reconciliation, as it posts all financial transactions automatically. The

reporting system interfaces with the general ledger.

TS provides clients with bespoke reports, according to their requirements and in line with the servicing agreement.
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Clients do not have access to raw data for their own use.

Customer service

TS works to exceed SLAs through the setting of operating level agreements (OLAs). The company sets OLAs at a

service level higher than those within SLAs. OLAs are the level at which the company measures service internally to

ensure that it exceeds client expectations whenever possible. TS introduced new management information in 2014 to

help measure and manage performance:

• Quantitative SLA measurement (approximately 400 SLAs monthly)

• Qualitative "perception" measurements, collected each month from clients.

Since December 2013, clients have completed a monthly feedback report. It is detailed and focused on quality,

governance, and performance. The results are recorded as red, amber, or green according to client perception. The

board reviews the consolidated report at its monthly meeting. TS believes that measuring client perception against

SLA performance, and investigating where results do not reflect client perception is important. To ensure that any red

or amber areas are taken care of, TS contacts the client and makes changes as necessary.

TS can accommodate different processes for different clients and asset types, and the system is integrated and very

flexible, in our view.

A configurable user interface, Account Viewer, ensures that staff members are given the most relevant information.

Mandate levels control the options available to a user and automated flow and work allocation ensures user tasks are

dealt with efficiently. There is the capability to fully audit each user's activity on line. The TargetCentrac system

automates interest rate changes, payments, and borrower notifications.
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Primary servicing staff have an average experience level and an average tenure of three years.

Early arrears staff have an average experience level of 7.8 years and an average tenure of 4.4 years, reflecting that staff

can move around within the organization and develop their knowledge and skills.

TS implemented cross-functional servicing and multi skilling of staff in the residential and consumer finance teams, in

order to ensure that it utilizes staff effectively. The company trains all staff in primary servicing in residential and

consumer finance loans to work on blended portfolios to ensure efficiency. There is an average of 565 loans per

employee, which is below the average we see for a portfolio of this type and reflects the capacity for growth within the

business.

The majority of documents that TS issues that are to be returned are bar-coded, which enables them to be

automatically routed to the desktop when they are scanned.

TS administers consumer finance loans in accordance with the Consumer Credit Act requirements overseen by the
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Office of Fair Trading, and administers residential mortgage loans in accordance with the FCA Mortgage Conduct of

Business rules.

CRM holds certain original documents, such as deeds and loan documents, stored offsite in Cardiff. CRM is

responsible for checking them before storing.

Outsourcing

TS does not outsource any primary servicing functions, but does outsource some special servicing work such as asset

management, valuation, and legal services. TS adopted a panel of vendors that were originally client vendors. It

monitors performance, and if a vendor is not performing to the level required, it will remove them from the panel and

replace them with a new vendor as appropriate.

Special servicing

In our opinion, TS has a good level of experience in distressed residential mortgage loan management. The

management team of five has an average of 22 years' industry experience and managers have an average of 10 years'

arrears management experience. We consider that this is commensurate with this ranking.

The arrears department looks at likely impairment indicators, such as payment date changes. It is also developing

stress testing to incorporate Bank of England rate changes, unemployment rates, and credit agency data. When it

identifies a risky loan, it sends a general "we are here if you need to speak to us" letter to try to engage the borrower in

discussion before the account falls into arrears. It tested a sample group with letters against one without, and found

that 18%-38% fewer borrowers in the group that received letters fell into arrears, depending on their risk profile.

There are approximately 6,700 residential loans in the special servicing category, which includes 90+ days arrears,

litigation, and repossession. Since boarding the portfolio containing the majority of arrears in 2012, up-to-date loans

have increased to 75% from 72%. Arrears have reduced in every arrears band from one month down to 24 months

down.

TS has comprehensive and clear policies and procedures for arrears staff to follow, tailored to the requirements of each

client. We have reviewed the arrears management procedure manual and have found it to be comprehensive and

clear.

TS is focused on arrears prevention strategies and regularly discusses them with clients. It has an in-house developed

secured loan roll rate projection model to simulate potential outcomes to market and economic changes, including:

• Mortgage rate increases in tranches of 0.25%;

• Increasing unemployment levels in line with external economic data; and

• The relative income criteria of the loan population, those in each arrears bucket, and their propensity to roll into the

next bucket taken from historical data.

Due to the nonperforming nature of the 2012 portfolio, TS developed functionality, including a forbearance model,

which is now available to other clients if they require it.

The quality control team reviews special servicing processes to ensure that customer outcomes are aligned with

regulatory and policy requirements. There are four monitoring sessions per agent per month, of which three are silent.
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Special servicing mainly takes place in Chester. The majority of staff in Chester work on arrears.

There is a relatively short track record of volume, but TS has been managing arrears since it was formed and has

developed strategies and analytics to support this part of the business.

Table 12

Early Arrears Recoveries

1-30 day (%) 31-60 day (%) 61-90 day (%)

Promise to pay success rate (percentage of promises kept versus promises made)* 73.10 73.10 73.10

Roll forward rate 1.37 17.22 16.88

Roll back rate 25.64 35.64 27.20

*Not able to report by arrears bucket - this is an average of the three buckets

The arrears management department uses an arrears management system, Target Result, to manage accounts in

arrears. The system incorporates automated letter strategies and organizes accounts into specific work queues. The

strategy is only used while the customer cannot be contacted. When a collector contacts the borrower and makes an

agreement with them, the case falls out of the automated strategy.

Early arrears management is a generic process, which can be tailored according to client requirements. Each client has

the ability to configure the automated collections strategy to suit their needs. Details of the automated strategies are

held within the client-specific process documentation.

The objective is to establish the root cause of arrears and cure them as quickly as possible. TS performs a full analysis

of the customer's circumstances and does an income and expenditure assessment to establish the reason for the

arrears and whether the cause of the problem is long or short term.

A low 2% of inbound arrears calls are abandoned and phone contact is made with the borrower within two days after

the missed payment, on average.

A number of tools are available to assist the customer with managing their arrears situation.

TS uses Business Rules Manager to identify loans likely to self-cure and which, therefore, should not need any

collection activity. Loans are categorized as red, amber, or green, green being the most likely to self-cure. Of the green

loans, 85% self-cure within one month and 97% within two months. Approximately 30% of all arrears are classified as

red. The highly focused approach to these highest risk new arrears has resulted in an improvement of 5% in cure rates

and, therefore, an improved cash flow.

TS issues various standard letters with different telephone numbers to direct borrowers to the agent best trained to

deal with specific issues. It also enables them to measure the success of different tactics.
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Loans without any payments have reduced from over 11% to below 7%, and successful arrangements have increased

to 82% from 68%.

TS' roll rates compare favorably with other ranked servicers. In 2013, 21.90% of loans in arrears of 60+ days rolled

back. In the same arrears category, the company received payment in over 37% of the cases where a client made a

non-formal promise to make a payment.

In line with SLAs, asset managers are required to provide a detailed report on the condition and value of repossessed

properties within 14 days. In 2013 there were 123 owner occupied property sales which resulted in a 24% overall loss

ratio, comparable with other ranked U.K. residential special servicers who have provided this information for 2013.

Financial Position

We consider TS' financial position to be Sufficient in the medium term based on its and TGL's audited 2011, 2012, and
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2013 financial statements.

Related Criteria And Research

Related criteria

• Revised Criteria For Including RMBS, CMBS, And ABS Servicers On Standard & Poor's Select Servicer List, April

16, 2009

• Servicer Evaluation Ranking Criteria: U.S., Sept. 21, 2004

Related research

• AVERAGE Ranking Assigned On Target Servicing As U.K. Residential Special Servicer; Primary Servicer Ranking

Affirmed, July 1, 2014

• Servicer Evaluation: Target Servicing Ltd., July 15, 2013

• Financial Position For U.K. Primary Servicer Target Servicing Revised To Sufficient, Oct. 25, 2013

• Select Servicer List, published monthly

Additional Contact:

Structured Finance Europe; StructuredFinanceEurope@standardandpoors.com
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