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Research Update:

U.K.-Based Specialist Lender Jerrold Holdings
Outlook To Negative On Potential Economic
Deterioration; Rating Affirmed

Overview

e In our view, the U K 's June 2016 referendumvote to | eave the EU
("Brexit") has increased the risks of adverse econom ¢ devel opnents in
the country. As a result, we now see a negative trend for U K banking
i ndustry economic risk, which we use to derive our starting point for the
ratings on specialist lender Jerrold Holdings Ltd. (which trades as
"Toget her").

* W also believe that the U K has now entered into a correction phase,
driven by our revised expectation that econonic inbalances will worsen as
credit growth slows and real house prices contract. However, we consider
that lending institutions' underwiting standards, |ow interest rates,
and | ow unenpl oyment should nmitigate the extent of losses in the sector

* W are therefore revising the outl ook on Together to negative from
stable. We are affirmng the rating on the conpany at 'BB-'.

» The negative outlook reflects our view that Together's creditworthiness
coul d weaken over the next 12-18 nonths if prolonged economic uncertainty
| eads to a weaker operating environnent.

Rating Action

On July 8, 2016, S&P d obal Ratings revised its outl ook on nonoperating
hol di ng conpany (NOHC) Jerrold Holdings Ltd. (which trades as "Together") to
negative fromstable. W affirmed the long-termcounterparty credit rating at
'BB-'.

Rationale

The outl ook revision reflects the growing risk of adverse economc

devel opnents and econom ¢ uncertainty arising fromthe recent Brexit vote, as
a result of which we now see a negative trend for econonmic risk in the UK
banki ng sector. This is applicable to Together, given its |lending profile.

W believe that the U K econony is no |longer in an expansionary phase and is
now entering a correction phase. W expect the Brexit vote to reduce consuner
confi dence and the demand for credit in the near term W believe that this
and the potential reduced overseas demand for U K. property will affect house
prices. Neverthel ess, we do not expect significant |osses in the housing
sector given the nuch-inproved underwiting standards since the financial
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crisis, the still low-and declining--interest rates, and | ow unenpl oynent.

In our opinion, the Brexit vote is a semnal event that will lead to a less
predictable, stable, and effective policy framework in the U K The Brexit
result could lead to a deterioration of the U K 's econom c performance,
including its large financial services sector, which is a major contributor to
enpl oyment and public receipts. As such, we recognize that there is a high
degree of uncertainty in the near term

We believe that Together's very strong capitalization as nmeasured by its

ri sk-adjusted capital ratio of 22.6%as of March 31, 2016, its track record of

operating through econonmic cycles, and the absence of short-term debt

maturities, provide it with the ability to continue operations through an
extended period of economi c and market uncertainty. W therefore affirmed the

"BB-' long-termcounterparty credit rating on Together. Neverthel ess,

hei ght ened political and econonmic risks will likely create nore chall enging

operating conditions. In particular, we believe this has the potential to

constrain earnings in several ways:

e Credit growth will likely be nore subdued. W believe there is now an
increasing risk of a house price correction arising fromthe uncertainty
generated by Brexit. In our view, households' high share of property
assets increases the sensitivity of consuner demand to housing prices.
This could directly affect Together given its focus on niche areas of the
U K residential property market.

e Pressure on net interest nargins could increase if, as appears likely,

t he Bank of England | oosens its nonetary policy further. W believe
Toget her's high net interest margin of just above 8% and potential asset
repricing could absorb some of this effect, however

e Credit losses will likely increase, albeit froma relatively | ow base
gi ven that possible declines in collateral values and a hi gher |evel of
customer defaults would lead to additional provisioning needs. This risk
is sonewhat mitigated by the 52.5% wei ght ed- average i ndexed | oan-to-val ue
(LTV) ratio of Together's total loan portfolio as of March 31, 2016.

Qur view of economic risk in the U K could weaken--potentially leading to a
downward revision in our economc risk score to'5 from'4'--if:
e« Asignificant correction in asset prices becones increasingly |ikely,
with credit losses junping to levels well above the 69 basis point
| ong-term average, and closer to levels seen during the global financial
crisis; or
 Factors such as sterling's loss of status as a reserve currency, or
anot her referendumthat |eads to Scottish i ndependence, result in
significant further institutional, financial, and econonic uncertainty.

W set Together's preliminary anchor, the starting point in deriving the
rati ngs, three notches bel ow the anchor for U K. banks. The three-notch
differential reflects Together's |ack of access to central bank funding, its
| ack of regulatory oversight relative to licensed U K banks, and potentia
susceptibility to strong conpetition given banks' typical |ower financing
costs.
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Outlook

The negative outl ook on Together reflects the negative trend we see for
econom c risks following the U K 's decision to | eave the EU. W believe that
Toget her's creditworthiness could weaken over the next 12-18 nonths if

prol onged econom ¢ uncertainty |eads to a weaker operating environment.

Al t hough Together's strong capitalization and robust earnings track record
somewhat nitigate this risk, we nevertheless identify risks to asset prices,
asset quality, and Together's revenue generation, which may result in pressure
on the current ratings.

Downside scenario

We could | ower the ratings on Together by one notch in the next 12-18 nonths
if we revised down the starting point for our ratings on U K non-bank
financial institutions. This could occur if we observe a weakening in the

U K 's economic resilience and if Brexit-related uncertainty creates a weaker
operating environnent for U K -focused |l ending institutions such as Toget her.

Upside scenario

We coul d revise the outl ook back to stable if we take a nore favorable view of
the systemwi de risks for domestic U K lending institutions. Wiile less likely
at this stage, we could also revise the outl ook back to stable if Toget her
denonstrates continued grow h wi thout deterioration in new | endi ng standards
or pricing, and inproved bottomline earnings.

Ratings Score Snapshot

Jerrold Hol di ngs Ltd.

To From
| ssuer Credit Rating BB-/ Negat i ve/ - - BB-/ St abl e/ - -
Goup credit profile bb- bb-
Anchor * bb+ bb+
Busi ness position Moderate (-1) Moderate (-1)
Capital and earnings Very Strong (+2) Very Strong (+2)
Ri sk position Moderate (-1) Moderate (-1)
Fundi ng/ Liquidity Moder at e/ Adequat e (-1) Moder at e/ Adequate (-1)
Conpar abl e ratings adjustnent Negative (-1) Negative (-1)
Support 0 0
GRE 0 0
G oup 0 0
Soverei gn 0 0
Addi tional factors 0 0
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*The typi cal anchor for a nonbank financial institution is three notches bel ow
t he bank anchor, derived fromour Banking Industry Country Ri sk Assessment.
The anchor for a bank operating in the U K is 'bbb+'.

Related Criteria And Research

* Issue Credit Rating Methodol ogy For Nonbank Financial Institutions And
Nonbank Fi nanci al Servi ces Conpanies, Dec. 9, 2014

* Nonbank Financial Institutions Rating Methodol ogy, Dec. 9, 2014

e Group Rating Methodol ogy, Nov. 19, 2013

e Quantitative Metrics For Rating Banks d obal ly: Methodol ogy And
Assunptions, July 17, 2013

* Revised Market Ri sk Charges For Banks In Qur Risk-Adjusted Capital
Framewor k, June 22, 2012

e Banking Industry Country Ri sk Assessnment Met hodol ogy And Assunpti ons,
Nov. 9, 2011

e Bank Capital Methodol ogy And Assunptions, Dec. 6, 2010

Ratings List

Ratings Affirned; CreditWtch/Qutlook Action

To From
Jerrold Hol di ngs Ltd.
Counterparty Credit Rating BB-/ Negat i ve/ - - BB-/ St abl e/ - -
Jerrold FinCo PLC
Seni or Secur ed* BB-

*Cuaranteed by Jerrold Hol di ngs Ltd.

Additional Contact:
Financial Institutions Ratings Europe; FIG_Europe@standardandpoors.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. standardandpoors. com for further

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitalig.com All
ratings affected by this rating action can be found on the S& d obal Ratings
public website at ww. st andar dandpoors.com Use the Ratings search box | ocated
in the left colum. Alternatively, call one of the follow ng S& G obal

Rati ngs nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-4009.
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