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SLIDE 1 

John Van Kuffeler, Executive Chairman 

Morning everybody and welcome to our Investor Day Presentation. I’m going to start by just 
introducing my colleagues, who are each going to speak in turn here. 

So I’m first of all starting with Miles Cresswell-Turner, Executive Director, who’s sitting over 
here. Nick Teunon, Chief Financial Officer, and Peter Reynolds there, Director of 
Communications. And then here, Danny Malone, the CEO of Everyday Loans. And on the 
far side is Mark Bardsley, the CEO of Loans at Home, and we’ve got Jono Gillespie, the 
CFO of Loans at Home. And we have Richard Sharp, the Managing Director of Trusttwo. So 
you’ll hear from each of us in turn. Jono is not actually giving a presentation but is available 
to answer financial questions. 

SLIDE 2 

So, the agenda you’ve seen, so I won’t waste time on that, and I’ll go straight on to the 
overview.  

SLIDE 3 

So, in February 2015, we set out our investment case to our shareholders and potential 
shareholders, and said we saw a case to build a sizeable player in the non-standard 
financial sector. Twenty months later, we have three significant businesses; we have over 80 
offices, 140,000 customers, and we have really achieved most of the things, if not all, that 
we set out to do within the first couple of years. Our thesis also remains on course; the 
sector is growing and we see that, whether it’s in the gig economy or through self-employed, 
and we also see very few, if any, sizeable new entrants coming in. 

Structural and regulatory change means that each of our chosen segments has strong 
growth potential, and that is because the regulatory change means that regulation from the 
FCA is becoming tougher by the day. Companies with good management teams and strong 
capital backing are in short supply and that plays to our strengths.  

The regulator has also said on various occasions, and indeed privately to us, that instead of 
having 56,000 companies or businesses which they regulate, that they want fewer well 
capitalised, well-managed companies like Non-Standard Finance. 

Further opportunities may also be presented through a second wave of M&A and we can 
see that through further regulatory constraint, which I mentioned and a lack of available 
funding coming through, as people still are concerned as to where the FCA is going to end 
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up. We understand it completely, others do not.  A further reason is a change in risk appetite 
from current owners of businesses. 

So, we continue to make good progress towards our goal, which is 20% per annum loan 
book growth and 20% return on assets in each of our operating business.  

SLIDE 4 

Our three businesses, which I’m sure you’re all very familiar with, are branch-based lending, 
which is Everyday Loans; Home Credit, which is Loans at Home; and Guaranteed Loans, 
which is Trusttwo. 

SLIDE 5 

Now, looking at an overview of each of these and their growth potential, we’ll go into much 
greater detail as we go through with each of the sections in detail, but this is just a brief 
summary. 

Branch-based lending, this is our largest business, which accounts for some 75% of our 
overall business.  

The market: the market is terrific, because we’ve seen £5bn of lending withdrawn from this 
market since 2008. There were quite a number of sizeable players and virtually all of those 
have withdrawn and you can see, just taking the top four, that some 400 branches have 
closed post-crisis. That leaves Everyday Loans as the largest player in this market.  

There are considerable barriers to entry for others coming in. We have a branch network that 
is well-established. It costs serious time and money to actually establish a branch network. 
Skilled management teams are in short-supply because with 400 branches having closed 
eight years ago, those people working there have gone off and done other things. So we are 
one of the few with a skilled management team who know how to run this branch-based 
management business. 

We also have the proven underwriting capability. We have a scorecard that has stood the 
test of time for ten years, since its foundation in 2006, and we’ve been through both a 
serious recession and indeed the worst financial crisis we’ve seen in our lifetime, which has 
contributed to a scorecard, which is therefore extremely robust. 

So, we have a business with national coverage, 39 branches, a highly experienced 
management team, a proven and scalable infrastructure, and a market, frankly, of £5bn that 
is there to be filled. The only other player is about a fifth of our size, so we’re in a very good 
position. 

Then on to home credit - a different story but an equally interesting one. Here, we have a 
major shift in a market which is actually mature. There are three million people who from 
time to time use home credit, of whom about 1.5 million borrow at any one time. And the 
largest player in the market, Provident, has shed 950,000 customers, and that means that 
there are a lot of customers out there for our business. We have about just short of 100,000 
customers, so doubling our size means we only have to take the top 10%, the best 10% of 
the million who have been let go.  
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The number two in the marketplace is actually focusing on acquiring very small other 
companies, so we are again the main one going after this void in the market that’s been 
created. 

Another point is that those on lower incomes are actually better off. Of the lower income 
earners, the bottom quintile is actually the one quintile which is better off today than they 
were in 2008, and that is not so for the other sectors. 

On barriers to entry, the agent network is significant - there has been no sizeable entrant into 
the home credit market for at least the last 25 years. We have a really good first-class 
management team; and you can see that there are a number of people here who are ex-
Provident, including Mark, Jono and myself, to name but a few! So we know and understand 
the market extremely well. 

We are the number three in the market, we have a good management team and have yet to 
reap the benefits of technology, which we’ll talk about a bit later on. 

Then moving on to guaranteed loans: This was a market that in its current form was really 
invented by James Benamor in 2006 at Amigo. They are the market leader with an 80% 
market share. No clear number two has yet emerged; but this creates a terrific opportunity 
for us and we are building a management team, hence Richard being here today to talk to 
you. Secondly, we have the financial backing. And thirdly, we actually have a business that 
has been up and running now for two years and is already profitable, and so we are in a very 
good place to take this further. 

The barriers to entry are principally that it’s a very complex business to do: lining up the 
guarantor, the borrower and the company lending is actually quite complex. We understand 
and know how to do that and, as you will hear later on today, both the financial brokers and 
the customers are very keen to see a sizeable number two player appearing, which we 
intend to be us. 

So, we have the proven and scalable infrastructure there, a new MD has been hired and it 
has the financial backing of ourselves, which a lot of others don’t have. 

Now a word about our key risks and how we manage them.  

SLIDE 6 

Conduct and culture, we already have three companies with very good conduct and 
culture, but we don’t just sit on our laurels - we have lots of training in order to ensure 
everybody knows, understands and complies with new regulation as it comes out, virtually 
on a weekly basis. We have quality assurance, we have internal audit, both of which are 
extremely effective. We have built a strong relationship with the FCA. Now building a 
relationship with the FCA is not easy. You have to show that you are a really professional 
team who really know what you’re about and impress them in every possible way. We have 
succeeded in doing so and, as you will have noted, we have received our FCA licence and, 
indeed, change of control from the FCA for Everyday Loans and Trusttwo.  

We also have a very active Regulatory Affairs programme. So Peter Reynolds and I, for 
instance, over the past three or four weeks, have met with Philip Hammond. I’ve met with 
Jane Ellison, who’s one of his junior ministers at the Treasury with whom I spent an hour and 
a half talking about our industry and how important it is with David Davies, who, although it’s 
not his brief, was brought up on a council estate and understands the sub-prime market and 
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is therefore generally sympathetic in our cabinet. We have also met with a whole host of 
other MPs that we have talked to in Whitehall. The important point here is that we are 
explaining how important this service is to the economy and how important it is that 12 
million UK adults should have access to credit. 

That moves me on to credit. We have proven scorecards, which we’re continuing to improve 
literally as every cohort of lending is analysed, and very strong MI and KPI, but most 
importantly, in two out of our three businesses, we meet our customers face-to-face; and 
that allows us to take a much, much more informed credit decision, which we believe is 
absolutely vital once you get further down the credit scale. More about that later when we 
talk about the two businesses. 

Strategy and operations, we clearly have a very experienced management team, which 
many of you backed as shareholders when we first launched NSF; and we have extremely 
strong Board oversight where we go into very considerable detail in each of the operations, 
and all the Board members clearly understand and are able to contribute. 

In terms of liquidity, we have committed debt facilities in place until 2018 and 19 and we are 
exploring other realistic options, because we all know what’s realistic and what isn’t. To 
diversify our sources of funding is absolutely vital so that we’re not just dependant on the 
banks but in due course get other sources of funding. 

Then Brexit, this is a question which comes up quite frequently. Does it affect us? Actually, 
no, but let’s just go through it. Those of you who knew me well enough to talk about it 
privately with me, pre-Brexit, know that what I said was Brexit would occur, that there would 
not be an economic recession that immediately follows and that Nissan would carry on 
manufacturing cars in Britain, whatever was said. Well, those three things actually turned out 
to be right.  

But one thing which is coming through is inflation. So we saw last month that it was 1% and 
it’s likely, in our view, to grow, so there will be more inflation that must follow after the 
devaluation of Sterling. However, the earnings of our customers’ income group have actually 
gone up, their income has gone up by 6.2% over the past year, and since 2007/8 they have 
also gone up whereas all other of the quintiles have fallen.  This means that they are better 
off, and so typically they’re £20/£25 a week better off. Also, prices have fallen so far in the 
supermarkets and for car fuel and so on, so they really are better off.  

So, at the moment, they are under-borrowed, have more money in their pockets, and so we 
are in a good place, which is very different from the middle level of the lending market in the 
UK. But, if we do find that inflation starts to take its toll, remember that quite a lot of our 
lending is shorter-term, it’s not like a mortgage and we can tighten the scorecard in order to 
adjust and compensate as we go along.  We know and understand that because many of us 
have been through inflationary periods, recessions and so on.  

Overall, if the economy were to worsen, the pool of potential customers will also likely 
expand as the mainstream banks tighten their scorecards in turn. So no material impact that 
we can see at the moment from Brexit. 

SLIDE 7 

Progress to date: Phase one of our plan is now complete. What we actually set out in 
February 2015, 21 months later, we are now a significant player in the non-standard 
segment. Number one in branch-based unsecured lending, number three in home credit, 
joint number two in a guaranteed loan market; and we have over 140,000 customers, 80 
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branches, over 500 employees, plus 800 agents, so that’s about 1,300 people who work for 
us, and a combined loan book of something around the £150m. And in the first half, we were 
achieving the growth rates which you can see there respectively of 17%, (Everyday Loans) 
19% (Loans at Home) and 28% (Trusttwo); so very much delivering on what we’ve set out as 
our thesis. 

SLIDE 8 

So, then looking at our future plans: Everyday Loans - more branches coming through on top 
of those we’ve already opened, and more about that later. Developing some very interesting 
new and complementary products, but until we’ve tested and ensured that those are really 
working, we probably won’t make a huge play of that, but it’s an interesting area for future 
growth. We have also expanded the margins and we’ve already succeeded by achieving a 
full 5% margin increase on new business written. And we are managing loan book growth 
with appropriate control of impairment. Always in the lending business you have to balance 
the growth rate with impairment that’s coming through. 

Then, Loans at Home: We had a really fast sprint in the first six to nine months. We now can 
see and understand that growth is very much possible and available, but we will continue at 
a reduced rate; when I say a reduced rate of growth, not quite the 31% growth [that we 
achieved in the third quarter], to ensure that we have a measured pace of growth, which 
means that the impairment and temporary agent commissions will come down from the level 
which they were in the first half.  

We also will see the full rollout benefit from our hand-held technology, with the Collections 
app being implemented this year and the Lending app next year, so we’re in a very good 
place there in that market to continue our growth at a slightly more measured pace than has 
been the case before. 

And then Trusttwo: We are an attractive alternative lender to Amigo, the market leader, and 
we have expanded the in-house team and we are preparing to invest in marketing, so we’re 
now all set to go with a bit more work being completed by Richard before we push the final 
growth button, but we are already growing and expanding, and putting in place longer-term 
funding as part of the broader financial strategy. 

So, that brings me now on to Danny Malone’s section. What we will do is to have questions 
after each section. I suggest probably not for me at the moment because mine was more of 
an overview and we’ll go into more detail, so questions about each of the business are more 
appropriate. So at the end of this, I’ll stand up and orchestrate any questions. 

EVERYDAY LOANS 

SLIDE 9 

Danny Malone, Everyday Loans CEO 

Thank you very much, John.  

For those of you who haven’t met me, my name’s Danny Malone, I’m the Chief Executive of 
Everyday Loans. I was also one of the founders of Everyday Loans ten years ago, so I’ve 
been there since day one, literally.  
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I’m going to jump out and run a short video, which is our TV ad at the moment. 
Unfortunately, it doesn’t run very well within presentations, so can we please run the video 
first? 

SLIDE 10 

 ((Video played)) 

I’m now back to the presentation. A simple statistic from that advert; we’ve been advertising 
the Everyday Loans brand on TV since 2013/14, , the previous ad did reasonably well, and 
when we brought out that ad in April of this year, we saw a 30% increase in applications 
from the ad, so the change in the ad has made a direct impact to the business. 

SLIDE 11 [AGENDA] 

SLIDE 12 

In terms of the overview, Everyday Loans is the UK’s largest branch-based lender of 
unsecured loans for sub-prime borrowers. The network of 39 national branches, 36 full 
branches, including Central branch, just to explain that, we cover what we call white space 
from central operations; so when we bring leads in, we don’t want to waste those leads if 
there isn’t a branch to fulfil them, so we fulfil them centrally with a tighter credit control over 
those lending. And we have three satellite branches; a satellite branch basically doesn’t 
have a full complement of staff, it’s generally got one or two members of staff, and they 
report into the branch manager of a host branch. The satellite branches we’ve got, we’ve got 
Swansea which reports into Cardiff; and we’ve got Ipswich and Norwich which report into 
Peterborough. 

We’ve opened three branches since the end of the half-year. That’s actually out of date, 
because Walsall opened last Thursday. So four branches since the half-year and 
Manchester scheduled to open later this month. 

By using a face-to-face model, our USP is being able to lend profitably to those customers 
that others can’t or won’t; and this has been the case since day one. We did some analysis, 
and this is very old analysis, from Equifax when we first launched the business, or shortly 
after we first launched the business, in terms of loss rates, and they estimated back then that 
our loss rates for the same customers, compared to if you tried to lend to them centrally, 
were about half.  

Our loans are unsecured and distributed through three main channels. It’s not far off one 
third each. The direct-to-brand has been building up over the last two to three years. If you 
looked at that three years ago that was probably about 10% and it has built up through the 
TV advertising in particular but also through pay-per-click and SEO on the web. 

SLIDE 13 

Vision, mission and values: The vision, to be the most effective and easy to deal with 
consumer-finance business in the UK. And the values, respect for each other as employees, 
outstanding customer service and outcomes, total commitment and effort and attractive 
returns to our shareholders. There a mnemonic in there of ROTA, return on total assets. 
We’ve had those since day one. In fact, if any of you were dealing with the industry even 
longer than that, at Avco Trust, back in 1995, we had the same vision and the same core 
values, and they still apply, and every member of staff knows them. 
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The mission has changed since the acquisition by NSF. It’s to double the size of the 
business within three to four years. So we’re on track to do that, it’s early stages, we’re only 
six months into it, but there’s no reason to believe why we won’t achieve that. 

SLIDE 14 

History and timeline: Founded in 2006 with an initial £30m investment from Alchemy, and an 
investment from management, including myself. We opened 30 branches in 2006 and 2007, 
and then something happened in 2008. It wasn’t necessarily the best time to be in sub-prime 
unsecured. We had a setback and basically it was that our funding lines dried up. We could 
cope with everything else but our funding lines dried up, so we had to restructure. We 
negotiated a new funding line with Barclays, who were our bank at the time. Alchemy put in 
additional investment, and basically we just cut our cloth and we spent no money and we 
hunkered down for three years and survived, whilst the rest of the market collapsed! But we 
came out of stronger and fitter as a result.  

In 2012, the business was sold to Secure Trust Bank for a combined £72m and Secure Trust 
Bank gave us the one thing that we didn’t have, funding. In our terms, it was unlimited 
funding, for the amount that we were able to actually lend, and we did very well for the next 
few years. At the end of the last year, 4th December last year, it was agreed to sell to NSF 
and that deal completed in April this year, and we got our full FCA licence granted in June.  

The number of branches you can see in green stayed very steady through that period from 
2008 through to 2012. It grew a little but under STB and the 36 number there [as at 30 June 
2016], as I’ve already said, four more have opened since the half-year, and we expect more 
to open next year, so we’re back in a growth phrase.  

And in terms of receivables, probably one of the key things, you talk about barriers to entry, 
and we didn’t get to break-even for three years when we first launched. Our very first budget 
predicted that we would break-even in June 2009. We broke even in June 2009, but it looked 
very, very different to what the first budget said. But this business has very high fixed costs 
in terms of the management, in terms of the systems, in terms of the controls and the 
infrastructure; and it takes a long time to grow through those fixed costs. Once you’re 
through those fixed costs, they don’t grow. We could double the size of the business and 
grow those fixed costs by 10%, if that was easy, to double the size of the business, so we’re 
leveraging off those fixed costs now. 

SLIDE 15 

Again, in terms of timeline, the history: You can see the number of employees reduced, this 
number of branch employees reduced back in 2008 and 2009 and has been growing over 
the last few years and has grown substantially in the second half of this year as well. 

The unsecured loan volumes you can see ratcheting up over the last couple of years and the 
2016 numbers are only half-year. Unsecured receivables and customer numbers, again you 
can see a steady pace of growth all through that period.  

On interest revenue as a percentage of average net receivables, again you can see there 
was a sharp increase in 2014. The reason for that is we stopped selling insurance in 2014 
and we put up our interest rates to compensate. And in 2016, we put up our rates, I think it 
was the end of February, so the full year impact will be a little bit higher than that. 
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SLIDE 16 

We’ve got a very experienced management team in addition to myself. I’ve been in the 
financial services industry for over 25 years. I was one of the founders of Everyday Loans, 
and previously I was the Chief Executive of Citifinancial UK and of Future Mortgages and the 
CFO of Citifinancial Europe. I’m an accountant by trade for those who don’t like being 
counted but sorry about that. 

Mark Ridlington is my number two, 35 years’ experience in the financial services industry. 
Again, one of the co-founders; previously COO of Citifinancial UK and Future Mortgages, so 
he was one of the people who came with me from Citifinancial. When we set up Everyday 
Loans, we expected most of our staff to come from the competition, so a lot came from 
Citifinancial, a lot came from HFC as well.  

Jason Bovington was one of those who came from HFC. Again, he’s been with us since day 
one and he was previously the Head of Risk at HFC Bank. 

Andrew Wayland joined us back in 2006 as the Head of Marketing. He didn’t have Financial 
Services’ experience before that, so he brought in the fresh ideas, but he’s been with us 
again since day one. So there’s a core management team there that have been with us for 
ten years. 

On the other side of that you’ve got some new people who have joined us in the last 12 
months: Steven White has joined us as our CFO, back in July. Twenty five years in Financial 
Services with Arthur Andersen, UBS and Deutsche Bank, and also with Link Financial. 

Angela Bascombe-McCarthy, 37 years’ experience in Financial Services. She joined us in 
March of this year and was previously Head of Compliance at Future Mortgages and 
National Savings & Investment. Also she spent some time working for the FCA. 

And Richard Sharp, who’s sitting over here, joined us in July, 15 years’ sector experience, 
previously with GE, Dollar Financial & Cattles. 

SLIDE 17 

In terms of regulation: You all know the FCA replaced the OFT a couple of years ago and is 
now responsible for over 50,000 consumer credit companies. They’ve been focusing on 
thematic reviews. The ones that are relevant to us are (i) incentives and remuneration, which 
took place at the end of last year; (ii) Guarantor loans, which took place at the beginning of 
this year, and (iii) early stage collections, which has been going on for the last year. And 
we’ve been working with them, feeding back information, as have most of our competitors. 

The new guarantor loan default process was introduced in April 2016, following an apparent 
shift in opinion by the FCA. Interestingly, in the last couple of weeks, they’ve said that 
another consultation, saying they’re going to shift their opinion partially back again, which is 
good news, it will be better, but we actually went out and created a new loan default process.  

For those who don’t understand the technicalities of it; on a guarantor loan, if the borrower 
doesn’t pay we can follow up with the guarantor, obviously. The FCA came out with an 
opinion that you had to default the underlying loan before you could enforce the guarantee. 

We took a legal opinion on our process and made some changes and those were embedded 
in April. We saw an increase in delinquency for a few months, those are now stabilised and 
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reduced again; and the FCA have now come back and said they think they’ve gone too far, 
and actually they think there’s some customer detriment in what they introduced. 

Everyday Loans, including Trusttwo, it’s part of the same legal entity, received its full FCA 
licence in June 2016 and is also a member of the Finance and Leasing Association. We 
have been working with FOS since 2008 and we have very complaints upheld. We’ve had 
PPI complaints, as has everyone in the industry, but we have never sold single premium 
PPI. We did sell the monthly premium PPI, which we stopped selling a couple of years ago, 
but our uphold rate at FOS is probably the best in the industry, if you aggregate it over the 
last five years. And our non-insurance complaints are actually very, very small. 

SLIDE 18 

The business model: Branches offer full service and do their own lending and collecting. 
That is absolutely critical. I use the words ‘you reap what you sow.’ I don’t want sales people 
in the branches, I want underwriters; so if they make a bad decision, they have to learn from 
it. And they learn from it by their targets being based on both the lending and on the 
collections, so if they make a poor decision, they’ve got to live with it for six months as it rolls 
through all the delinquency buckets, they won’t be doing that again. The managers are 
absolutely critical to that and they will manage their staff, they will see everything in the 
branch. It’s what we call a “four-eyes” principle, so everything is touched by two people. 

The typical branches are off-high street retail premises and first floor offices in town centres. 
Again, most people would be of the opinion that having retail is better than having an office 
space. Statistically, it makes no difference whatsoever. In fact, probably our office branches 
are better than the retail ones because they’re in a better location: you can get them closer 
to where customers actually travel into at a better price. We don’t really get walk-in traffic, 
and the walk-in traffic we do get we generally decline, it’s not good enough quality. 

The majority of customers live within five miles or 30 minutes of a branch – location, location, 
location. Customers are able to establish, or repair a credit history and branches provide a 
‘money management’ service for its financially unsophisticated customers. Again, very 
important. It’s that sitting down with the customer discussing their financial circumstances 
and explaining to them why a decision has being made, even if that is a negative decision, 
that they can’t have the money or they can’t have all of the money that they wanted; but it’s 
that taking time to understand it and explain it back to the customer really helps them. A lot 
of them are just unsophisticated. We in the industry and the financial service industry are 
very privileged to understand how things work. Most people out there do not, and having 
someone explain that to you in easy steps is really, really important. 

Loans are unsecured. Home owners are approximately a quarter of our customers. Risk-
based pricing allows true, full-spectrum lending for the right loan amount at the correct price. 
We’ve probably got the widest risk spectrum in the industry, going from, at one end, near 
prime, I wouldn’t call it prime, but we do have near-prime customers, right through to sub-
prime customers, full sub-prime. It’s a very wide spectrum. 

Customers are focused on payment, not rate. It’s based on affordability and they go through 
a thorough check to ensure they can afford the loan. They always have done and this is not 
new to us.  

Our minimum and maximum loans are £1,000 to £15,000. The range of APRs is from 24% to 
299%, and our terms are from 24 months to 60 months. And the reason it’s 24 months is a 
technicality. When High Cost Short Term Credit rules came in, the rules were anything over 
99% APR, and substantially repaid within 12 months, is deemed to be High Cost Short Term 
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Credit. Unfortunately, the FCA didn’t define “substantially repay it within 12 months”. Legal 
opinion was divided on exactly what it meant, and so we had to make sure that we did not 
come in within that definition, we did not have a High Cost Short Term Credit licence, so we 
raised our minimum term to 24 months. We do have one or two sub-products which do 
operate on 12 months, but they are less than 99% APR, so they’re not High Cost Short Term 
Credit. 

SLIDE 19 

The added value of the branch network: Over 75% of unique applications are screened out. 
They’re either duplicates or they fail initial criteria or minimum credit score. 

Duplicates: basically the only reason we want to screen them out is we don’t want to pay for 
an initial search on them, but we do want to make sure that we don’t flood the branches with 
stuff that they’re really not going to be able to write, so we want to filter out everything that’s 
not going to work before it gets to them. 

We do a detailed evaluation of customer circumstances which includes existing debt 
coverage, income, expenditure and affordability with the customer. Managers will frequently 
decline a loan which has passed the credit score. Indeed that’s their job. If it fails a credit 
score, they won’t see it. Their job is actually to turn down the ones that they don’t want to 
write, the old fashioned branch manager, that’s what they’re employed to do. 

Face-to-face contact significantly enhances credit segmentation, facilities collections and 
allows relationship building. We always quote things like if a customer can only pay one 
person at the end of the month, are they going to pay a credit card company that has 
stopped their credit limit and they’ve never met, or are they going to pay a branch where 
they’ve been in and spent an hour going through a face-to-face interview, built up a 
relationship, and have probably been in two or three times since? They’re going to pay the 
person they know. It does work. 

We do full verified affordability checks in branches. The loan is provided with the shortest 
term that suits the customer. This means we can adapt the loan to changing customer 
needs. Our average balance on new customer loans is actually very low by industry 
standards. So it’s feedback we always get from our brokers why aren’t your average 
balances bigger? Because we don’t want them to be bigger, we want them to be affordable. 

For customers wishing to renew, previous loan repayment history will be considered, 
however they will still be required to go through a full underwrite for the new loan, including 
the same affordability calculation as new customers. So typically, and there’s a whole range, 
but typically a customer 12 months on books, they may have taken out a £3,000 loan over 
three years, they’ve paid it down 12 months in and they’re down to a £2,000 balance 
outstanding, they might take another £2,000 and take the balance up to £4,000. They might 
take that over the same three years, they might take it over three and a half years. If you 
take it over three and half years, it probably keeps their repayment unchanged, so there’s no 
affordability shock for the customer. The payment shock is nil. We’ve already tested they can 
afford that amount of money, so it’s a much safer way of lending. 

SLIDE 20 

The lending process: It’s 100% UK residents, earning average incomes. These are generally 
credit impaired, any number of them are thin credit. We get them from financial brokers 
direct and from our own renewals. They go through the analysis, 76% declined. Of the 24% 
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that are accepted, between 9% and 10% we will decline through reviewing individual 
circumstances on the deal, or we will try and contact the customer and actually be unable to 
contact them. Some of them, when they’re going on Moneysupermarket, put in an incorrect 
phone number because they’re actually just looking for a quote, they don’t actually want 
someone to call them back, so there’s a number that we can’t actually contact. Also, maybe 
the branch manager is looking at the deal and saying “it’s passed score but I don’t like this. I 
don’t like this deal. I’ve seen something like this before. It just doesn’t look right and I’m not 
going to go ahead with this”, and they won’t even call the customer; and that’s from doing a 
detailed review of the Credit Bureau. 

Of those that receive a telephone interview, which is about 15% of the total, around 4% to 
5% attend into a branch and around 2% to 3% get a loan. 12% to 13% are declined or fail 
the income and expenditure. So there’s a lot of fallout all the way through this. This is a very, 
very thorough filter. And because we’ve been doing it for 10 years and beyond, it’s a very 
stable filter. 

SLIDE 21 

The lending process: The typical loan and customer profile, it’s always very dangerous 
giving customer profiles. If 51% is this, it means that 49% aren’t. But customers must be in 
employment or have verified self-employment. They must have a bank account and three 
years’ address history in the UK. Average loan size is £3,000 to £4,000; 63% of loans being 
£4,000 or less. Over 57% are under the age of 40. 45% are single and 68% earn more than 
£1,500 a month, 40% earn more than £2,000 per month, very close to the national average. 

Typically, a C/D-type customer. 48% of loans are at interest rates of less than 50%. 63% 
have no dependents. 43% rent; 25% homeowners; 23% live with parents. 69% have been at 
the same address for more than three years and 75% have been at the job for more than 
three years. Those last two are probably the most relevant on the page. It’s a very, very 
stable population. They may be credit-impaired, they may be financially unsophisticated, but 
typically they’re very, very stable in terms of where they live and in terms of their job. So 
those are two of the key things that we look out for. 

SLIDE 22 

In terms of collections: As I said before, branches have full service responsibility for lending 
and collections. Incentives are based on a balanced scorecard between lending and 
collections with strong controls over both supported by proven management information 
systems providing timely alerts on a range of different performance metrics.  

So we will typically, in our incentive structure for a branch, they will typically have about five 
different targets. Three of those will be on lending and two on collections. And we will tweak 
those from time to time in order to shift the business where we want to get it to, but it is all 
about keeping a balanced scorecard. 

All loans are set up with an electronic payment method, preferably direct debit. Any 
customers in default or arrears difficulties are actually treated very sympathetically with 
forbearance and due consideration. Forbearance is shown to those who need it. We have 
central approval of all account modifications which prevents misuse. 

Deferments: Typically in terms of deferments, for those with past short-term payment 
issues, but have demonstrated the ability and intent to repay the contractual payment 
ongoing, basically a customer has a short-term problem and can’t afford to catch up the 
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arrears, but can afford to make all of those ongoing payments, we will get them in or we’ll 
talk to them on the telephone, we’ll go through an understanding of why they got into those 
circumstances. We will ask them to prove that they can make the payments ongoing before 
we will consider deferring the account. Once they have proven that by making the number of 
payments, then we will defer the account by bringing the arrears up to date. And that all 
goes through a central process, so branches cannot do it themselves, they cannot even 
input it themselves, never mind approve it. It’s all got to go through a credit team. 

Re-schedules: are for those who have a longer term problem, so they have an intent to 
repay but they cannot repay the full amount. So typically for those customers, we will 
restructure the loan and we will typically do that by extending the term and reducing the 
interest rate. It’s got to be positively amortising to zero. And these customers will go through 
a full Income and Expenditure (I&E) review. A number of them, probably about two thirds of 
them, will be through DMAs (debt management agencies), so they’ll provide us with the I&E 
from the customer. We’ve got ten years’ worth of history showing that they do pay, and 
roughly two thirds of those would still be up to date 12 months after re-schedule, which is 
actually quite a good number. And it’s also a very stable number and it’s been that way for 
certainly six or seven years. 

All accounts are collected locally until the account charges off, and our terms are it charges 
off after six months. It’s basically economically written-off. And all accounts at 180 days 
contractual delinquency at month-end are charged off. 

SLIDE 23 

A number of you have seen FEEFO. Feedback Forum is what it stands for. And it’s an 
independently hosted review site. We’ve got a very high FEEFOrating of 99%, which looks 
slightly unbelievable, but the comments are actually very supportive of the customer journey. 
Every new loan we write, we send a link to FEEFO. Every customer, 12 months on books, 
we send a link to FEEFO, unless they’re in arrears at that point in time. If they’ve been in 
and out of arrears but not in arrears at that point in time, they’ll still get the link. And we’re 
looking for how did we do in providing the loan and how did we do in the account 
management? And we’ve got 99% positive from 2,258 reviews in the last 12 months. That’s 
probably about a month out of date in terms of the number of reviews.  

But typically, one anonymous customer comment, “The most friendly, helpful staff I have 
ever dealt with. It was so personal; I felt I actually knew the persons (their quote) I was 
talking to. Everything was done securely and professionally. I would recommend Everyday 
Loans to anyone.” That’s very, very typical. If you want to look at anything, 99% is an easy 
number to quote, but actually go and read the quotes from today, yesterday, last week, and 
they will be very similar to this. People don’t want to go out of their way to go to a branch. It’s 
hassle. They’d rather deal with it anonymously online. However, once they’ve actually been 
into our branch and experienced the customer services there and the help that they get, they 
actually really, really appreciate the experience.  

SLIDE 24 

Impairments as a percentage of average net receivables: I think back in 2007/08/09, it was a 
little bit higher. We cut our scorecard back in 2008 as part of our own restructuring. Some of 
those took a little bit to go through. At the time, back in 2008, when we were doing that 
restructuring, I was asked by Alchemy, who were putting in an extra £7m and by Barclays in 
providing the funding, what do you think is going to happen? What do you think is going to 
happen to delinquency from the point in time that we were at? The only reference that we 
had was back in the recession from the early 1990s, where we had some information. Risk 
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analysis was in short supply in those days, but we had some information that bad debts had 
gone up by about 30% during that recession. So we put a number into our model of an 
increase of 30% on our vintage delinquency curve. It peaked at 29.8% because, as John 
said earlier, we’re able to manage the customers.  

They themselves manage their income and we manage what happens to us. It was an 
unusual recession we didn’t have so many people losing their jobs but a lot of people lost 
income, so they were managing on a sharp increase on re-schedules. Also, because these 
are relatively small loans over relatively short terms, typically, at the time, £2,500 to £3,000 
over two and a half to three years, the loans do turn over, the book does turn over, and you 
can reprice, you can be a lot more selective on what you do over the next period of time. 
And that worked, as you can see. 

We saw a slight dip in 2015 in terms of the run rate for the last five years. And the reason for 
that is under a Secure Trust Bank’s ownership, we cut out some of the bottom end of people 
that we would previously have lent to. So we saw a reduction in our yields, but we also saw 
a reduction in our delinquency and loss, and that was to fit within STB’s risk appetitive. And 
that’s unwinding this year - and I’m not allowed to talk about any future numbers. 

Collection policies and procedures are being continually revised and updated to take into 
account the experiences learnt. 

SLIDE 25 

In terms of market overview: The transfer from the OFT to the FCA has significantly shaken-
up the consumer credit market. The new sub-segment, High Cost Short Term Credit, has 
replaced the payday sector and has fundamentally changed this part of the market. We 
personally, as I described before, have increased minimum loan term from 13 to 24 months. 
We are considering applying for a High Cost Short Term Credit licence next year, purely so 
that we can give 12 month loans to our customer profile. For some of the smaller loans that 
we’ve got, 24 months is an awful long time to pay back over and it would suit the customer 
and it would suit us to do that over 12 months; so we’re not looking to get into High Cost 
Short Term Credit per se, but we will need a High Cost Short Term credit licence to enable 
us to do that. 

The FCA is focused on a number of areas, including guarantor lending, affordability, financial 
incentives, advertising, collection processes and data protection. And surprisingly enough, 
we are focused on all the same things. 

Technology is a key enabler of gaining competitive advantage in the lending space. We 
actually had a major IT transformation two weekends ago, which is we moved our data 
centre out of STB’s data centre and created our own. So that project’s been on the go for six 
months and was successfully completed two weeks ago. 

Current conditions remain favourable but if capital markets become more buoyant, increased 
competition is anticipated in all market segments. It’s just going to keep happening 

We are exploring new product segments that would sit comfortably on our platform and 
provide further operating leverage. Those are in the early days. They may work really well, 
they may work partially. We don’t know yet. 
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SLIDE 26 

Market overview: Typically, down the bottom left, you’ve got low risk, low APR, and you’ve 
got the banks and the challenger banks down there, and one or two others, such as Ikano. 
You’ve got at the top right, the High Cost Short Term Credit, so you’ve got Money Shop, 
Wonga, Oakam. And then in the middle, you’ve typically got the guarantor loan segment, 
which is lower, because of the effect of the credit wrap on the loan from a much better credit 
prospect, they can afford on the guarantor product to go out at a much lower APR than on 
just pure unsecured, even though the underlying customer is a worse profile. So Trusttwo’s 
customer profile is worse than Everyday Loans, but the interest rate is better because of the 
credit enhancement from the guarantor.  

SLIDE 27 

Strategy for growth: We’re going to invest in the branch network. As I said, actually four 
branches have opened, Walsall last week and Manchester is still scheduled to open soon, 
and we have additional branches planned for 2017 and 2018. We’ve also got a rolling 
programme of renewal or relocation of our branches. Typically, when we open a branch, we 
take it on a 10-year lease with a five-year break. We’re now 10 years old. So we’ve got a 
bunch of leases that have come up for renewal. We are in the process of, probably in about 
two thirds of those, renewing the lease, extending the lease, and in about one third of cases, 
maybe a bit less than that, we’re looking to move. We’re either looking to move because in 
half the cases it’s driven by the landlord because they want to turn it into flats or do 
something else with it, which is a common issue. In our case, it might be that we don’t like 
the premises anymore, the town centre has moved to the other side of town, the transport 
has changed in the town, and we’d rather be somewhere else in town. But by taking it on 10-
year leases with those options, it gives us the opportunity to do that. It doesn’t happen a lot 
but it’s happening at the moment. 

Invest in our supporting infrastructure: Our new IT Infrastructure and Data Centre has just 
been installed. It’s actually a massive project. We have just moved all of our IT from one 
supplier to a completely new supplier. It’s actually significant.  

We are in the process of introducing paperless Direct Debits and Faster Payments.  And 
we’ve got operational focus on expansion, so IT are there to support the expansion of the 
business. 

In terms of product development: We introduced a new scorecard at the beginning of this 
year, in February. We have returned to higher APR segments. The reference to A9 there is 
when we launched the business 10 years ago, we cut our customer base into scorebands 
A1 to A10 – it’s not genius. When we retrenched back in 2008, we cut that back to A8. We 
expanded that back into A9. Under STB, back in early 2015, we cut that back to A8 again 
because it just didn’t suit the risk appetite, and we’ve now gone back into A9. So it’s 
customers that we’ve lent to before, we know the customer profile. On average, they will be 
higher impairments, but also higher yield. And typically the risk adjusted margin will increase 
right across the risk curve, so A9 should be better than A8. In risk adjusted margin it is 
priced to risk. 

New pricing was introduced in April this year to compensate for higher cost of funds, as John 
said, so the new business yield has gone up by 5%. That will probably take about two years 
to properly bleed through to the entire book. And as I’ve said, new complementary products 
are under development. 
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SLIDE 28 

In summary: We’re the clear market leader in unsecured branch-based lending. We’ve got a 
very experienced management team. Actually what it doesn’t say in there is it’s actually got 
some new blood, very experienced but new blood into that management team this year, 
which is good to challenge things. We’ve got a scalable lending platform. We are well-funded 
with debt facilities from RBS, Shawbrook and Secure Trust Bank. We’ve got our FCA 
licences.  We’ve had a strong first half of 2016 with the new scorecard, new pricing, return to 
higher APR segments,17% loan book growth and increased yield on new business. Clear 
strategy for growth: to expand the branch network; invest in the supporting infrastructure and 
expand product offering. 

John van Kuffeler 

Right, Danny, thank you very much indeed. Would anyone like to ask questions? 

Q&A 

Question 1 

Gary Greenwood – Shore Capital 

I’ve got three questions if I can. The first one just in terms of from your perspective, Danny, 
how things have changed from being owned by Secure Trust to now being owned by NSF 
and what that’s meant for the business. 

Danny Malone 

One of our previous non-executive directors from Secure Trust is at the back of the room, so 
I need to be very careful about what I say. 

I’d say the biggest change is actually not so much what NSF do to our Board but the fact that 
I attend their Board, and it means that I can get questions directly from everyone on the 
Board, non-executive directors included, and no one else translates the answers. My point 
gets across exactly as how I want to get it across; but also I get to hear where they want to 
take the business, which means that I can take that information back and plan for the future 
with confidence that that actually is a direction that will get supported. I think that’s probably, 
for me personally, the key thing that allows me to run the business. 

Gary Greenwood – Shore Capital 

And the second question: just in terms of when you’re opening new branches, if you could 
just talk a bit more about how you identify the locations and what the actual process is for 
staffing that branch, whether you seed it with a loan book to give it a boost on profitability, 
just how you go about that? 

Danny Malone 

There are two types of branches that we do. One is what we call de novo branches where 
they are in generally white space, so if we decided to open up in Plymouth, for example, that 
would be pretty much de novo. A lot of the branches we’re opening at the moment are split 
branches, so it’s what you say when you transfer receivables. If I give an example of Derby, 
which opened quite recently, Derby has taken about 40% of the receivables out of the 
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Nottingham branch, but Nottingham was our biggest branch in terms of receivables. 
Typically, branches get to a size where they stop becoming entrepreneurial and start 
becoming administrative.  

We have a number of branches who have reached that size that we have already split. 
We’ve got a number more that still we think will reach that size or are just about there 
already over the next six to 12 months. In our previous lives at Citifinancial we went to 
extremes where we actually had two branches in the same building across on different 
floors, I think on the same building in Hull, because separating the branches just made them 
entrepreneurial branches as opposed to just administrative centres. So it does work. They 
will both grow afterwards, it’s worth the investment.  

In terms of selecting where to put the branches we look at a number of different factors: we 
look at the leads we receive already. As I said we cover the white space between the 
branches from Central, so we know where the leads coming in today are. We also talk to our 
brokers in terms of are there any areas where they’re not sending us stuff because they 
think the conversion rate may not be high enough. And we also do demographic analysis in 
terms of where similar profile of customers are based. And typically it’s in urban and 
suburban areas. I use a simple tactic of if you look up the old first division and second 
division of football, the premiership and championship of today, you aren’t a million miles 
away from where our branches are.  

Gary Greenwood – Shore Capital 

And then last question: you sort of teased us with the new product development I was 
wondering if you could maybe expand a little bit on what those might be?  

Danny Malone 

One of them is on the website, if you look carefully, it’s called a Selfy Loan, and it’s basically 
we’re looking to professionalise what we do with self-employed customers. We’ve always 
lent to self-employed customers, but it’s always been down to the branch manager to do it 
on their own. We think there’s an opportunity there to do that more professionally than we’ve 
done it and no one else is doing it. On a subprime, unsecured basis nobody else is doing it. 
So we think the face-to-face lending opportunity on that should work. I will throw all sorts of 
caveats around that; if it was easy everyone would have done it ten years ago. But we think 
we’re in a unique position to exploit it if it can be done in a scaleable way. So we’re throwing 
some resources at that, but we will be in test mode for 12 months.  

Question 3 

Dave McCann, Numis 

Just a couple of related questions. You mentioned right at the outset that the mission under 
the new ownership was to double the size of the business within three to four years. Maybe 
just clarify what metrics you’re looking at on that basis: Is it loan book? Is it PBT? Some 
other metric?  

Danny Malone 

EBIT, earnings before interest. So it’s profitability; we’re looking at double.  
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Dave McCann 

So, it’s profit rather than necessarily the loan book size itself? Because given what you were 
saying around the operational gearing presumably if the loan book were to double you’d 
more than double all your profit? 

Danny Malone 

We’d like to do even better than that but that’s all we’re fessing up to.  

Dave McCann - Numis 

With that in mind, with growth being the prime objective, how do you ensure that that doesn’t 
conflict with the credit quality of the business?  

Danny Malone 

In a lending business that’s always the conundrum, which is why when I talked about the 
Selfy piece, that’s going to be in test for 12 months. We test things to death and we test the 
process and then we put it out to two branches and then we put it out to a district, and we 
test the results and make sure it works properly, gets proper authorisation both internally and 
if we think we need to take an external legal opinion on it we’ll do that.  

In terms of the credit quality, typically things will come through in six to 12 months for our 
profile of customers. So we will make some changes; we made some changes at the 
beginning of this year. We’re in the process of tweaking those a little bit, we’ll take a little bit 
out, we’ll put a little bit back somewhere else. So it will be an evolving process.  

But we have probably a little bit like Amigo having a guaranteed loan space. We’ve got not 
just ten years’ worth of data but ten years’ worth of experience. A lot of our staff have been 
around for a long time and they know what they’re doing.  

Nick Teunon – CFO, NSF 

We have doubled the loan book since 2012, if you look at data we had earlier, if you look at 
the impairment rates they’ve stayed at 8%, so this is a business that has grown very 
substantially and maintained impairment at the same level, and so we’re very confident we 
can do that across the board.  

Question 4 

Mark Costar – JO Hambro 

Can you explain a little bit more about Central lending and covering the white space? What 
sort of proportion of the loan book is covered by that? Is there any material difference in the 
profitability, delinquency rates or any other metric versus the branch-based lending? If there 
isn’t why couldn’t you expand that out rather than roll-out new branches?  

Danny Malone 

It is different. It is different for two reasons: one, the conversion rate is less. Two, is the 
delinquency rates are higher because you don’t have the face-to-face. And three, when I 
talked about A1 and A9 earlier, in Central they will only actually go to A5 because we think 
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lending to A6 to A9 in a Central environment is just too risky. So it’s a combination of all of 
those is why we think branch-based is more sustainable and in the long term more 
profitable. Once you’ve got past the initial investment the branches once they reach 
breakeven and they get to maturity after two and a half, three years they’re very, very 
profitable.  

Question 5  

Mark Thomas – Hardman & Co 

Not sure if it’s you or Trusttwo, but you say when you changed the collection process of the 
guarantors under the FCA I think it was about a £600,000 increase in provision for that. 
Would you expect most of that to come back?  

Danny Malone 

There wasn’t 600,000 provision on Trusttwo.  

Mark Thomas – Hardman & Co 

Within the report and accounts you said there was a change of collections process, and it 
implied it was on the guarantor loans plus a bit for yourself.  

Danny Malone 

That covers both businesses, so only a small piece of that would be Trusttwo because it’s a 
relatively small book. The biggest piece of that is the change at the end of last year that 
pretty much the whole industry had to make to comply with the new FCA guidelines on 
breathing space. Previously if the customer says, “I can’t pay you” it’s a case of, “When can 
you pay?” “Well, I can pay next Friday” so you’d call the customer next Friday. Now you’ve 
got to give the customer 30 days breathing space before following them up. So it’s that 
change in the guidelines around that that has led to slightly higher early delinquency within 
the everyday loans book.  

Mark Thomas – Hardman & Co 

But that’s not going to change then with you’re saying the FCA changing its views?  

Danny Malone 

Sorry no, the FCA piece is only on the guarantor market.  

Mark Thomas – Hardman & Co 

Okay. Second question was in terms of the branches where you move a branch. Do you 
incur the same capex spend as you would for a totally new branch?  

Danny Malone 

Yes, on average. But each branch is very, very bespoke, and we’ve got branches where 
we’ve incurred – we moved into Reading and it barely got a lick of paint, it was absolutely 
ready to go. We can move into another branch and we can spend £60,000, £70,000 fitting it 
out. But that will be compensated for in the rent or in the rent-free period that we negotiate 
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from the landlord. So it is swings and roundabouts, but yes typically it would go through the 
exact same process.  

Question 6  

Mark Thomas – Hardman & Co 

Can you talk a little bit about on page five when you say 400 branches were closed, £5bn of 
receivables were withdrawn, where are we today in terms of the recovery of the market? And 
who are you competing against today, if you think of H&T now providing unsecured lending 
as well to the customers?  

Danny Malone 

That’s not an easy question to answer, and I was running one of those businesses that shut 
down. I was running CitiFinancial, and I quit CitiFinancial because I could see that Citigroup 
no longer believed in the model and were going to make changes to it that I thought would 
kill it. So, I set up Everyday Loans instead.  

The market is sizeable but there are multiple ways these days for the customers to get loans 
that didn’t exist ten or 15 years ago. So a lot of the online lending that you can get from 
people like Avant weren’t really there ten years ago. If you go back to that space, if you 
wanted an unsecured loan if it wasn’t from your bank there were probably one or two other 
players, Barclaycard and probably Alliance and Leicester and Northern Rock who would 
make you an unsecured loan if you didn’t bank with them. The only other people were the 
branch-based lenders in this segment. So that market has changed. A lot of those customers 
are still out there but they get it in different ways. So I don’t see it going back to we’re going 
to have 400 branches. I think this is going to be a stable build-up of branches, and a lot of it 
will be through opening up, splitting branches. When we split Newcastle into Sunderland and 
then we split it further into Middlesbrough that worked. We will continue to do that because 
what we don’t want to do is open a branch that doesn’t have enough leads and basically 
then sits and struggles. So we want to be successful from day one.  

Alejandro Valez – Close Brothers Asset Management 

When you moved into NSF and the home management team came in how are the targets 
linked to compensation? Can you speak a little bit to that?  

John Van Kuffeler 

Nick, do you want to answer that one?  

Nick Teunon 

There’s an annual bonus programme both businesses have. We will be putting in place an 
LTIP programme based on long-term growth. That’s already in place at Everyday Loans and 
we will replicate that for Loans at Home as well. So both businesses have long-term 
incentives aligned with shareholder value creation.  

Danny Malone 

It’s nothing to do with straight lending. Everything is to do with building a balanced business.  
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Question 7 

Gurjit Kambo - JP Morgan Cazenove 

Just a couple of questions. One on the distribution changes that have happened. I think you 
said the direct to brand is now 27%; it was ten about three years ago. Where has that come 
from? Has it been a reduction in brokers or the own book renewals?  

Danny Malone 

It’s effectively created the growth in the business. The brokers’ piece has been relatively flat 
over that period, so it’s not necessarily all the same brokers, but the similar broker profile 
and a similar number of leads coming in and loans being written. So it’s what is creating the 
growth in the portfolio from the TV ad and from spending in PPC and SEO, so building up 
the direct to brand applications on that. And they support each other as well.  

Gurjit Kambo - JP Morgan Cazenove 

And just one follow-up: in terms of the IT side I think there’s been a lot of investment that’s 
been done, how far are you along that? Has most of that heavy lifting been done or is there 
still more to come in the next couple of years?  

Danny Malone 

In terms of spend I’d say 90% of it is done. We’ve spent a substantial amount of money on 
the new data centre. It’s all new equipment, all new software etc. etc. That is now, other than 
opening new branches and putting new clients in the branches, there’s very little additional 
IT capital expenditure in that way. Any spend ongoing will be enhancing our operational 
systems, so to improve the process loads etc., and probably more so on Trusttwo than 
Everyday Loans. The Everyday Loans system was built bespoke for Everyday Loans ten 
years ago, so Trusttwo are using that system currently so we need to make some changes 
to it to make it more bespoke to the guarantor loan process. But on the Everyday Loans side 
I’d say very small.  

Nick Teunon – CFO, NSF 

It’s a contrast with Loans at Home where we are investing. But in Danny’s business, both 
Alchemy and STB kept investing in the platform; today we’ve got a platform that is exactly 
what we want, just it’s hosted by STB so we had to move all the boxes out to our own data 
centre. 

Danny Malone 

But all that data centre stuff that’s there for the next five years plus.  

Question 8 

Mark Costar – JO Hambro 

Just expanding on that technology question: to what extent do you think the data you’ve 
generated over the ten years in terms of the processing systems etc. that you can 
incorporate utilising technology gives you a competitive advantage over lenders who have 
got lower costs of start-up but have less of that relationship and data and so on?  
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In terms of non-branch-based technology based lenders which one would you see as being 
having the closest profile of customers to Everyday Loans?  

Danny Malone 

In terms of the advantage it’s partially down to the data that is there. But it’s also a lot down 
to the people. We’ve got a lot of people who have been with us for eight years plus and a lot 
of experienced branch managers and district managers who know how to underwrite and 
know how to collect. Amigo have that because they’ve been built up over the same period of 
time, but the new entrants just don’t. And that’s the piece that’s actually the most difficult 
piece to replicate.  

The data, yes we’ve got data; we can analyse it. Others could take time to build that data. 
But actually it’s the people piece I think is actually more important.  

In terms of who I think are our closest competitors; Avant were probably the one that we 
were competing with most directly. They pulled out of the market earlier this year. What we 
heard indirectly was that they had some issues; they stopped lending in the market. But their 
model is purely scorecard driven. And I’ve explained earlier in terms of the analysis that 
Equifax gave us in terms of the losses of face-to-face lending through a branch network 
compared to centralised through a scorecard it’s very, very different. So my suspicion is that 
they’ve learned a few lessons. They have now come back into the market so they’ll be 
competing again. But I suspect it will happen again. It’s not easy to lend to this profile of 
customer off a scorecard.  

We’ve got a scorecard that we’ve built up over ten years and we write less than 10% of the 
loans that pass our scorecard. So that tells you how much faith we have. A scorecard is a 
gateway. It’s down to underwriting and it’s down to people.  

John Van Kuffeler 

Any other questions? I think then we will bring this to an end. Danny, thank you very much 
indeed.  

 ((Coffee Break)) 
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LOANS AT HOME 

SLIDE 29 

Mark Bardsley, CEO Loans at Home 

Good morning everybody. My name’s Mark Bardsley; I’m the CEO of Loans at Home. I 
joined John and the team last spring when we were first looking at Loans at Home to lead 
the commercial due diligence on that and became CEO when the business was acquired in 
August of last year.  

SLIDE 30 

I recognise a few faces in the audience who have heard some of the historical context, so I 
will go through that maybe fairly quickly and get through to more talk about the opportunity: 
why agents, in particular, and customers like what we do and want to be part of this journey; 
and then the progress that we’ve made to date in the business, both in the first half of this 
year and more recently some of the actions we’ve taken within the business.  

SLIDE 31/32 

So just historical context: the business has been around a long time, 77 years. NSF acquired 
it in August of last year for £82.4m. It’s a national business so it has the same reach as the 
other two national home credit businesses, it just doesn’t have the density of those 
businesses. But it’s given us the infrastructure from which to grow and develop the business.  

I’ll touch on regulation in more detail later in the presentation. We’re currently operating 
under interim permissions, as are the other leading home credit providers, I’ll explain where 
we are with that later. And we offer fixed-term loans, short-term loans, 24 to 75 weeks 
principally and again I’ll cover the products in more detail later.  

The essence of the services: the self-employed agents deliver cash loans to customers in 
their own homes and then return each week to collect the repayments. That’s the model, 
that’s the model that’s been around 135 years and it’s the model that exists today.  

We’re the third largest business, Provident being the largest and Morses the second largest 
in the industry.  

SLIDE 33 

We’ve put together our new management team. Essentially the whole of this management 
team has been brought in within the last 12 months. But you can see from the level of 
experience within the team that we’ve garnered those people from other home credit 
providers, principally Provident and Morses.  

In terms of my own background I spent 12 years in the Provident UK business. And then 
was in at the start when Provident took its business overseas; was one of the people that 
started the overseas business when I ran both the Czech and the Polish businesses for 
Provident before being sent to Moscow, for my sins, for a couple of years to try and get 
things started there. So I had 11 years with that business. And then had five years with the 
Morses and Shopacheck business before it was bought by the current owners.  
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I’m joined today by Jono Gillespie. Jono is the CFO. Jono has had over 20 years with 
Provident – unbelievably; he doesn’t look that old – in both the financial and IT capacity, and 
he runs both those areas within our business as well. And we’ve supplemented the team 
with others from other sectors; most notably Paul Gill who’s our Chief Risk Officer and joined 
us from Metro Bank fairly recently.  

SLIDE 34 

The market itself has a dominant player, and as John says Provident has lost something like 
just short of a million customers over the last few years, but still is the dominant player within 
the marketplace, has over 800,000 customers and about 4,000 or 5,000 agents. Morses’ 
business is about twice the size of ours. But essentially in the home credit space we all do 
the same thing. We have a different strategic direction which I’ll come onto, but we all in 
essence do the same thing. I’ll talk more about our customers a little later as well.  

SLIDE 35 

In terms of products quite simple really. We have four products: 24, 33, 45 and 75-week 
loans. But really the sweet spot here is around 33 and 45. 80/85% of our lending is done 
over 33 and 45-week products. So in essence our new customers come on and they join us 
and they take a 33-week loan, and then in the main they move on to either take another 33 
or more likely a 45-week loan. We’re in essence a 40-week lending business, that’s our 
average terms of loan.  

The amount is fixed at the start of the loan and doesn’t change irrespective of how long it 
takes the customer to repay the loan. It’s not untypical in this industry for a customer taking a 
33-week loan to take 35/36 weeks to pay. There’s no extra charge or cost for those extra 
weeks. That’s what customers like about the service: the flexibility that comes with the 
product. So forbearance is built into the product structure.  

We have a small amount of 24-week lending, but customers choose more to take the 33-
week loan. The 75-week loan is a product that we have, but it’s our decision not to extend 
that much beyond our very top end customers. So that’s about 2% of our book, so it’s very 
small. But that’s our decision. We want all our lending to be within 12 months.  

SLIDE 36 

What do customers look like? They are predominantly between the age of 21 and 50, 
predominantly female, and you’ll see that from the agents as well, so most of our customers 
are female. 95% from within the C2DE socioeconomic groups. About half of our households 
have somebody employed within the household, and 61% rely on some form of benefits, 
either instead of employment or as well to supplement their employment income. And the 
average household income is around £14,500. They’ve all got a mobile phone, they’ve all 
got access to online and to the internet.  

Most of our customers (86%) have a bank account. That might surprise many people. They 
have a bank account but they don’t use that bank account as we would use a bank account. 
In essence it’s somewhere for their income, whether that be benefits or employment income, 
to be deposited. They then tend to withdraw that amount and then budget in cash on a 
weekly basis, which is why they like the service that we provide because our business is 
cash based business. So a few of them, around a quarter have an overdraft facility, and very 
few have loans or cards off that bank account.  
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About 20% use other home credit providers. That’s not untypical in this sector. There’s a lot 
of multi-use within the sector. 20% is what our research has told us – we’re looking to 
confirm that through our bureau data currently.  

SLIDE 37 

In terms of what they borrow for: it’s usually things for the house. So this is for people who 
want a new fridge that’s broken down, washing machine, stuff for the house. It’s a very 
seasonal business. Those of you who are familiar with the sector will know that we do about 
a third of our lending in the final two months of the year, so a lot of Christmas is spent 
through us from our customer base, or holidays etc. So that’s the main reason for people 
using our services.  

SLIDE 38 

We regularly undertake independent customer research into satisfaction levels, and we’re 
very proud of this. This is not again untypical for the sector. You will regularly see from the 
other lenders as well high satisfaction levels, in the 90s. The last research said ours is at 
99%; we’ll probably have difficulty getting it much higher than that but we’ll have a go, but 
we’re very proud of that. Again significantly 95% of them said they will use us next time they 
need to borrow, so a nice amount of loyalty – not particularly to the company but to the agent 
who provides the service. It’s the agent that’s the key to this business.  

When we ask them about whether they would recommend us to somebody else that 
converts into a Net Promoter Score, and we’ve here compared it to some of the other 
financial services sectors, and you’ll see First Direct lead the banking sector by some way at 
72%. We’ve got a Net Promoter score of 80%. The best credit card is Santander at about 
27%/28%. And the best life insurance – and that is the best life insurance – is down at 7%. It 
shows you customers like what we do a lot.  

SLIDE 39 

Regulation, as John, and Danny have said already, significant changes over the last couple 
of years since 2014. There are over 500 home credit companies, three dominate the 
marketplace but there are lots of small businesses out there. On the last data we have in 
excess of 400 – this has gone up since then – over 400 have already been authorised. I 
think that’s quite significant. There are a number of other sectors which have not received 
that many authorisations; in fact some have received no authorisations at all, some sectors. 
So, it tells us that the regulator sees home credit as part of the solution. It’s taking longer 
with the larger lenders - we said here the top three - actually I think only one of the top ten 
has actually received their licence at the moment. They’re taking their time to understand 
and learn about the sector. So they’re spending most of their time with the largest lenders 
understanding more about how home credit works because they don’t really, at this stage, 
understand it that well, but recognise it as part of the future. 

Key areas: agent oversight. Our agents are self-employed. They’re very keen to understand 
our agents are in control of what they’re doing. That’s the one question they keep asking me: 
how do I know that what my 800 agents that are out there delivering the service each work 
are doing what they should be doing. So control of those agents is key. Affordability 
assessments, that they are robust and accurate is important for them. That due forbearance 
is being applied to collections and arrears processes. That we’re able to identify and manage 
vulnerable customers. And we are in a unique position to be able to do that. We visit every 
customer in their home every week. We have a face-to-face conversation before we lend 
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any money with every customer. We’re in a unique position to be able to identify vulnerability 
within our customer base. I’m not sure how online lenders do that, but we talk to our 
customers face-to-face.  

And staff remuneration is another key area. Danny touched on the thematic review that 
they’ve undertaken which covers a number of sectors. They’re keen to make sure that there 
is an avoidance of conflict of interest between what the agent earns and what the 
management team who are controlling them earn, we want to make sure that there’s a clear 
separation there within the remuneration schemes.  

For us mobile technology is a key investment, I’m going to talk more about this a little later, 
to ensure that we can further improve the way in which we manage our compliance and our 
responsibilities in this area.  

SLIDE 40/41 

So the opportunity. John has touched on this, the alternative lending space I think generally, 
sub-prime, is the domain of specialists. The other mainstream lenders around certainly lack 
the expertise and experience – that’s a constant. Their appetite tends to change, from my 
experience of working in this sector for a long time. At this moment in time they have no 
appetite whatsoever to get themselves involved in this, and they’ve been burnt on it. So, the 
expertise and experience doesn’t change their appetite it does sometimes change but they 
tend to get it wrong and then retrench once more. It’s a domain of specialist lenders I think.  

The home credit market, again John touched on this, isn’t growing. This is a market share 
play. And the market share play comes from our ability to be able to leverage off the fact that 
Provident in particular has withdrawn from servicing a number of customers. They’ve let go 
about a million, just short of a million. If we can double the size of this business by adding 
another 100,000 customers to this business over time that probably won’t even register at 
Provident, but that’s what we’re intending to do.  

Our competitors are more focused on some remote lending models and also non-agent 
related activities. That’s why we see this as a real opportunity to specialise in traditional 
home credit and take advantage of that opportunity that’s out there. To do that we need to 
expand our agent network. I’ve been in this sector a number of years, grown a number of 
business, and the only way you grow this business is by growing the number of agents who 
provide the service, and that’s where our key focus and attention is. And we must then from 
that then attract and build profitable customer relationships from those additional agents.  

SLIDE 42/43 

I’m regularly asked why agents leave others and why would they choose us. We’ve had 
some success, quite a considerable amount of success, more than we actually anticipated 
initially in this area. And they join us because they’re joining firstly a highly-experienced 
management team who are committed to home credit; whereas they see that the other 
companies they’re leaving you’ve got management there who perhaps are less so, less 
experienced and have less commitment to the future of home credit. We have exciting and 
ambitious growth plans; they want to be part of those plans. They can see we’re investing in 
technology to support them and to support the customer experience. And many of these 
agents have left companies where they have technology, joined us and gone back to paper, 
and now are enjoying the benefits of now returning back to that new and improved 
technological experience as well. So they are making that journey with us.  
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When I talk to agents the biggest thing they like about what we do compared to some of the 
other competitors is our reward structure is simple, clear, transparent, easy to understand. 
We pay 10% of what they collect, and that’s very, very clear; they like that. An agent when 
she goes to a door, collects £100, wants to know that she’s earned £10 when she comes 
away from that house. That’s very important. Others have more complex arrangements than 
that and agents don’t like that. Agents like that simplicity, so we’ve made that commitment to 
them that we will retain that.  

We welcome all size of agencies. Again, some of our competitors are focusing only on the 
larger agencies. We are happy to take agents who want to work on a part-time basis, maybe 
two or three days a week rather than five days a week, because that suits their lifestyle. 
There’s very little fixed cost attached to the recruitment and management of an agent.  

And we’re committed to great customer service and they can see that: we want to deliver the 
very best service for both our customers and our agents.  

SLIDE 44 

In terms of what they look like, agents: they’re all self-employed, so we have a different 
model, all our agents are self-employed. The majority are female, so this is a female-to-
female relationship, so the majority of our agents are female, and the majority of our 
customers are female. And many of them, as I said earlier, have come to us from our 
competitors.  

We undertake robust criminal record check and credit checks, financial integrity checks, of 
all our agents before they start. And then we take them through a rigorous induction 
programme which is supervised and signed-off by our management team before we let them 
loose on their own to service customers in the home. And then there is ongoing training to 
ensure that our agents maintain the very, very highest of standards and conduct.  

So I’ve touched on the commission scheme. We pay 10% for everything they collect. About 
20% of our collections is done through either cards or CPAs (continuous payment 
authorities), and we pay 8% for those collections. So overall our blended commission rate is 
just over 9%. And we pay a relatively small reward for recruiting new customers. This is to 
reflect the effort that needs to be put in to recruit those customers. It usually involves two or 
three visits to the customer’s home to undertake the assessment before we will issue a loan. 
And we pay £20 for that at this moment in time. That amount can vary but at this moment in 
time we pay £20. 

And then we meet with our agents every week. This is really important. The FCA see this as 
really important and it’s a key part of our control process. So every agent comes in at least 
once, sometimes twice a week to a small office – these are not customer facing, they’re not 
shopfront, they’re not expensive – but we meet with our agents every week and undertake 
an interview one-to-one each week to make sure that agents’ conduct and behaviour is 
correct, and we deal with all the issues and things that they have dealing with their 
customers every week to provide them with the support that they need. And managers will 
regularly accompany their agents as well. We have a programme of dual visitation.  
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SLIDE 45/46 

In terms of why customers join us – and this isn’t unique to Loans at Home, this is home 
credit; they like the accessibility and inclusiveness of the product. They like the flexibility. But 
more than that they like to be able to stay in control, they like to be able to talk to a person 
and they know, because of the product structure, if they get into some difficulty they’re not 
going to get themselves into a spiral of debt. That’s why some of our customers choose not 
to take revolving credit products and credit cards etc. because they recognise that this 
product is more suited to their lifestyle. So it’s a choice for many of our customers.  

They like the fact that we won’t charge them any extra fees if they miss a payment. So when 
what might to us seem a very small event happens to them, they know that that week there’s 
an opportunity to miss a payment that week and make the payment up either next week or 
subsequent weeks; or they will be able to pay it at the end of the loan. We will make that 
arrangement with the customer depending on the circumstances, and depending on the 
length of the relationship we’ve had with them. If we have a relationship with a customer for 
a long time and they miss a payment we pretty much know that that’s a genuine set of 
circumstances and we can make a reasonable arrangement with that customer going 
forward.  

So they like the convenience, and we’ve managed to grow our customers from about 
85,000/ 86,000 to by the end of the year somewhere around 95,000/96,000 customers.  

SLIDE 47 

In terms of how we find our customers three key sources of recruitment of acquisition of our 
customers: firstly through our agents. Our agents are out there, they’re delivering leaflets 
and other materials around the estates and the areas in which they live. We receive 
recommendations both from agents and from other customers about new customers, that’s 
where the majority of our leads come from. And more and more these days online, so people 
are looking for home credit online. Now, this is a change in the marketplace I would say in 
the last four or five years. Four or five years ago a home credit customer would not have 
been looking online for a home credit loan, they are now. And they’re happy to take the 
home credit service but find their provider online. So we’re finding more customers coming 
through to us from that route.  

SLIDE 48/49 

In terms of our own plans we have re-engineered, redesigned, redeveloped the website that 
we now have into a more modern, fully responsive, rendering to mobile. Most of the 
customers looking for us are looking for us on a mobile device, so our website renders for 
mobile.  

At this moment in time most of our traffic is coming through paid search, search engine 
optimisation, they’re the two principal channels. We don’t at this stage use brokers, it’s in our 
plans to do so in the future, but we want to further develop our scorecards, our credit 
capabilities before we venture down that route. I’ve got some experience of that from a 
previous life so we’re treading very carefully on that one.  

Certainly online we’re starting very slowly at this moment in time because most of our 
customer relationship are coming from the agents that we’re finding out in the marketplace. 
So we’re starting slow and we’ll build over time. But it will over time become a more 
significant source of customer recruitment as the business develops.  
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There’s the new website there.  

SLIDE 50 

In terms of the process, four key lines really: whether a customer comes via another 
customer; comes via the agent; directly through the telephone; or online. The first three 
routes all come through our contact centre. So the customer will phone the contact centre 
with some basic details which I’ll come onto in a second, we’ll provide a decision in principle, 
effectively once we’ve got the information within seconds and then provide the information 
back to the agent to call round.  

Online that is done automatically because the customer enters the details on the website. 
We’ll give the customer a decision in principle again within seconds, and if they’re successful 
we’ll pass that on to the local agent.  

In all four scenarios the agent will visit the customer at the home before making a decision. 
We don’t make any decisions remotely. We’ll never make a loan without visiting the 
customer and eyeballing them at home first. So it’s the same process. And we’ll never say 
yes; we’ll only say no. The agent is the only person that will say ‘yes’. This is really important 
in our business, the agent needs to have ownership of the decision that he or she has made, 
and frankly wants that decision-making process as well.  

SLIDE 51 

In terms of the decision in principle process we collect very basic data initially; customer 
address, name, date of birth. We’ll then check whether we’ve had a relationship with this 
customer before; was it good or was it bad – and some will fall at that hurdle. We’ll then 
through our systems contact Callcredit and we’ll run the customer through their systems. 
And then if it passes that test we’ll then run it through our own scorecard before providing a 
decision in principle to the agent. The agent will then receive that decision in principle, go 
round to visit the customer at home, undertake a full robust affordability assessment before 
making a decision. So that happens pretty quickly and pretty smoothly.  

SLIDE 52 

In terms of the numbers, you can see here quite a number fall away. On the agent side of 
things, the agent-generated leads, about half receive an approval in principle at this moment 
in time, and a few fall away. So we take about 40%; from application to customers the 
waterfall is about 40%. And you’ll see from the web it’s far more strict. We have a lot of 
applications coming through the web. People tend to find you pretty quickly on the web and 
so a lot more fall away. We have very strict criteria there, so only 20% get an accept.  

Between then, of those that are agreed in principle, another half fall away. And that’s 
principally because they’ve changed their mind; they decide, actually I don’t want a home 
credit service; they weren’t quite sure what it was initially. Or the agent has decided, no, I’ve 
been to this customer do you know what, I don’t want to take on this relationship; or the 
customer fails the affordability assessment. So those are the main reasons why customers 
fall away between accept and an actual loan being given.  
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SLIDE 53 

New lending accounts for, depending on our appetite at the time and the seasonality of the 
business, between 10% and 20%. The majority of our lending is done to our existing 
customer base. It says here 75%; in our peak lending period that’s in excess of 90% of our 
lending is done to our existing customer base. So that’s people taking further loans to the 
ones that they’ve got.  

We visit every customer at home every week so we have the opportunity to discuss and 
assess their needs every week. A customer must have met some very strict performance 
criteria before we will provide them with another loan, and that will also be influenced by the 
length of the relationship. So we’re more relaxed about a customer who has been with us, as 
I said earlier for a long time than a customer who has been with us six months in terms of 
that assessment process and that performance process.  

We are developing behavioural scoring to support our decisioning in this area and we expect 
that to be in place at some point in the first half of next year. Fully documented affordability, 
which I think I’ve mentioned already. And as I said earlier the agent will makes the final 
decision. The business will say no, but only the agent is the person that will say yes.  

SLIDE 54 

In terms of how the collection process works: it’s a predominantly cash based process. 
Agents visiting customers at home collecting payments in cash; delivering loans in cash, 
sometimes at the same time and receiving commission for that.  

In terms of financial difficulty: when a customer gets into financial difficulty, similar to the 
Everyday Loans’ process, we undertake a full Income and Expenditure check with the 
customer. We’ll reschedule the payments. The ultimate total amount payable does not 
change in those circumstances, but we will agree to extend the length of the term of the loan 
at no extra cost to the customer.  

And, as I’ve said earlier, we’re in a unique position to be able to identify vulnerability within 
our customer base, and our agents record all the vulnerabilities of our customers on our 
system and then we regularly revisit those vulnerabilities to make further assessments to 
see whether that is still the case because vulnerability, as we know with our customer base, 
changes from time to time.  

SLIDE 55/56 

So in terms of performance: what’s happened since we bought the business? As you saw 
earlier the first thing we’ve done is we’ve brought in a whole new management team; that’s 
pretty settled now. We’ve revised our accounting policy. That’s why I brought Jono up today 
so he can answer all the difficult questions around our revenue recognition and our 
provisioning policy. In essence we’ve aligned our policies to the other leading providers 
within the sector so our provisioning policy is very much aligned to the other two large 
players in the marketplace.  

We’ve spent a considerable amount of time reviewing, revising our compliance and 
regulatory standards within the business. It needed quite a lot of TLC I would say, and so we 
brought in people, as you can see, but we’ve also reviewed every single process within the 
business: we’ve rewritten every single policy; we’ve trained and we’re still going through a 
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full training process with all our people. We’re absolutely committed to achieve our goal of 
sector gold standard compliance and improving the way in which we do things.  

Our business improvement project which is underway is about introducing technology into 
the business to further enhance what we already do. It’s the one area where we lag behind 
our two major competitors, because of the historic nature of this business. They both have 
mobile devices and have had mobile devices in an agent’s hand for some time. We’re now 
just at the point where we have that, and I’m going to touch on that soon, we’re now at the 
stage where we do have that mobile device in an agent’s hand and she’s now collecting 
payments on it. So that’s the one difference I think between the businesses.  

We’ve developed a very clear and long-term strategy and vision for the business. October 
last year we began an aggressive recruitment campaign for new agents and we’ve been 
quite successful, again I’ll touch on the numbers shortly, in achieving that.  

SLIDE 57 

So in terms of our mobile technology development, four stages of implementation: the first is 
to get our agents collecting, which is their main activity, using this device. So now every 
agent has the app and they’re using their own devices. And that’s probably an important 
point to make actually. Of our two major competitors, one of them has brought the devices in 
for their agents. We, like Provident, have chosen for the agents to bring their own device. 
We think that fits more with the self-employed nature of the job that the agent does.  

So our agents use their own devices and we provide the app that goes on that device. So 
they can now all collect on a read-only basis. And about 50 agents are now in a read and 
write situation, so they’re in full use mode: they’re fully collecting, fully balancing on their 
app, and we expect that to be rolled out in the coming months. We have a decision to make 
about whether we do that at our busiest time. We’re getting more and more confidence 
around that because it’s gone in very well. We’ve got agents out there, some of the agents 
who have joined us actually from the competitors are speaking very, very favourably about 
the quality of this app compared to ones they’ve used in the past, and they adapt to it very 
quickly so we have a lot more confidence internally to actually roll this out even during our 
busiest period. But we’ll see how it goes over the next few weeks but certainly within the 
next few months we’ll be there.  

Stage two is in balancing: all the agents have an app that balances.  

Stage three is the most significant for us from a compliance point of view because this will 
automate the lending process for agents. So giving them the ability to lend, we’ll have 
electronic devices and electronic affordability assessments on the device as well. So this will 
greatly enhance the compliance, the regulatory aspects of our business and improve the 
experience of both our agents and customers who, at this moment in time, have to sign and 
carry around with them a multitude of paper in order to conduct this transaction. And 
inevitably when you get paper you get mistakes: you get boxes not ticked; forms not filled in 
correctly – we have all those issues to deal with. So those are the things we’re keen to make 
sure go away and, as you can imagine, so is our regulator as well. So we’re well on the way. 
That’s a key focus for our development over the next few months.  

And then the integration is bringing all those apps together under one system.  

So pilot underway in collections; development is now complete on balancing; we’re at the 
design stage for the lending app; and the architecture has been developed for the collections 
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app, is being used by collections, and ultimately will be used by all the apps that we have 
within the business.  

In addition to this we’re introducing tablet technology for our managers so our managers will 
have access to management information, to their customer information and will be able to 
support their agents more out of the office rather than at the moment it’s desk based where 
they have to access information from a desk-based pc.  

SLIDE 58 

Here are just some pictures of the simplicity. The first one is the agent logs in, will see their 
customers – the payments outside the brackets is a payment we’ve received; the payment 
inside the brackets is expected rate for that week – and the agent will see all their customers 
and be able to adjust their customer details as well. So all of this at the moment is done in a 
branch environment by a member of our clerical team. So there are some operational 
efficiencies and savings that will ensue from this, though they’re not huge and they’re built 
into our plans and forecasts.  

SLIDE 59 

The first half of the year I think it’s fair to say was very successful. New agencies grew 
certainly faster than we had anticipated, which was a good thing. The loan book grew and 
the number of customers grew; you’ll have seen that at the half-year results. And certainly 
that growth was at a rate that was much higher than our competitors were seeing so we’re 
pleased with that.  

But, with that unexpected rate of growth came additional costs. We brought more agents 
across so we had to support those agents. When an agent joins you from a competitor they 
clearly can’t just pick up their income levels where they left off with our competitor, so there’s 
an expectation that we will support them through their first, usually six to nine months of 
support that we find while the agent builds up their number of customers. Usually what 
happens is they’ll bring across with them those experienced customer relationships, the 
ones they know particularly well, and then they’ll start to build in and fill in with other 
customers as well. So we need to support them through that period so there’s a bit of an 
additional cost there.  

The rate at which we brought on new customers was higher than we anticipated and 
therefore, as you’ll see from some of the graphs later, there was a higher impairment charge 
on new customers than there is with existing customers so there were higher levels of 
impairment. But, we’ve adjusted things since then.  

So in H1 16: operational KPIs good; costs higher than we had forecast.  

SLIDE 60 

Since then what have we done? Since the half year, we have adjusted the management 
structure, we’ve brought in some more experience at the top of the operational management 
structure. Davie Thompson has joined us to head up the operational side of business – he 
has run Provident’s operational business in the past as well as working for International 
Personal Finance as well, so he now heads up that team.  

We’ve also taken the opportunity to enhance our Management Information and with it the 
rigour and the focus we have around new customers.  
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We’ve also looked hard at the performance of all of our new agents, and we’ve taken the 
opportunity over the last few weeks to close a number of those agencies which have just not 
succeeded. Inevitably when you bring in close to 300 new agents over a period of nine 
months they’re not all going to work and they didn’t. So we’ve closed about 30 or 40 
agencies over the course that weren’t quite making it. And we intend to replace those in the 
coming months. So those subscale agencies have gone, so that’s enabled us to reduce the 
costs around those and improve efficiency.  

We’ll continue to develop our scorecard. This is really important. Our first scorecard was built 
using data from the previous owners who didn’t have any real growth ambitions. That’s all 
the data we had. Our second iteration is now with our own data, but with a fairly short 
outcome period, but it’s proving to be more predictive. And our next iteration, which will 
come out in the next couple of months, will be using our own data with a much longer 
outcome period. So we’re confident that each iteration will get better and the scorecard will 
perform better as things move forward.  

And of course the significant thing in the last few months is that our mobile technology is 
now in and working in a number of branches.  

SLIDE 61 

And the final few slides I just thought it would be interesting to give you some illustrations of 
how the performance of experienced agents and experienced customers differs from 
inexperienced. This is indexed to 100. You can see that agents with home credit experience, 
this is their collection performance after 20 weeks and you can see they’re both high, both 
are profitable, but it’s more profitable coming from agents with home credit experience. 
Those without, run at about 85% of agents with experience.  

SLIDE 62 

In terms of customers, on the left here you can see that new customer expected collections 
after four weeks differs marginally: there’s about 10 percentage points there between the two 
categories of customers. So those with experience perform better; those without still perform 
well, caveat, but just not quite as well.  

On the right there you can see the levels of impairment as a percentage of revenue between 
new and existing, and you can see the difference. The costs in this business in terms of 
impairment are heavily weighted to new customers. Once you’ve built that relationship and 
you’ve got the experience, the levels of impairment drop significantly. The challenge is 
getting those customers in and balancing short-term needs with long-term profitability and 
getting enough of those customers through to take their second, third, fourth loans. And 
more than two-thirds of all our new customers that we bring on go on to take a second loan.  

SLIDE 63 

And then this graph just shows you what was happening with the new customer 
performance. We saw deterioration towards the end of the second quarter. Again this is the 
five-week rolling average collected performance for new customers. We measure five weeks 
because we find it quite significant in determining the ultimate impairment of a new 
customer. It’s very, very predictive so that’s why we use five weeks.  

And what we saw here was very high levels of performance from new customers throughout 
the first quarter and into the second, it then started to tail-off and we were watching it closely. 



33 
 

By the time of the half year we decided that we needed to further tighten the scorecard 
which we did at week 30. And then you can see the difference that that scorecard tightening 
has had to the performance of new customers. 

We demonstrate this to make the point that because it’s a short-term business, we’re able to 
identify issues with performance quickly, we’re able to analyse and react quickly, change our 
systems and get a result quickly. That’s the nature of this business. As we go forward, our 
challenge, as Danny said, is always to get this balance right. The challenge as we move 
forward is we’re going to get these lumps in the road, is to try and make those lumps not as 
deep, more shallow as possible. So that’s our challenge moving forward. So that’s what that 
graph there is designed to do. So that’s the first half.  

SLIDE 64 

So in summary the thesis hasn’t changed. Without doubt there are opportunities out there, 
there are agents looking for homes, agents who are looking to join us from other competitors 
as well as new entrants to the market. We had rapid growth of agents and customers in the 
first half of the year but that incurred temporary additional costs. The remedial actions are in 
place and have worked and we’re now looking at what we do next.  

And so the focus for the rest of this year and into next is we’ll continue to focus on recruiting 
new agents and of course new customers, less aggressively I would say than we have done 
in the past, learning from the experience of the first half of this year. Customer recruitment 
will continue to be driven from those new agents and the existing agents that we have within 
the business. We’re putting significant emphasis around embedding the regulatory 
requirements and practices within our business and that will continue as we progress our 
dialogue with the regulator. And new technology is receiving a significant amount of our 
attention, Jono particularly, to make sure we get that in place so that our collections app is 
successful when it goes in and that we get our lending app in as soon as possible in 2017. 
And that’s our key focus.  

John van Kuffeler 

Mark, thank you very much indeed. And so if there are now questions. The microphone is 
coming round.  

Q&A 

Question 1 

Mark Costar – JO Hambro 

You actually spoke quite a lot about the need to recruit new agents, what we didn’t touch on 
unless I missed the point was about acquisitions. The industry you’re in is still pretty highly 
fragmented and there are a large number of well established, long established, family 
operations, I don’t know about mom and pop operations, but family operations, which have 
good established operations, they don’t necessarily have succession, they don’t necessarily 
have the wherewithal to continue to battle with the regulator. So what is your approach to 
making those acquisitions; is that an easy way in? And typically, I understand it’s probably 
an organised market and you’re going to be selective by region, but what would you be 
prepared to pay as say a percentage of gross loans outstanding to buy those kind of assets? 
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Mark Bardsley 

We’ve looked at a number of businesses over the course of our strategy, it has been a key 
part of our strategy, we haven’t bought any of those businesses. And the reason we’ve not 
bought any of those businesses is because they either haven’t met our regulatory standards 
and requirements, our compliance standards; we’ve found issues within those businesses 
which we’re not prepared to take the risk on, that’s the first issue. And the second thing is 
their expectation of price is higher than ours. I won’t touch on what we’re prepared to pay, 
but I would say that it’s higher than we’re prepared to pay at this moment in time; because 
frankly we’re finding we’re able to recruit agents and customers from the marketplace with 
experience so why would we pay let’s say what we paid for this business as a multiple for 
those smaller businesses at this moment in time. So we’ve moved away and we’re aware 
that some of those businesses have been sold elsewhere in the marketplace but we’ve 
removed ourselves from the process and a number of competitors. 

The final thing is not as many of them are for sale as you would think. I touched on the fact 
that over 400 have received their full permissions, those smaller businesses have heard 
nothing from the regulator since they received their full permissions earlier this year. They’re 
small, the regulator is focused on the larger, as you would expect, part of the marketplace. 
So they’re seeing it as a quite benign situation so they’re going to carry on. I suspect that 
when a regulator is fully embedded in all these businesses in terms of supervision that may 
change again, so there could well be another round here of opportunities at that point in 
time. So I think that’s our experience of where the market is at the moment.   

Question 2 

Gary Greenwood – Shore Capital 

I’ve got two questions. The first one just in terms of the market. Increasingly customers are 
wanting to spend online so are you looking, or what are your thoughts on a sort of loan on a 
card as against a cash loan? And how would you look to develop that?  

And then secondly, you obviously gave those stats in terms of new agents versus 
experienced agents and their collection so what proportion of the agents are new versus 
established? 

Mark Bardsley 

The last one is about half and half at the moment, that’s what we’ve taken on so far, it’s 
about 50:50 to date. In terms of the card, no we don’t have any plans to do that, our 
experience from working in other organisations is that what our customers tend to do, when 
you put a loan on a piece of plastic for our customers they tend to go to a hole in the wall 
and withdraw the full amount in cash, so it defeats the purpose really. That’s what we’ve 
found and all we do then is incur the costs of processing that.  

You can see that 86% percent of our customers already have bank accounts, they’ll have 
some form of plastic, they are shopping online and in our experience those customers are 
using that arrangement so that debit card with their bank account to shop online, we don’t at 
this stage. We’re aware that some of our competitors are looking at other methods, 
Provident have tried it and withdrawn, Morses are doing it now and I think they’ve got a few 
things out there, we’ll keep a close eye on it and see how that performs, but we have no 
plans at the moment. We’re very much focused on delivering the traditional home credit 
service. 
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Question 3 

Member of the floor 

Thanks. Just looking at the impairment as a percentage of revenue in sort of new versus 
existing, new being three times. If you compare that back to sort of the pie chart where you 
were talking about the progress through the year does that three times apply to the average 
or was that your worst experience? So it’s really comparing slides 62 and 63. 

Mark Bardsley 

I’m just looking at Jono here, he’s got his head down. Could you repeat the question? 

Member of the floor 

Yes, if you just look at slide 63, your new early customer collection performance, there’s 
quite a variance on that slide; so in the third quarter you had a worse than average 
experience. So I’m just wondering whether this slide 62 compares to the average over the 
whole period or was that at the worst stage of experience? Just to get a sense of on an 
ongoing basis what the new versus existing risk would be. 

Jono Gillespie 

So 62, the right hand chart, the impairment as a percentage of revenue, I think that was year 
to date as of last month. The reason that it’s different there is the chart on week 63 is just the 
first five weeks’ collections performance. So therefore generally the loans will start off okay 
and then start to deteriorate after that point, so you can’t quite marry the two together. We 
start to impair new customers after they’ve missed a couple of payments and we’ll probably 
impair at about 20% very quickly and then increase that impairment as payments continue to 
be missed; but in that first five week cycle there’s not that much impairment would come 
through. 

Member of the floor  

So on an on-going basis nearly three times existing is reasonable 

Jono Gillespie 

It’s probably higher than we would have liked it to have been and I think by looking at the 
other charts on there in terms of the experienced agents versus inexperienced agents 
there’s things that we can obviously try and do there to tune that a little bit. 

Question 4 

Member of the floor 

Could you just talk about the FCA thinking because if we look at page 56, the whole list of 
actions that you’ve got to go through here and the cost and the systems and infrastructure 
which a well-capitalised, well run business like yours would be expected to do and is doing; 
so why is it that given all these very strong controls in place the FCA is taking so long when 
there’s these small, for want of a better phrase, more tin pot operations have got a tick in the 
box straight away and presumably haven’t got all of these here.  



36 
 

Mark Bardsley 

That’s a really good question. We ask the regulator that question regularly and they tell us to 
mind our own business and just focus on what we’re doing, is their answer: “It’s got nothing 
to do with you.” 

John van Kuffeler 

I think that what it is, as Mark was saying earlier, is that the FCA appears to be, from what 
one can see, under pressure to get licences issued and so the question they are asking is: is 
there a systemic risk or is there a serious issue in terms of numbers of potential bad 
customer outcomes by giving a licence to the 400 smaller ones?  No – and so those smaller 
operators are through. But as Mark was saying, they are learning from the three bigger 
players where they’re spending a lot of time and effort to build their understanding.  

And, inevitably as was said earlier, if you’re the FCA you tend to concentrate on the biggest 
players because that’s where you’re going to get most data. So yes, we just have to await 
that process to finish. Once they have finished that we anticipate that what they will do is 
apply some of these things, if not all of them, that the top three already do to the 400 others 
and say: “these are the new rules which you’re going to have to comply with” and some of 
those firms will buckle and that is why we’ve said some may then become more readily 
available, in answer to the earlier question.  

Mark Bardsley 

Other than technology there’s very little difference between the three major players, we’re 
running fast at the moment to catch up a little bit but we’ll get there soon, but that’s the only 
major difference really. 
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Member of the floor 

Thank you, that’s very clear. Just on that technology one of your other competitors have said 
that in the fullness of time they expect the introduction of mobile technology to improve agent 
productivity by around 20%, i.e. by reducing the paperwork etc and errors as you mentioned 
and therefore freeing up more time to have a larger collections book. 

Mark Bardsley 

A larger book, yes. 

Member of the floor 

Do you – I know it’s very early stages in your technology rollout – but I mean what 
aspirations might you have in terms of agent productivity assuming a successful 
deployment? 

Mark Bardsley 

We do anticipate it’ll create some capacity but we certainly haven’t factored that into any of 
our forecasts going forward at this moment in time. But yes, you’re right, I think there is 
capacity there, but at this moment in time we’re focussed just on getting it in and getting it 
working and see whether that does actually materialise. So we haven’t forecast that at this 
stage. 

Nick Teunon – CFO, NSF 

I think, Mark, it’s also fair to say that we would not necessarily insist that that was used for 
extra work, our whole model is that we are the place agents should wish to come and work 
for, they’re self-employed, and if their efficiency means they do the same volume of business 
in 20% less time that’s fine with us. We know the competition are much more likely to say 
you will use this extra time to do more lending, to do more collections, that’s not our model 
and that’s why people are leaving the competition to join us. Clearly some agents will say 
great, I can have a bigger business in the same amount of time but if they don’t want to do 
that they don’t have to. 

Question 5 

Member of the floor 

Could you explain a little bit why did you have to get rid of the 30, 40 agents? 

Mark Bardsley 

Why? They came in, they hadn’t grown quickly enough, they hadn’t got to the sort of critical 
mass where we were going to be able to support them, we would have had to make a 
decision either to continue to support them with financial payments because they weren’t 
able to find customers quickly enough and build their rounds quickly enough to support 
themselves, or let them go.  There comes a time when you have to say this isn’t working, we 
need to end this relationship and we’ll start again with somebody else. So it’s those where 
we try to grow in a particular area with a particular person and it hasn’t quite worked. 

Member of the floor 
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And have you lost any agents because of the technology issue? 

Mark Bardsley 

None whatsoever, no. 

Member of the floor 

And how much do you calculate it’s going to cost you to get up to the technology level? 

John van Kuffeler 

Nick, do you want to answer that overall? 

Nick Teunon – CFO, NSF 

We said pre IPO, or rather pre acquisition, that we expected about a million pounds of 
investment in total and that number is still about right and that will go through capex and 
then be depreciated and that’s pretty much all spent this year. There’s a bit next year for the 
lending app, the vast majority of it this year.  

John van Kuffeler 

It may just also be worth saying that Mark and Jono are being too modest, but Jono oversaw 
and was the person responsible for delivering the Provident technology and app; while Mark 
was at Shopacheck which is now the larger part of Morses, he oversaw the introduction of 
the technology there. So we have all that knowledge and the experience so it’s not as if it’s 
particularly difficult to do, we’ve done it before and we’ve done it successfully. And in fact 
being the number three in terms of timing of doing it means we’re able to learn from the 
experience of the others and produce apps which actually are slightly superior, simply 
because we’re the last of the three. 

Mark Bardsley 

And dare we say the modern bit of this is quite easy, it’s not difficult to put an app together in 
weeks frankly. The challenge we have is in integrating that with our existing legacy systems 
that we’ve inherited. So that’s where our challenge is at this moment in time.  

Member of the floor 

And if I may just one last question. Of the new customers post acquisition could you break it 
down from where they came? Agent, recommendation and online perhaps? 
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Mark Bardsley 

25% of all new customers come from the web. I think it’s on the bottom of one of the slides 
here, I know that but I haven’t got the slide number. 

Jono Gillespie 

And the remainder of that half come from recommend a friend which is where a customer 
would say my friend likes a loan and then the others would be off the agents. 

Mark Bardsley 

Off the agents, yes. 

John van Kuffeler 

Any other questions? Okay, well thank you very much indeed, and how are we doing on 
timing? Not too bad. So now a natural break.  

SLIDE 65 

((Break)) 

SLIDE 66 

John van Kuffeler 

Okay everybody, we’re going to restart and so if you can take your seats. So Richard, over 
to you, all about Trusttwo. 

SLIDE 67 

Richard Sharp, Managing Director, Trusttwo 

Okay, so following on from the other two businesses today I want to talk to you a little bit 
about the opportunities we’ve got within guarantor lending. I want to concentrate mainly on 
what the market is, what we believe the opportunity is, what we do at the moment, and 
bearing in mind I’ve only recently joined in July, some of the changes that we have made 
and are going to make to help make those opportunities happen.  

So the UK market dynamics, I think everybody knows probably actually it is Amigo. Amigo 
really own this market at this moment in time. The market has got outstanding receivables of 
around about £350m with annual new loans of around about £250m to £300m. My belief is 
that’s going to grow with everything we’ve talked about earlier within the other two 
businesses, I think more people as they get educated about this product will realise that it 
actually sits, in my view, in a different place in the market than it does today, and that will 
only help grow the annual new loans we can do there.  

The FCA are very supportive of this product. Danny’s already touched on the changes that 
we had to make in April, there’s been a new consultation paper come out that actually is in 
our business’ favour; it’s all about not having to demand payment from a guarantor and if 
they want to offer the payment then we can take it. It’s all about talking to customers and 
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making sure customers are centric to your business, which is what we already do at 
Trusttwo and which is one of our main USPs. So that’s a good, solid thing for us moving 
forward. 

Amigo, as we said dominates most of this market, you can see on the right hand side some 
other brands there, the main one really being Glo which if nobody knew is Provident’s 
guarantor loan arm. They have in the past couple of weeks moved out of the market which 
again gives Trusttwo a big opportunity on market share. They’ve pulled out to concentrate on 
their Vanquis model; from what we can understand they look to be coming back into the 
guarantor loan market end of next year with more of a cross-sell to their Vanquis customer 
base.  

So again I think the timing is really good from a Trusttwo perspective. The change that we’re 
going to make with Glo exiting gives us more market share to go at as well. A lot of the other 
players, they’re private equity firms, they’re privately based, they haven’t got the backup that 
we’ve got as part of NSF and that’s one of the big, big factors that will make Trusttwo very 
successful over the coming years.  

It’s scalable infrastructure, Danny’s talked about how much knowledge we have in the 
Everyday Loans business, I’m lucky enough that I can utilise that for the Trusttwo model, so 
the risk, the compliance, the use of scorecards from a face-to-face basis, we can have all of 
that knowledge in the Trusttwo business to again give you the USP over all of the others to 
really make sure we can be a clear number two to start with and then move on from there.  

We’ve got access to low cost funding, the others outside of Amigo have very short-term 
funding which tends to be more expensive - which again is an opportunity for us within the 
marketplace with NSF. All of it is around making the customer journey as easy as possible 
for the customer. I’ll come on to that in a bit more detail later on, this along with strong 
marketing campaigns is I think what’s made Amigo so big over the past ten years, Danny’s 
already mentioned it, they’ve got a lot of in-house experience, they’re also spending a hell of 
a lot on marketing, they’re on the television, they’re on the radio, and that’s where they get 
the nucleus of their business from, they don’t tend to use very many other channels apart 
from that, so then there’s an opportunity for us to gain market share from them by utilising 
the channels they’re not so great at and that may be a cheaper acquisition opportunity for us 
as well.  

SLIDE 68 

So the market dynamics. We make the loans that are secured by guarantee. The applicant 
tends to be sub-prime customer, relatively bad credit, not good enough to go to our parent 
company, Everyday Loans for instance, so if we can get a good credit guarantee from that 
customer then we would write that loan for them based on the credit of the guarantor.  

As we say, 90% of our guarantors are family, they’re either parents, sisters, brothers, and 
more importantly over 85% of them fit in the A1 to A3 credit range, so they’re actually near 
prime, if not prime customers as well, which I think is a fascinating point that these 
customers are actually understanding what this loan is, and the attributes of the loan, to 
enable their family to take this loan on rather than not being able to fulfil their needs. I’ll talk a 
little bit more about that later on. 

APR’s are low - currently we have a representative APR of 39.9%, more interestingly the 
market leader is the most expensive which could lead you to believe that it’s not a price 
sensitive market, but it’s all about obtaining the customer and servicing their need. Currently 
we have three or four channels; we have customers that come to us directly over the internet 
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so your Google, your PPCs, SEO; we have brokers and a new channel for us coming on 
shortly would be lead generators, but the major USP we’ve got at this moment in time, I’ll 
refer back to the slide Danny went through of how much drops out of the Everyday Loan 
process. Now there is a percentage of that dropout to whom we can start cross-selling the 
guarantor loan product – something that we don’t actually do today. So with all of the good 
customer service we’re giving on Everyday Loans’ perspective, rather than saying no to a 
customer which isn’t good customer service in the end, we can offer them an alternative 
credit option to fulfil the needs that they came to.  

This sets us apart from Amigo, because Amigo can’t do this (they have no branch network). 
We’ve got an extra engine from a lead generation perspective that is warm to hot because 
they’ve either been on the phone or they’ve been into a branch. What we can do now is put 
them seamlessly across to Trusttwo and then offer them the guarantor loan, but the 
important piece being that the customers know that it’s a guarantor loan at the front end, 
rather than thinking it’s just a high cost short term credit for instance.  

So again, Danny alluded to it earlier, they may have come into Everyday Loans and looking 
for a loan at 70%, 80% APR or higher, couldn’t get one but walk away with a 39.9% APR 
from Trusttwo. I think that’s an absolutely outstanding outcome for a customer and really 
does treat customers fairly. And that process is in build at the moment but will be a big 
generator of business for us. Collections are by DD from the borrower’s account or if they 
default then we can collect off the guarantor as well, the whole reason for that being there.  

SLIDE 69 

I just wanted to give you a slide on what actually happens today. I think there’s a lot of 
misnomers about the guarantor loan itself, so it is really quite simple. So it starts at the top 
left where a customer will come and apply to us on our website or we will get lead 
generators to post into us for us to get their details from there. We then effectively bring the 
customer into our loan management system where we ask them to give us a password to 
enter their My Account area. In between step one and two we’ll be doing some pre-
qualification criteria checks on a customer and some duplicate checks, just in the same way 
that Loans At Home do, the same way that Everyday Loans do, just to ensure that we’re not 
making any mistakes if the customer is new to us or if they’re existing we take them down 
the right route that they should be going.  

Once the customer’s come in and passed those, we get the password from him, he’s then 
sent to a page that explains that we need the guarantor, explains who it is, who’s usually 
best for a guarantor, more importantly who we won’t take on, i.e. their partner for instance. 
They then need to send on a link onto their preferred guarantor from that, it’s a bespoke link, 
URL that they will send on to their prospective guarantor who then would then click on that 
link to give us their application details as well.  

At that point once we’ve got both of the details we do a credit search on both customers, not 
just the applicant, we do the applicant and the guarantor, they’re both soft footprints so they 
don’t show. Obviously if I was asked to be a guarantor I wouldn’t really want the credit 
search on my file, so it’s again a customer-friendly way of doing it that gives us all the 
information we need to make the right lending decision. 

Provided that that’s passed the application will then be forwarded to the operations team to 
speak to both the applicant and the guarantor to do an affordability and ID check. It’s really 
important that affordability is there from the applicant’s perspective. The credit less so, the 
credit is more on the guarantor side but we also need the guarantor to be able to show the 
affordability for that loan as well, just in the case that we have to enforce the guarantee.  
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That’s currently round about a 30 minute telephone conversation to both people from our 
team, centralised in Bourne End where they will look through their key file; have a 
conversation with a customer to understand what the needs are, to make sure they 
understand what the loan is from a guarantor perspective as well that if this loan does go 
bad then this is what it means to you Mr Guarantor.  

Once all of that’s done and it’s successful the guarantor is then asked to electronically sign 
their loan agreement, unlike our two other businesses we do everything online, it’s far more 
efficient for us for this type of relationship, we need to speak to at least two people in every 
loan, whereas if it was a singular one it’s a lot easier, so once we’ve made sure that the 
credit is there and the affordability is correct, we’ll allow the customers to e-sign their loan. 
We start with the guarantor and once the guarantor has signed then we will call the 
applicant, let him know everything’s successful and release him to e-sign his loan. Once 
they’re both signed the funds will then get disbursed, they get disbursed to the guarantor’s 
account and that’s just another ID fraud check that we’re doing. It’s the right thing to do, it 
makes the guarantor feel part of something, he’s signed up to being a guarantor to that loan, 
it’s right that we put the money into his account and he can disburse that to the applicant and 
it just completes the wheel.  

So that’s how easy it is really, it’s not a difficult process, it’s quite long and there’s a lot of 
interaction between the team in Bourne End and both the applicant and the guarantor. 
Currently we speak to around four guarantors for each loan we deposit and that’s because 
we want to make sure that they’ve got good credit, they need to be a good credit, I’ve said 
before, 85% of them are about A1 to A3 so these people are prime customers, they 
understand what needs to be done and we take them through that accordingly. 

SLIDE 70 

So what have I been up to since I came in July? There’s been a lot of operational changes 
made, we’ve restructured the team in Bourne End, purely based off efficiency and making 
sure the customer experience is as good as it can be. We’ve split the customer service and 
sales team into two teams with individual team managers and we have a centralised 
collections team as well that also has a team manager. There are about 17 staff now, we’ve 
just finished our final recruitment phase for this year, we won’t be looking at putting any more 
staff in until Q1 next year. 

The main reason we’ve split the teams this way is there can be a bit of fun competition 
between team managers, it aids focus and also it’s important to have fun in all of this as well; 
and if you can have some team games going in every day, that actually drives efficiency and 
we’ve seen the efficiency improve since we’ve made this change in terms of conversions 
from guarantors being accepted to loans being deposited, it’s moved from round about 3% 
back in July and we were just knocking on the door of 5% last month which is a really good 
achievement. 

The branch referral scheme is rolling out to the whole branch network at the moment. We 
need to make it as easy as possible for the branches to be able to send the customers to us 
so that’s a technological piece that we’re doing where we want the branches just to be able 
to press a button, we receive the information from the branch and we can ring the customer 
immediately and bring them in to the electronic way of doing business and hopefully furnish  
them with the loan they want. The acquisition cost is always sunk at that time so it’s just 
increasing what we’ve already got. It’s a huge thing for us.  

We’ve put in some more automated fraud checks. Until now, Trusttwo was treated as 
another branch to Everyday Loans so it was going off the same customer journey as a 
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branch and obviously it’s a different demographic of customer, so we need to start changing 
that to make this as automated as we can without losing the credit and the affordability 
positives that we get from using the Everyday Loans approach. So we’ve put in some 
automated fraud checks; what that means is we can now deposit quicker. We used to send a 
letter to customers to prove they lived where they were and then they would send us back a 
code, we now do it online through a product that we’ve got in our compliance department 
and we can now do that immediately. So rather than a three to four day window it’s now a 
matter of minutes. And that will only improve going forward. 

We’re changing our website completely. Today we have a good website, but it’s full of 
animations and we’re going to change that to real people. I think the brand for Trusttwo is 
great, there’s a marketing pillar right below it which is the “joined up borrowing”, we really 
want to bring that through to our customer base moving forward because it is all about us as 
a lender helping them as an applicant who has already got their guarantor. And it’s all of us 
working together to get them to get that loan that they really need and fulfil what they need 
correctly. So the website is now going to have real people on it with father and son 
relationships to make it plain to the customers when they land on that website that this is 
what the loan is, it’s not a singular loan, it is a guarantor loan. 

I believe this type of loan is still misunderstood. Amigo are really doing a great job in 
educating customers but I think we as a business have a responsibility to let customers 
know from the very point they land on our website what this loan is. So we’re going to make 
a few changes to the whole process whereby when the customer comes to us the first thing 
we’re going to be asking them is: is your guarantor a home owner or is he a tenant? - to 
plant that seed straight away so they know that this is a guarantor loan product and they can 
think about that straight away.  

We’ve got a big thing on treating customers fairly and making them centric to the business.   
I’ve said to the team, put yourself in their shoes and if they have already gone and asked 
somebody to guarantee their loan for them they’ve already mentally signed up to this loan. 
It’s a very hard thing to do as well, I think back to when I was younger and having to 
approach my father to guarantee a loan for me, I think it’s a difficult thing to do so we need to 
aid them and hand-hold them as much as we possibly can to understand their situation. And 
this is where the guarantor loan really works well. If you combine an easy customer journey 
with a good customer service back-up and hand-hold the customers all the way this is where 
we’ll start chipping away at the market leader. 

If we look at the first half performance, this has already been said, we’ve delivered a 28% 
loan book growth versus same time last year, that will continue, there’s a lot of opportunity. 
Trusttwo hasn’t had a dedicated owner for want of a better word, that’s what I’ve been 
brought in to do and we want to move this forward quite aggressively, quite quickly.  

One way to achieve that is that we currently use Equifax as a credit reference agency, we’re 
going to change that around and use Callcredit and use the automated products that 
Callcredit can give us. What my aim is to do is to have 30% of the customers that touch us 
automatically go through without us having to speak to them based on the products that we 
can get from Callcredit and the information that we already know from the branch-based way 
of lending and also some of the stuff that I’ve done in my background.  

Even though we want round about 30% to go straight through, the main key here is having a 
manual underwriting opportunity there as well. The strength of Everyday Loans is its manual 
underwriting and that has been skill-shared into Trusttwo and the team that sit in Bourne 
End. So the manual underwriting piece of those that don’t automatically go through because 
there’s just something we need to check with them, we can actually combine all of the info 
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that we’ve got from an Everyday Loans branch perspective with the automated piece as well 
and hopefully give the customers a better outcome. So it’s combining both approaches.  

Alongside that I’ve had a look at the guarantor loan market as a whole and what the 
offerings are and quite similar to Home Collected Credit, there is not really any difference in 
any brand to be honest. There are some barriers to entry as a lender and as an investor, but 
when I looked at it from a customer’s perspective, there’s lots of barriers to gaining a 
guarantor loan from a customer’s perspective. And what I mean by that is there seems to be 
a lot of lenders from whom you can only borrow £2,000 if you have it over an allotted amount 
of time, if you wanted it over five years but a short amount of money you’re not allowed to 
have that.  

One particular lender had over 17 combinations of what a customer could or could not 
choose and I would think that’s frustrating as a customer.  So what we’re looking at doing is 
change around our product features to enable us to be the easiest to deal with and giving 
the customer what they need. I don’t think we should be telling the customer at the outset 
before we’ve even spoken to them or before they’ve even entered the process that they can 
only have X amount over X term, I want to be the most flexible.  

I think back to the days of Access being the most flexible friend, I’d like us to become the 
most flexible guarantor loan lender and I think that’s what one of the big key drivers of taking 
market share off Amigo will be the new features that we have which will enable a customer 
to come to us, choose a loan amount, choose a term, and provided the credit and the 
affordability stack up, that’s what they will walk out with. It’s all about making sure the 
customers get what they need rather than what they want.  

There’s a lot of work going on to make that happen along with a full customer journey 
overhaul. Currently we predominantly write business from the broker market which is coming 
from Everyday Loans’ relationships. There are also lead generators out in the market - this is 
a very volume driven market and we’re just building another leg on the stool for us to be able 
to tap into that market. We have three of the largest lead generators in the UK integrating 
with us currently which we hope will deliver us significant growth. But also they are now 
realising that the guarantor loan is misunderstood, they’ve not really marketed it themselves, 
I’ve been to speak to them about maybe lifting the guarantor loan offering up for a customer 
to see it more easily rather than keeping it at the moment as it’s a kind of a last resort once  
they’ve exhausted every other avenue for a singular loan; but bearing in mind the pricing of 
these loans and how easy it will be when we get the automation in, a couple of the lead 
generators are agreeing with me that maybe we should be showing this product more 
quickly in the process.  

So rather than a customer looking at Avant, they could then look at us as well in comparison. 
We're cheaper, we can still do the full online. That will then open up and expand our 
demographic of customer that we're currently seeing today, and I'm quite excited by that - 
we're building all of the integration piece to make sure we can tap into that market.  

What slowed this up a little bit is – Danny's already talked about it – the massive 
infrastructure change we've had moving away from STB’s technology systems. Obviously 
we needed to do that, make sure that's settled down before we started doing a load of 
integration. So there's now a very long IT work queue for Trusttwo with enabling the 
customer journey to become as easy as possible. It'll make the staff a lot more efficient than 
they are today; because if we can take 30% through straightaway that's 30% of customers 
that don't need a half an hour phone call. We can concentrate on those customers that we 
need to speak to, to ensure we are doing the right thing, and then start writing more at the 
margin there. 
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The biggest one as well, we've got a well-capitalised parent. What the others are struggling 
with, as I've already gone over, is funding. They've got short-term funding. They haven't got 
the infrastructure build that we've got. We've got a sunk infrastructure that I can use, 
whereas all of the other competitors are having to fund that themselves as well, and that's 
causing them some issues. We can take advantage of that and we can get quicker to 
market. 

Excellent relations with brokers. Everyday Loans has very good relationships with brokers. 
I've got a lot from the history of my previous roles. We're not using everything as we should 
today. So one of the legs on the stool will be the lead generation piece. Another big leg on 
the stool is having a full digital marketing strategy for Trusttwo. If we look at Trusttwo today, 
yes we have a website which is our shop window, we do a little bit of PPC but we only do it 
based off guarantor loan – key words. So there's a vast market out there that we're to even 
touching yet incorporating really good SEO along with display advertising, and having a 
combined approach moving into social as well.  

Social marketing is becoming very, very big at the moment, and especially for the target 
market that we're going for, which is predominantly the younger 20-25 year old starting off. 
Maybe, he/she's going to be using social a lot, so we're going to do an integrated marketing 
strategy incorporating everything that a customer could see. 

Also, very similar to Loans at Home, 63% of customers that use our site use our site on a 
mobile or a tablet. So with the new rebuild we rebuilt from mobile-first rather than desktop-
first, because that is obviously more important to us. It makes it a lot easier for customers to 
go through the whole process on their phone. And it's also important from a desktop 
perspective to make sure that you can use all of the Internet Explorer apps as well. So we've 
done a full end-to-end review of the process. What I think we're going to end up with over 
the next few months will be a very slick automated process that still delivers great customer 
outcomes, but also makes us put more acquisition legs on our stool to actually take the 
market share from Amigo. It's there to be had. Amigo have 10 years' experience in this, and 
sometimes that can actually be an inhibitor - they've been doing it this way for 10 years, they 
don't need to change it. We can make these changes and come up behind them and 
become a clear number two in the market, and that's where the opportunity is for us at 
Trusttwo. 

Thank you. 

John van Kuffeler 

Great, Richard. Thank you. Questions? 

Q&A 

Question 1 

Mark Thomas – Hardman & Co 

What percentage of guarantors do you actually expect to call upon, and what's the historic 
experience and what's your trend record? 

Richard Sharp 

It's below 4% that actually make a payment. 
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Question 2 

Will Howlett – Quilter Cheviot 

What's been the decision to keep the pricing at 39.9 rather than go towards the market 
leader at 49.9? 

Richard Sharp 

There's been a full product review and that may be amended moving forward. 

Question 3 

Mark Costar – JO Hambro 

Why have Provident pulled out the market? Obviously they've got a lot of experience as well 
and all the rest of it. You mentioned earlier it's a complex product which is why it hasn't taken 
off so far. What's your main understanding of why they have decided to exit?  I appreciate 
they've got Vanquis as a different distribution network, but what's the main lessons do you 
think they've learned from it?  

And secondly, as part of the team you're building, have you or do you intend to hire anyone 
from Amigo, because presumably they've got 10 years' experience and they would have an 
obvious route into fast tracking or avoiding quite a few mistakes that others in this 
marketplace seem to have made. 

Richard Sharp 

If I deal with the Glo piece first. My personal opinion – there's nothing concrete there – is that 
they struggled to understand the mix of putting a customer through an automated version of 
a scorecard, but also putting people through a manual, they've done one or the other, not a 
combined approach. John I know knows a lot more about this than me, but the USP we're 
going to have is we've got the knowledge to be able to do both. We can do the automated 
piece, because that's what I've done for the last 6/7 years. We've got the manual 
underwriting piece that we do in a branch that we've done for the last 10 years, and we can 
amalgamate the two to deliver what we need to for each individual customer. And Glo don't 
have that experience, in my opinion. 

The Amigo piece is we've got a very good team in-house already. There's no plans to steal 
people from Amigo, but obviously we're always on the lookout for good quality staff, and 
should that happen then it would be considered, definitely. 

Question 4 

Gurjit Kambo – JP Morgan 

In terms of the concentration in the guarantor loans business, it's clearly very high with 
Amigo with nearly 90% of the market share. Are you hearing anything from the regulator who 
wants to encourage more competition which may be more favourable for Trusttwo? 
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Richard Sharp 

I think the regulator as a whole wants competition, wants change and better customer 
outcomes; so by proxy they want more people to enter the market. I think they'd welcome 
what we're doing because it's all customer centric as well. Is it right to have somebody 
having 90% of the market? Probably not. It doesn't mean they're doing a bad job, but it gives 
me the opportunity to be able to get a market share and do it in a way that the FCA want us 
to. 

Gurjit Kambo – JP Morgan 

Just a quick follow up. In terms of the relationship with the financial brokers, a lot of that's 
coming through the Everyday Loans. Is there any other areas where you think you could do 
things better to accelerate that relationship? 

Richard Sharp 

Not all of it comes directly through Everyday Loans, there are separate brokers that come to 
Trusttwo only. The lead generation channel doesn't exist today for Everyday Loans, and so 
that's going to be built upon as well. There are different avenues that we can take; so some 
of the changes we're making to the customer journey will give the brokers different ways to 
send us business. Because some customers might want to be sent onto an application form, 
some of them might want to be sent directly into, say, ‘You've been approved’. Currently it's 
just a one-dimensional approach, and we're changing that to put more legs on the stool of 
the journey as well as the acquisition model. 

John van Kuffeler 

Underlying all this is that, of course, if you're a broker in this market and 90% of your 
business is going to one source, you are heavily dependent upon that, and trying to get a 
good second source is something that brokers are very keen on, hence their really very 
strong support for what we're doing. 

Any other points? Right, Richard, thank you very much indeed. Now over to Miles who is 
going to talk about the larger market, opportunity and competition. 

SLIDE 71 

Miles Cresswell-Turner, Executive Director, NSF plc 

Thank you, John. So for those who don't me or haven't met me on our many investor 
meetings, I'm one of the three Executive Directors of Non-Standard Finance. I sit on the 
Board of the two underlying regulator companies which I chair. But my other role is market 
intelligence, also to look for potential acquisitions, which means that I have got to know 
personally just about every single player in the market, some of the up and coming players 
and some of the existing players. So we learn a huge amount of market intelligence, which 
of course is fed back to the operating companies of things that we might think about to 
improve what we're doing, as well as just giving us a view of those firms that we think could 
be a very interesting acquisition target for us. 
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SLIDE 72 

There was a question earlier in the day of who's filled in the gap left by the £5bn of 
receivables that pulled out of the market in 2008. This slide is on our website, other than the 
only thing that's missing is this last column which is our view of what's happening in 2015, 
and I'll actually extend it into 2016. So you can see the market then was £14bn, and you can 
see the people who have filled in the gap left by these retreating five key players who pulled 
out of the market in 2008 and effectively put their loan book into run-off. If we look at the total 
2015/2016, I think it's safe to say that the level of growth will continue. It's difficult for us to 
be certain because we're reliant on company accounts to be published, and of course the 
2015 accounts are only just getting published now at Companies House. But I think this 
overall rate of growth will continue.  

If we then pick out some of the particular sectors, I want to focus on five. At a general level 
sub-prime credit cards were three, you've got New Day, you have Vanquis and you have 
Capital One. That continues to grow but at a slower rate, it'll be 10-11% this year. You can 
see that Vanquis has £1.28bn of the Q3 provident statements, and their growth has slowed 
to 13%. New Day is slightly faster. Capital One, you can get their data from their US reports, 
they don't break out the UK but it's a much slower rate of growth. They also don't break out 
the sub-prime from the prime. But I think we can still say that this bottom block continues to 
grow at a 10-11% rate of growth. 

The next three sectors we don't follow so closely because they generally fall into the near 
prime sector. But based on the research we've done, we believe that these collectively will 
be growing at 1-4% over 2015 and 2016. The most interesting one, which we'll come back to 
later, is mail order and how that links into what's happening in the rent-to-buy sector. But 
these three again generally flat or very modest growth. 

The ones I really want to pick out are those where there's significant change. So rent-to-buy, 
which as you see here is the sixth largest, £0.8bn of receivables, which grew. BrightHouse is 
the largest player; also PerfectHome and Buy-As-You-View. The sector's going through very 
significant regulatory change driven partially by political pressure. All of the three major 
companies, none of them yet have a permanent licence and they're going through significant 
scrutiny, built mainly on the fact that their old business model was to sell you a product and if 
you don't pay I'll take it back, I'll reposess it. Mainly televisions. And what they were not 
doing as part of that was properly assessing income and expenditure, they were assessing 
does somebody like this and asking can they pay me the weekly pay to rent my television, 
and if they can't make the payment we will take it back. They were also bundling insurance 
products as part and parcel of the mix. 

We understand that part of the FCA's concern with this sector is that they're not assessing 
their customer's ability to pay. It's an absolutely critical element. So what they're now having 
to do, and this has all begun since March of this year so it's very recent, is all of these three 
players are now pushing their customers for the very first time through an affordability 
assessment. So they're having to ask them about their income and verify it, and they're also 
having to ask them about their expenditure and work out whether they can afford the 
monthly payment. What has happened is not only has that put a lot of cost in their business, 
but they're finding that for a significant proportion of their customers, they can no longer 
prove that they can afford to pay the weekly or monthly payment to get the television or the 
sofa or the brown goods. 

The market leader (BrightHouse) is a very interesting case here. There are publicly traded 
bonds and so there's quite a lot of data that you can research into. They had a gross loan 
book of £622m at the end of 2014, so that's the principal plus the accumulated interest. We 
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understand that that loan book has fallen significantly from there. We also understand that 
the rate of new customers approved by the firm is half what it used to be. What that tells us 
is what was a strong rate of growth historically is now as of this year contracting very 
significantly; and arguably half of that £800m of lending is looking for a new home. So 
BrightHouse had 276,000 customers at its last stated announcement, so you could argue 
that 130,000 of those should be looking for some new form of lending. So it's a huge 
opportunity for us. 

Again, just quickly going through the rest of the sector; car finance which generally tends to 
be more near prime, continues strong growth. Moneybarn's probably the best proxy, £286m 
receivables at the last count, up 36%. They're probably one of the fastest growing, but they 
continue to grow. Home Collect, Mark has spoken at length about the general stability within 
the sector. As a whole, £800m of total receivables in the industry.  

The next sector to concentrate on is Payday, and I'm sure no-one here can be immune to all 
of the vilification of Wonga in the public press. Very political. During 2014, so at the end of 
this period there was a consultation by the FCA to regulate the sector. That came into force 
in early 2015, and forced a number of issues as well as introduced a rate cap. What has 
happened is the size of this sector has contracted significantly. We'll come on to a later slide 
of some of the players, but they were at their peak lending £220m of new loans per month. 
That fell to less than £100m during the absolute peak of the fallout of the regulatory review. 
We understand that's now worked its way back to £140-150m, so it's a good 30-40% 
contraction in the sector. And that's before some of the smaller players pull out. The 
consolidation of the sector has yet to happen, and we'll look at a later slide of the who's who. 

Then moving up, guaranteed loans. Richard's taken us through that. So 20% growth that you 
see in the market leader, Amigo, and that growth is effectively emulated elsewhere in the 
sector so it's a very strong growing area. Pawnbroking has always been small. The leading 
player, Albemarle & Bond, went into administration in 2014 towards the end of March, and 
they worked their way through that. But their pledge book that was £32m before 
administration, is just under £20m now; so you'll see a degree of contraction there.  

Branch-based lenders continue to grow very strongly, Everyday Loans being the largest, 
Oakam being a much smaller player, but we'll see 20% growth there. And lastly log book 
loans, a tiny sector. They will go through the same challenge as rent-to-buy. People were 
lending as asset based lenders, what's the value of your car, I'll lend you money against that, 
not can the borrower afford the loan. So I think we can expect to see that, it's a small sector 
but fall back significantly. 

SLIDE 73 

When we look at the sub-prime market we divide it into three core sectors. What we think of 
as the high cost, short-term credit, which post the market review you need a separate 
permission to operate in that space. So effectively you're above 100% APR and less than a 
12 month average principle outstanding. We then look to the lower cost, short-term, and 
largely the larger longer-term loans. 

SLIDE 74 

So we look at who's present in these: the first group are the former payday, now just simply 
known as high cost, short-term lenders. There are three probably to pick out here, the 
market leaders Wonga, Sunny and QuickQuid. QuickQuid is actually now the largest single 
lender, they're spending £7m a year on above-the-line marketing; and then significant 
amounts that you can't put a monetary value to below-the-line. Possibly 35% market share. 
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Followed by Wonga, followed by Sunny. But you've got a number of very significant other 
players, Speedy from the US. Lending Stream, also US-backed. Payday UK and Money 
Shop, part of Dollar Financial where Richard used to be COO until we persuaded him to 
come join us. 

The interesting thing of these firms, the price cap came out at 0.8% per day, which is a 
1,292% APR. Every single one of these has coalesced to 0.8% a day. Immediately post the 
price cap, that's where everyone coalesced to. The direction of travel is all of these or most 
of these firms are moving away from a 1 month product to an instalment loan of a 3 month or 
a 6 month or up to 12 months loan. So Wonga, that was purely a one month loan product, 
has now introduced the Wonga Flexi, which is a 3 month loan, and that's where it's focusing 
on. And QuickQuid again is very focused on a 3 month product. Whereas Sunny and 
Lending Stream are focused on 6 month products, all monthly pay, and all at a 0.8% APR. 
What they're doing though is they're beginning to introduce longer-term products of 6-12 
months at lower APRs. So Speedy's introduced a 12 month product that comes at 236% 
APR, so 0.35% per day versus 0.8% per day. Sunny has introduced Sunny Plus, which 
actually pushes it also right towards here and even up towards the £1000 mark. It's actually 
a 14 month product at 0.35% a day. So on and so forth. They're low volumes at the moment, 
but that's the direction of travel of this group. 

The second group are people who were traditional instalment loan players, so Satsuma, part 
of Provident. Their rep APR, I don't understand it, comes up at 1500%, but it's actually 0.5% 
a day, so pricing wise it feels as though it should be more here. It's a weekly pay product, as 
is Oakam, 49,000 customers, £14m outstanding; so not yet at breakeven, but the average 
size loan, their representative loan that's on their website, is about £400. The representative 
loan size of this lot historically is £200-£250. So you can see the segment. And Oakam who 
were set up at broadly the same time as Everyday Loans, focused on £200-£600 loans in 
the historic business, which was around £20m of total receivables. Again, what we'll see is 
Oakam has come up with a product just touching this sector, but really most of these are 
moving just this way [to the left i.e. lower APRs], at the margin. 

The other players in this sector are the three large home collect companies and the wider 
home collect industry. They actually all should be on the same spot but we've had to break 
them up, as they've all got a very similar product, very similar pricing point, and very little 
change to that market. The one thing that was interesting is that the customer base of these 
two are very different. As these firms [former payday] move this way their typical client is 
employed with a £22,000-£24,000 salary. The typical client in home credit will be on low 
part-time income, £12,000-£15,000. There's almost no overlap. They're very different 
customer segments of the market. And again, we see very little movement within the home 
collect portion. 

We then move over to the lower cost but also smaller loans. We've got the three credit card 
companies. Very difficult to get an average size of loan. Vanquis' details around £880 
average size with £1.28bn receivables. That's a 40% representative APR product and that's 
typically £200-£1,000, they don't offer over £1,000, at least not on the website. Then you've 
got the two other players, New Day that has two main brands: Marbles which is a 34% APR, 
and Aqua 36% APR. Again, they offer between £250 and £1,250. There's no average size 
there, but they'll be slightly smaller than Vanquis. And finally, Capital One that offers a 35% 
APR product, £150 to £1,500. So again they will be in this segment. No significant sign of 
change, they're sticking to their knitting. There may be some cross-selling from other 
products. That was alluded to by Vanquis Bank maybe using this as a route into their re-
launched guarantee loans. 
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The last players in this segment [lower cost, shorter term] are the three rent-to-own 
companies. These are their headline stated APRs. Our view is actually their APRs should be 
over here [much higher]. Because included in their APR, within their price point off which 
they will then lend the money, is a very significant retail mark-up. So really these customers 
that we've talked about risk-wise sit more in this segment [high cost, short-term]. Very often 
they may have multiple single loans, so the top television will be £2,000, which is their 
biggest seller, or televisions per se, but many may have multiple loans to get their total 
borrowings to £1,200, £1,500, even £2,000. So that gives you the sense of this segment. 

Then as we move to individuals who want a larger loan, so typically we've looked at the cut 
off here of £1,000 for a longer period, without a guarantee there are very few players, as 
we’ll come onto. But it you have a guarantor, Amigo is the market leader, they all coalesce at 
a representative APR of 49%, with the exception of UK Credit and Trusttwo, and the average 
representative loan of all of them is £4,000, with the exception of TFS that's £4,500. So it 
shows you it's a very, very similar product, and all coalesced at the 50% APR with a few at 
39%. 

If you don't have a guarantor there are only really four companies of any size, and a new 
entrant at the margin, from whom you can get a sizeable loan over the medium-term. 
Everyday Loans has been in the market the longest and has, by a country mile, the broadest 
credit offering - we do from 24% APR right through all the way to 299%. By a country mile 
the broadest credit spectrum in the market, which is why brokers love it so much.  

You've got two more slightly recent entrants, Avant was mentioned earlier. Avant is entirely 
credit scored from the US. Lock, stock and barrel all credit decisions done in the US off a 
remote score. If we only let in 1 in 10 of our credit scored guys, imagine some of the 
challenges they have in this segment. They started off in the up to 70% APR, but they've 
since pulled out of that market, and when they did come out of the market we understand 
there were some funding challenges, but we also believe there was some impairment 
challenges. They've since come back in the 30-50% APR segment. They've got a 
meaningful loan book, again we understand to be about £200m. But they found going tough 
as they came too far towards our heartland and have come back in this direction [to lower 
APRs] , and had temporarily been out of the market.  So it will be very interesting to follow 
them and what happens with them.  

The other large player is 118118 Money. Outstanding brand. It's the guys of the telephone 
directory empire, a great company called KGB Family Office based in the States. Two 
wealthy American families who were deciding what else to do with the 118 brand. They've 
determined that they would get into a very challenging area, the 99% unsecured remote 
lending market and built up a loan book. But they've also experimented with a 169% APR 
product that you won't see on their website, but we understand from our market sources that 
they've experimented with that. We don't believe they'll be in that for long. And we 
understand as a business they may have built up a loan book of just short of £100m. We 
don't believe it to be profitable. But I think the question mark then is where does this market 
go, and everything suggests their likely direction of travel should they stay in the market will 
be this way [towards lower APRs and better credit customers]. 

Then last but not least of the players in this space is a firm called Likely Loans; belongs to 
Oakbrook. It's a recent firm, they've been doing two years in the market - testing, testing, 
testing, testing, and have just begun to deliver growth this year. So their current loan book at 
end of last year would have been very small, and we don't have their data for this year. But 
they've got a single priced product, 48% APR.  
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So what we see is that once you move much beyond 50% APR, arguably Everyday Loans is 
almost the only player in the marketplace where you can get a sizeable loan. Then Oakam 
we've included here, that's their heartland, they've started to lend to some of their existing 
customers using longer-term loans. Their representative APR, if you look at the Lift, is 99% 
for a £1,200 product. So it's very early days, but they're testing their existing customers 
where they've been in action for 10 years. They are small, about a quarter of our size, but 
that's probably the only new entrant. 

Then last but not least and just for the sake of completion, there's a firm that some of you 
may have heard about called Evolution Money that I've included on this list because it is 
really a secured lender, but it has a product that has what's called a unitary charge  - this is a 
product where its definition means it is not clear whether it is a mortgage or not? It’s certainly 
got security on your house, but they just can't perfect it, and they using it to offer a 30% APR 
product. 

So really that's the whole market. Therefore, if we look at threats and opportunities, we see 
very few threats. In our heartland of home credit here, it's really a market share battle 
between those three players. And for Everyday Loans there are very, very few new entrants, 
and those who have entered we think that there's a real question of how long they'll stay. I 
think Danny was alluding to before, people come and they go, there are few people who 
really stay in this unless they have a branch network.  

The one thought I'd like to leave you with, just to go back to that last slide, the battle that 
rent-to-own is facing with £800 million of loans outstanding, because they can't prove the 
affordability. The FCA is thinking of applying that same thought process to the mail order 
companies who will sell you the product but they make the money off the lending book. It's 
tremendously profitable. There's a suggestion that, as and when that same rigour is applied, 
they may need to change that lending model, and therefore again you can argue there's 
multiple players at the moment who may be shrinking and whose customers we at NSF 
through our three businesses now are uniquely well-placed to pick up. 

I think I’ve overdone my 15 minutes but I couldn't resist! 

Q&A 

Question 1 

Member of the floor 

On that chart on page 74 with the different market segments there, what's the overlap with 
your core customers in either of the two main businesses with the mail order credit market? 
Because presumably irrespective of any FCA which might accelerate things, that area is 
structural decline... 

Miles Cresswell-Turner 

If you think of the APRs of that core credit, it's going to be sub-50% APR, let's call it. But if 
you think of our A1 clients, potentially Danny, our A2 customers would absolutely fall in that 
segment. I'm less familiar not having done huge deep dives within the business, but it's at 
the higher cost of credit, so it'll be our A1/A2 customers that would be that profile of 
borrower. 
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Member of the floor 

Do you think any of these areas in structural decline are sufficiently big enough to actually 
put the mail order credit market back into possibly modest growth rather than in flat, is the 
question? 

Miles Cresswell-Turner 

No. If you look at PayDay, the actual amount of receivables outstanding is very small, they're 
very, very short-term. So if you look at Wonga at its peak was sub-£100m, if you look at 
Richard's business which is about the number four player, was £30m'ish of receivables, 
£40m outstanding. These are not large balance sheets per se. You can see that the PayDay 
loan companies, because they've restructured and through their instalment loans, they are 
beginning to pick that up. But I think perhaps the biggest opportunity is more in the rent-to-
own sector in particular - that £400m where do they most overlap? There's a little bit of 
overlap in the home collect, and there's certainly an overlap at probably our A6 to A9s within 
Everyday Loans. Also, some of them may find they need to get a guarantor.  

There's also a segment that will be very difficult to lend to because they work in a cash 
economy and they have non-verifiable income. So one of the FCA’s hot topics at the 
moment when looking at this view is can you include any non-verifiable income, whether it's 
cash income, even if it's a small amount. Their current thinking for the rent-to-own sector is 
that it is not allowed. So they're finding that some of their customers who can afford the 
product, they just can't prove the income and so they cannot lend to responsibly under new 
regulatory guidelines. 

John van Kuffeler 

We probably need to move on and it's Nick, our CFO. 

SLIDE 75 

Nick Teunon, Chief Financial Officer 

I only have four slides, which will probably come as a relief, and I'll talk through slightly 
quicker.  

SLIDE 76 

Future funding strategy.  As we indicated, this is not new news, we have £95m of committed 
funds, so that's £10m in the Loans at Home business and £85m for Everyday 
Loans/Trusttwo. It's one security pool for the banks; and with the ability to go to £120m 
through two accordions, with bank consent. So at the end of September we had £78m or so 
drawn, £2.8m of cash on the balance sheet, and undrawn but committed facilities of £15.4m. 
So we're well funded for the Christmas lending push, particularly at Loans at Home. 
Everyday Loans is less seasonal, the loan book will continue to grow and we will draw down 
further. We're well funded for Christmas. What we are looking at is bringing in additional 
sources of funding. I'm not saying definitely in 2017, but we're starting to think about that as 
we go into 2017. 

The first thing is thinking about the accordions, particularly the Everyday Loans' accordion 
we can bring in another £20m there. We think it would make sense if we could to bring 
another bank in, so we're exploring with other well-known lenders, bringing them into the 
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accordion. The Everyday Loans accordion is all set up, so literally the bank are just signing a 
piece of paper saying I want to come into this debt facility. The existing lenders do have right 
of first refusal, so we're talking to them too, Secure Trust Bank, Shawbrook and RBS. But if 
we can we'll bring in another high street bank, exercise the accordion, and that means that 
£20m is then locked down. There is a cost associated with that because we then start to pay 
non-utilisation fees, but we think that cost is worth bearing to have the first of our funding 
sources and lock the funding down. 

We're then thinking about going to the debt capital markets, so perhaps a retail bond or high 
yield bond. Provident, as you've seen over many years have done bonds, bank lending, so 
you have a range of funding sources, different maturities, we're accessing different pools of 
capital. We will seek to do the same. At Marlin we did £150m high yield bond with JP 
Morgan which cleared up all the existing bank funding and transferred Marlin from a small 
player in debt purchase to one that was well funded and then could bid for very big 
portfolios. So we’ll do that same model. We're also looking potentially at some mezzanine 
funding in Everyday Loans; so higher advance rate but at a higher cost, zero dividend 
preference shares, and potentially private placement. 

What I want you to focus on is we have enough funding for the rest of this year and have in 
place the funding we need through the forecast period for our 20% loan book growth over 
the medium-term, but we're always looking for other sources of funding, and we will diversify 
away from our existing lenders where possible. 

SLIDE 77 

We talked about M&A earlier. We'll not focus on M&A, as Mark says in the home credit 
business there's not as many businesses for sale as we thought. We've looked at some of 
them and thought from a regulatory perspective we wouldn't buy those businesses. But 
when we do think about businesses, what criteria do we use? What we continue to do is 
focus on unsecured non-standard consumer lending. So we're not about to buy a second 
mortgage book. We're not about to buy a car finance book. So we're quite clear about the 
businesses we would focus on. We said that there were three sectors we particularly liked, 
and we have businesses in all three. So it's most likely the businesses we'd buy would be 
complementary to the existing three businesses. 

We look for high barriers to entry, and as we've explained a branch network, agent 
workforce, and in guaranteed loans just the complexity of getting somebody to sign up with 
their guarantor, there are very high barriers to entry. We prefer face-to-face. As Richard said, 
we can go beyond face-to-face in the guaranteed loan space because a guarantor is prime 
or near prime. So we have a different kind of credit arbitrage there. But preference is face-to-
face in the customer's house or they come into our branch. 

The ability to grow a loan book by 20% per annum, and we target 20% return on asset over 
the medium-term. So businesses we buy don't necessarily have that day one, but the 
businesses we buy we would expect to grow by 20% per annum in the medium-term and 
deliver a 20% return on asset. That's M&A. 

SLIDE 78 

Then Peter assured me that there was an interest in the accounting for loan books. I said it 
seemed unlikely before lunch, but just in case. So revenue accounting, we've got two little 
charts there. If you look at the bottom chart on the left hand side you can see that if a 
customer was due to pay us £5 a week and in the home credit business they did, your 
income in terms of cash is that flat £5 a week. You see the revenues are very, very different 
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profile. So you look at the expected cash flows and you discount those back to now, you 
create an Effective Interest Rate (EIR), it's the IRR if you're an investment banker, and what 
you do is you then apply that to the loan balance. So day one you've £100 of loan balance, 
so you recognise a bigger chunk, because week two you've reduced the loan balance. So 
the revenue falls quite quickly. Which is why the Christmas lending season is so important 
for home credit businesses, because if you're writing a loan in early November it's a bigger 
loan, it's a Christmas loan, you'll release a lot of the revenue in the first part of the year.  

Then you can see on the other chart just the loan balance falls/goes down from £100 in 
week one, to £0 at week 33. There is the last bullet point - what we call the ‘gross-up’. In a 
sensible world you'd say that if I lend somebody £100 and I'm due to get back £160, my 
income can never be more than £60, it's impossible. Accountants don't believe that, 
accountants say your revenue could be more than £60, because if the loan is repaid late that 
means you've got a balance on your balance sheet and you still apply the EIR every week to 
that balance; so actually you could generate £65 of income. What you then do is you say 
that £5 is not real, so you have a matching £5 of impairment. So all of the home credit 
businesses tend to run their business on a sensible basis, which is you could never accrue 
more than £60, but at the end of the year for the audited accounts you will add that £5 to the 
revenue and immediately add £5 to impairment. So everyone has this gross-up.  

It's particularly a feature of the home credit industry because you basically work on the basis 
that a big chunk of your customers will pay beyond term and therefore you'll have this gross-
up. And you can see when you look at our balance sheet we show the impairment charge 
put through the P&L. We then knock off the gross up because that doesn't impact the loan 
balance, and then the net amount gets applied to the loan balance for the impairment. So, 
any questions I'll take them on gross up, but it's kind of an accountant fiction. 

SLIDE 79 

Then finally impairment. What we have to do is look for evidence of impairment. In the home 
credit business, if a new customer misses 2 payments out of 13, we start to impair. Existing 
customers if you miss 4 out of 13 we start to impair. So my little chart here says let's take 
that same loan we looked at before, the customer is due to pay £5 a week, they do that for 4 
weeks, they then miss 2 payments. And then bizarrely the first time they miss actually the 
loan balance goes up. There's no cash coming in to reduce the loan balance, but I do apply 
my EIR, so I get a little uplift in the loan balance. Then a week later will say this is now 
impaired and I drop it down. So you calculate the net book value of what cash you get in, 
and difference is the impairment. 

This is true of both businesses. It's different in the weekly business. In Danny's business and 
Richard's business we look at which pool of delinquency are you in, are you 5-29 days late, 
are you 30 days late, and as you move through what we call buckets – which is probably the 
easiest way to describe it – we impair. With both businesses what we do on an annual basis 
in consultation with our auditors is look at historical data, because what you're always saying 
is, is it two weeks missed in the home credit business or is it three weeks? You have to look 
at historical data. So when the numbers come out at the end of each year we've been 
through that process with Deloitte, our auditors, to make sure they're comfortable with our 
view on impairment triggers. 

So those were my four slides. I think I've caught up a little bit on time, but I'm happy to take 
any questions on funding accounting. 
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Q&A 

Question 1 

Member of the floor 

I'm not going to ask a question on accounting, I'm going to ask about your guidance. I think 
at the interims you said you were hoping to grow at 20% and deliver 20% return on assets in 
2017. You've changed that guidance to medium-term now. From reading the slide earlier it 
looks like you're still committed to the growth guidance, but it's the return on assets that 
you've tempered back. Just to clarify that and then understand the reasons behind that. 

Nick Teunon 

We believe that across the portfolio of businesses we have the 20% per annum should be 
right. So actually what you've seen at the half year and even at the 9 month stages. Trusttwo 
has grown a lot faster than that, the home credit business was a bit over 20%, and Everyday 
Loans a bit behind 20%. But 20% per annum on average across the businesses we believe 
we will deliver that. 

In terms of the return on asset, if you go through the businesses what you've seen in the 
home credit business was higher than expected impairment, and also in addition we had 
these agent support costs, so we think we'll take a little bit longer to get to the 20% return on 
asset in that business. It is actually above that now, but potentially it doesn't stay above that 
when you look at the forecast period – in the longer-term it gets there. Everyday Loans is a 
little bit below the 20%, and one of the opportunities we face is actually managing growth 
versus profitability in the short-term. So if we were to open no branches next year it is likely 
that actually profits would be somewhat higher than if we go ahead with the branch opening 
programme to add the 20 branches. So we're just working our way through that. But again I 
think it means that the return on asset of 20% in Everyday Loans will take that little bit 
longer. I think Trusttwo, because its infrastructure is largely supported by Everyday Loans, 
will get to 20% return on asset fairly quickly. But it's the smallest part of the business. 

Question 2 

Member of the floor 

Can you talk a little bit about gearing targets and how long will it take to get to your target? 

Nick Teunon 

So what I've indicated on our target for gearing is if you think of the debt book, so £150m at 
the half year, our target would be 75% funded by debt. The half year it was roughly 50% 
funded by debt. Our target remains the same and that's why we're exploring other avenues 
in terms of debt funding, but it will take some time to go there. 20% per annum loan book 
growth, we will start to move towards the 75% debt to equity ratio, but I don't think in 2017, I 
think it's a bit further on, a longer-term ambition. 

Member of the floor 

If you were to issue a high yield bond what type of coupons would you be looking at? 
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Nick Teunon 

It's very early days to explore that. One of the things is we might trade a higher cost in terms 
of the coupon for the certainty of the money. So if we issue a bond we'd have 5-7 year 
funding, and that may well be something we trade off. So it's possible that the coupon will be 
higher than our existing facilities, but we'd have the money locked down for that longer 
period. 

SLIDE 80 

John van Kuffeler 

Nick, thanks very much indeed, that was very helpful and very clear. So just the final slide 
and wrapping up here.  

To make the point that the market background, as you have seen, is extremely positive in all 
three of our markets where we're at. So the outlook for the businesses is really a question, 
which you will have gathered from what Nick was saying, is now deciding how fast do we 
grow and do we trade a bit of profitability for a bit of faster growth; or do we produce higher 
profitability and longer-term slightly lower growth. That's a very nice problem to have, which 
we're working on with enthusiasm and hope to deliver a good result in both cases. 

So phase one is complete, future growth in each of the businesses. Everyday Loans, as we 
demonstrated this vast £5bn gap in the market, and that's the demand side. The supply side 
through additional yield, continuing to expand the branch network, and the launch of the new 
products coming through. Loans at Home, more measured growth in agents and customers 
in a continuing wide open market, which is there for the taking. Trusttwo, commencement of 
growth after completing the changes and the additions which we've already made there. So 
we can see a very good future there, particularly because the market in terms of customers, 
the brokers and so on, really support a sizeable entrant, or an entrant becoming a sizeable 
entity, over the next couple of years. The one other who might have been there in the form of 
Glo appears to be standing at the side lines for the next 18 months or so. So really good key 
opportunity there. 

Our key focus is on delivering good profits and good dividends. We're also focused on our 
share price. We feel that it is too low as compared to where we are, and so that is very 
important, but we know that that will follow through as we deliver the profits and the 
dividends coming through. In terms of M&A there's not 'a must' in doing another deal quickly, 
because we've got three good companies which are going to deliver very good results. 
Therefore there's not 'we must buy another one' in order to achieve our strategy and 
objectives. Nevertheless, we feel that with the market background, which Miles has 
indicated, over a longer period once we've delivered the profits and indeed the dividend and 
the share price moves in the right direction, that there may well be opportunities for the 
future. You all know that we set out our stall at the beginning as being a sizeable company in 
this sector. But in the shorter-term we’re concentrating on profits and growth from the three 
businesses. 

So that's the total background which is positive. And just in case some things come through 
like further inflation and so on, our businesses have a history of robust performance in 
economic downturns. The two largest were there through the 2007/08/09 recession, all came 
through it extremely strongly, and so we're very well positioned there too. So in a good 
position towards our goal of the two 20%. 
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Are there any other final questions before lunch is served? No. Right, thank you all very 
much indeed. 

 


