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Mortgage Market Review
 FORMDROPDOWN 
 by the Intermediary Mortgage Lenders Association

to 
the Financial Services Authority Discussion Paper 09/3
January 28th  2010
Executive Summary 

· In our response we set out detailed comment on the issues and questions raised. However, we are concerned that the review does not give adequate attention to the current shape and condition of the mortgage market as a whole or its future prospects. This is an essential backdrop to any reform agenda. 
· Within that context there are a number of core concerns in our response. These are; 

· The DP and related reports set out a multiple layering of proposed reforms with unknown cumulative effects. The FSA must guard against over-regulation and conflicting regulation.
· The significant prudential reforms already in train (higher capital requirements and pro-cyclicality measures), the proposals on securitisation along with those proposed for building societies and posited here for non banks. These ‘macro’ level reforms will have impacts upon ‘micro’ level practice yet the MMR does not seem to fully recognise that. Our view is that the FSA should avoid as far as possible trying to specify practice and conduct of business.
· The potential proscriptions around affordability and income verification have wide implications but not least on competition, innovation and access to the market and more specifically on costs, process time and borrower responsibility.  We accept that this is a “bedrock” set of issues and ones where the industry and the FSA have to reach a clear and firm agreement based on a full understanding of the strengths and weaknesses of current approaches.   
· The DP offers a selective view of mortgage sales, distribution and advice focussing only on the intermediary channel. Thus although the report  identifies weaknesses which need addressing it does not consider in any detail the benefits this channel has brought to consumers and it also fails to place any significant responsibilities with consumers themselves.

· The DP focuses considerable attention on high risk lending and non bank lenders and strongly links the two. In reality there have been identifiable weaknesses across the market covering a range of products, lenders and subsidiaries. The industry recognises this and is working to rectify them. 
Introduction

1.     The Intermediary Mortgage Lenders Association (IMLA) welcomes this opportunity to respond to the FSA’s discussion paper (DP) and to taking part in the subsequent follow up discussions and meetings. It is absolutely vital that whatever flows from this review in terms of reforms to the operations of the UK mortgage market that these are well founded and continue to ensure a highly competitive and efficient market. 

2.     IMLA’s membership is drawn from across the spectrum of market players – banks, building societies and specialist lenders – united in this trade body because they are selling mortgages via the intermediary channel – a vitally important route to market which offers the best in terms of search, advice and customer focus. IMLA works closely with other trade bodies and in this response will focus upon intermediary market issues. IMLA has already made a response on non-banks as well as offering an initial view of the reform agenda to the FSA in the run up to the publication of the DP focussing on the future of the intermediary mortgage market. . 

3.     IMLA is an active participant in the on-going work of the FSA External Expert Group on Affordability and Income Verification and the on-going discussions on non banks.
4.     IMLA’s approach to the DP is based on a history of working positively with the FSA.. As will become evident in this response there are aspects of the DP with which we disagree. However like the FSA we agree that the system has been found wanting in certain respects and that reform is necessary. The DP comments (page 3); 

Our existing regulatory framework has proved ineffective in constraining particularly risky lending and unaffordable borrowing and clearly there is a need to address this 

5.     Although we agree with the broad aims set out for the review (page 7/8),  ie, “ the creation of a mortgage market that is sustainable for all participants ” and “ a flexible market that works better for consumers ”, IMLA would argue that the DP fails to give sufficient attention to the mortgage market as a whole and its impact upon the UK housing market and the wider economy. 
6.     In part the issue of reform has to be weighed against this background – what kind of mortgage market does the UK need and what are the consequences of any changes that might be introduced? The Cost Benefit analysis offered in Annex 2 attempts to cover some of this agenda but is weakly developed and avoids taking an aggregate view of the consequences of the reform agenda set out in the paper as well as not taking account of the prudential reforms already underway.  This is a matter of considerable concern. The FSA has not undertaken a full assessment of possible changes and it runs the risk of making interventions that in total might be more damaging than beneficial. The limited assessment also allows the FSA to discuss mortgage market reform without taking a view on the overall parlous state of mortgage funding. We see this as a major omission and one that needs urgent rectification. As part of that, IMLA is facilitating the setting up of a cross industry mortgage funding group which can act as a collective forum for the discussion and resolution of these issues. 
7.     Having already responded to the non bank issues raised in Chapter 3 on prudential reform as well as recognising that the BBA, BSA and CML will respond on these issues regarding other generic categories of lenders we will focus here on the issues raised in Chapters 4 to 10.
Chapter 4; Conduct of Business Reform

8.     At the heart of the DP lie issues around affordability and consumer choice. We would agree with the FSA’s statement in Chapter 4 that “ for the majority of consumers, the mortgage market has worked well ” and indeed continues to work “ well ” despite the onset of increased unemployment. Chapter 4 discusses product regulation and the use of LTV, LTI and DTI ratios, non –income verified loans, sales regulation, affordability assessments and borrowing capacity, interest only mortgages and equity withdrawal. 
9.     We have already cautioned about the dangers of detailed conduct of business reform. More generally, what is striking about the chapter is its failure to address the issue of how borrowers get into difficulty with their loans. For the vast majority who do, it is as a consequence of events that occur post the lending/borrowing decision. This is not to argue that all lending/borrowing decisions have been sound –clearly there have been weaknesses across the product range, but the DP should have examined the ‘safety net’ for borrowers in difficulty. What it would have found is a patchwork of mechanisms and rules, partly improved in recent months by the action the government has taken to reduce arrears and possessions (in which the Bank’s decision reduce and then hold low interest rates has been key) albeit that much of this is time limited. While accepting that only certain aspects of the safety net are within the FSA’s remit and that ‘good’ lending/borrowing will reduce fallout the reality is that unanticipated events do take place. IMLA would suggest that any proposals which emanate from the review are then “ tested ” against that reality in order to assess their real impact in a downturn.

10.      Despite the FSA’s doubts, IMLA would take the view that product regulation is ill advised. We would also take the view that any move to impose any upper LTV, LTI and DTI limits would also be inappropriate not least because of the difficulty in arriving at a level which did not disadvantage particular households or which could not be got round by further secondary borrowing along with the simple fact that none are particularly good predictors of default. As the FSA accepts, any simple measure does not take account of the complexly nuanced situations that arise. Lenders have to be able to take a view based on their own risk appetite and business model. If the latter has been signed off by the FSA as sound this should create no difficulties.
11.     We would thus agree with the FSA’s Question 5 that there is no case for prohibiting the sale of loans above certain LTV, LTI or DTI thresholds. There would be some support for bans on loans above 100% LTV though even here we run into issues with negative equity loans which have an important role to play. The FSA should not be diverted from its position on thresholds recognising that this is essential for competition and that the real issue is the underlying process not the actual percentage. 
12.     The FSA goes on to seek to discover whether there are ‘risk pockets’ produced by combinations of factors and resulting in ‘toxic mixes’ . The FSA is exploring this further and IMLA would want to discuss the outputs from the on-going work on transactional arrears data when it is ready. We accept the correlations that are identified but feel there is more work to do to actually pinpoint firm relationships. 
13.     The FSA asks the question as to whether it should prohibit the sale of mortgages to borrowers with multiple high-risk characteristics (Question 6).  Our overall view is that it should not. Again the analysis is not well developed. IMLA members have considerable experience of operating in the non prime market where some borrowers with multiple risk characteristics might be found. What is evident from this is that this market has helped many borrowers repair their credit without needing to lose their homes/be repossessed. A fuller understanding of the dynamics of the mortgage market and ways households move between product types/risk categories over time is needed to fully answer the question.  IMLA would welcome the opportunity to work with the FSA on this. It is only with such an analysis could one begin to approach the second part of the question regarding risk combinations. 
14.     The DP suggests that 45% of all loans in 2006/07 were advanced on a non-income verified basis. Subsequently the FSA has agreed that this is a crude figure. It does not take account of the alternative assessments, ie, credit scores, many lenders undertake and has failed to separate out fast tracked loans which are typically to existing customers and for a low LTV. 
15.     The industry (lenders and trade bodies) has come together with the FSA in an expert group on affordability and income verification and has submitted an initial proposal for discussion (this is attached – Appendix 1). As this proposal stresses, how lenders deal with income assessment is part of the competitive process and reflects differing risk appetites, volume of lending and technology/process capacity. The FSA has to find a balance here and the industry proposal sets out a framework for doing that. 
16.     Our answer to Question 7 is that our general view is that full income verification is not needed for all mortgage applications though it will be for the majority.  Being confident about the actual income of  borrower(s) is an essential building block to the whole affordability assessment. Some lenders would support making this a requirement for all loans, others would suggest this is best dealt with at firm level and business/pricing models. Moreover there is some appetite to firm up on expenditure verification although this is a complex and difficult area. 
17.     In the industry’s initial proposal (Appendix 1) we have set out a framework which will put sensible limits around the use of non income verified lending. We believe this could go a long way to securing the responsible lending concerns raised in Question 7. 
18.     The FSA asks in Question 8 whether lenders should take ultimate responsibility for affordability, arguing that the problems in the mortgage market reflect the failure to perform proper affordability checks. As noted earlier the DP gives little attention to the problems that arise post loan completion and which reasonably might not be anticipated.  
19.     Although lenders accept that they have ultimate responsibility this should not be misinterpreted to imply that borrowers, brokers and other professionals have none. Lenders cannot be “all knowing ” and unless the FSA assumes exhaustive and costly checks on all the information supplied by others, lenders must rely on borrowers and others to provide up to date and accurate data. We note some brokers insist on proof of income but ultimately they are the agent of the borrower. The FSA has to tread very carefully here because there are real risks of unintended consequences. The FSA should also work with the industry to ensure that sound sources of information are available – the HMRC pilot on the validity of P60s is an example of what might be done. There needs to be a joined up agenda here with mortgage fraud. 
20.     It is important that all parties to the transaction are clear as to their responsibilities and the FSA may wish to consider how this might be re-inforced across all sales channels (perhaps significantly the FSA only makes specific mention of brokers). The FSA’s own regulatory role is important here in terms of the quality of intermediaries and the work they undertake. This becomes part of the overall equation.  
21.     We have given close consideration to the fast track issue as part of this (see paragraph 68 for a definition). The industry is keen to tighten standards around fast track which it views as a legitimate process for selected customers on clear terms. However there are considerable difficulties. Brokers inevitably become aware of lenders who operate this system and some may attempt to use it to avoid close scrutiny of customer incomes. Even where a lender makes clear random checks are in place some may risk it and where a lender notifies a broker that a check is being made it may trigger a cancellation ( with the likelihood that the customer will re-appear elsewhere). Further thought has to be given to this in the FSA /Industry group
22.     In this context IMLA would also raise the issue of credit repair. Borrowers, lenders and brokers all play important roles in ensuring that real affordability is established in what can be a market characterised by difficult cases. This has consequences for control procedures and thus for costs. The FSA needs to recognise this. 
23.     The DP sets out views on interest only loans specifically. It suggests that their affordability should be assessed on a capital repayment basis.  While IMLA fully understands the logic of this it should be recognised that many borrowers take out interest only loans because that is the only way they can raise a large enough mortgage to enter the market and that they have reasonable expectations of how they might repay the debt in the future. If such loans could only be approved by passing this ‘test’ those borrowers would by definition not need an interest only loan. This needs to be thought through carefully because rightly or wrongly interest only loans have been an important way forward given squeezed affordability. If, de facto, they are to be excluded then it does raise wider questions about who can/cant enter home ownership.  
24.     Some lenders allow only interest only loans if there is evidence of a repayment plan.  Borrowers will vary in their capacity to offer evidence (and lenders to check) and there is a question of how any plan might be enforced. There is general agreement there should be an active dialogue between lender and borrower and that there was a case for clear guidelines which might include reinstatement of assignments. 
25.     How then might this agenda be progressed? In answer to Question 9 we would refer back to our earlier comments about the problems of standardised affordability tests (paragraphs 15-17). There is no single approach. All the factors listed by the FSA in paragraph 4.93 are relevant but are by no means straightforward. Moreover lenders vary in terms of their systems and markets into which this product is offered.  We would suggest this question is referred to an industry expert group for further discussion. 

26.     Our initial view is that some but by no means all interest only borrowers are using the device to ‘stretch’ to buy a home. This is probably the group most at risk and where the FSA might have most concerns. Having been assessed on a capital repayment basis across a range of products and ‘failed’ the lender/broker might then weigh up the realistic options for the would- be borrower. This might include family guarantees, government low cost home ownership schemes as well as capital repayment plans. Subject to other options and if a strong case can be made the borrower might be offered an interest only loan for a time limited period and with fully documented advice. This suggests that for some categories of borrowers interest only loans become an option only after other options are discounted and where there is a realistic likelihood that the borrower can provide capital repayment. 

27.     Not to be overlooked are borrowers who wish to use interest only loans for financial management reasons rather than stretched affordability. This could perhaps be dealt with within the same kind of framework as set out earlier. 

28.     Question 10 asks is the focus on affordability the right way to ensure sustainability. The short answer to this is it is only one part of the equation as discussed in paragraph 9. A deeply conservative policy on affordability will result in much reduced access to home ownership. It may solve many but not all sustainability problems but it will create many other problems not least in terms of social mobility. Standardised measures of affordability do not recognise the diversity of personal circumstances and preferences in terms of how much to spend on housing. Oddly given it is not mentioned in the DP, credit scoring allows the much more multi-dimensional assessment to be made and one which might incorporate actual behavioural characteristics. There needs to be a proper discussion around credit scoring, its strengths and weaknesses and the part it can play in addressing the issues raised.  
29.     IMLA members would like to see tougher measures and processes to deal with mortgage fraud and for these to be widely publicised. The FSA should be engaged in dialogue with the relevant professional bodies, eg, valuers and estate agency, to ensure there are widely recognised, meaningful and enforceable sanctions in place.  

30.     The Chapter concludes with a brief discussion on equity withdrawal and asks if there should be limits as to what consumers can draw down from their home. As the recent Bank of England survey shows equity withdrawal has currently ceased and borrowers are repaying debt. As this suggests there is cyclicality to the process. With a relatively mature home ownership market and with weakened pension provision households are being encouraged to supplement income with their housing wealth. IMLA view is that there should be no restriction but that there should be clear warnings as to the risks and consequences of drawing down on home equity. There may also be a case for considering the development of a ‘safe’ equity release option?
Chapter 5; Distribution and Advice

31.     The chapter begins by reminding us of the current importance of the intermediary channel and its rapid expansion since 2000. IMLA would strongly agree. The FSA notes that 91% of all intermediary sales are advised, in sharp contrast to what happens in branches. IMLA would accept that improvements are needed and in this part of the response we explore these in more detail.  In our view the intermediary channel is crucial to securing “ flexible market that works better for consumers ”  with real advice and choice at its heart. 
32.     There can be no doubt that the current regulatory distinction between advised and non-advised sales does not work very well. Customers often view ‘non advice’ as advice because even simple information provided by the seller which helps them make choices is seen in that light. Even though the distinction makes sense the language does not. It might be better to retitle these ‘advice based sales’ and ‘information based sales’ and to work to make the distinction clearer. More needs to be done to help customers understand the consequences of their choice of route to market.  
33.     IMLA would agree with the FSA that tackling this problem by requiring all sales to be advised is probably disproportionate though there may be a case for making the advised route the default option with information based sales only allowed when the case meets specific criteria. Certainly all customers should be clear they have a right to advice. We would agree with Question 13 that sales standards for non advised sales should be strengthened but the proposed remedy - to have a standardised basic affordability and appropriateness test – needs closer examination. Much turns on how this is structured and delivered. IMLA would be keen to engage with the FSA on advice and selling standards.
34.     The DP discusses standards for advised sales arguing that affordability assessments need to be 
· stress tested, 
· better product information is required, 
· more what if questions asked –including lending into retirement and 
· the use of so called niche products beyond their target audience
35.     Although the FSA accepts that in broad terms the process is ‘fit for purpose’ there are clear concerns. Although there is a good case for stress testing, not least at present when we have such low rates, the question is setting a standard for these. To use the simple example of house price and interest rate expectations – there are clearly a wide range of views even amongst the most expert commentators as to future movements. There may be some logic in the FSA setting out its own stress test which the market can use? 
36.     Many lenders would argue they give detailed product descriptions –the problem being that the information is ignored. For borrowers, mortgages are means to an end and given the role of family and friends in terms of settling what is wanted it may be hard to ensure the information is used. There is a case for making sure that borrowers understand certain generic features – for example, the variability of the interest rate and the limitations on re-mortgaging so that the choice made does align with the borrower’s own core preferences. Again this could be specified. 

37.     Again in the context of the positive feelings associated with a home purchase it is often difficult to secure an informed discussion of the negatives such as falls in income or indeed borrowing into retirement. Both are ever present realities but households are still faced with needing and wanting to buy a home.  Advisers need to ensure borrowers are aware of the risks and if they or the lender take the view that the risks are too high then it might not be possible to secure a mortgage. There are clear tensions here between a process designed to ensure a sale and a process which is designed to minimise risk and maximise suitability.  This also suggests that within specified limits the decision to lend/borrow must be seen as a joint one. 
38.     In that regard and in answer to Question 14 there are probably no single measures that can guarantee the outcome the FSA desires. Lenders and advisers have to take all reasonable steps and the customer has to play his/her part – providing correct information, reading and understanding information and taking advice. This can all be documented and signed for. IMLA would like to explore with others, eg, Money Advice Trust how this process might be improved while at the same time trying to maintain a sensible and pragmatic balance as to what can be achieved.

39.     In part the answer to Question 14 is for the FSA to ensure the sales standards already in place are enforced.

40.     Most lenders take the view that they bear the ultimate responsibility though tempered by assumptions about the provision of accurate information and the safeguards in place to ensure this is done properly (legal and professional). Lenders can double/triple check everything but this has cost and time consequences. Again the question of balance and proportionality arises. The FSA needs to spell out the responsibilities of all parties. 
41.     In that regard the intermediaries have a key role to play in establishing suitability and this must include a view of the capacity to repay (Question 15).  Reflecting some of the uncertainties and confusion that exists, in the recent past, IMLA has worked with AMI on clarifying lender/broker responsibilities and this work is now continuing.   
42.     Though suitability letters make some sense as part of the advice and record keeping process, there are arguments for and against them. The answer surely is to pilot the process and test how effective they are rather than simply make them compulsory. IMLA would support a deeper investigation (Question 16). In general there is support for suitability letters as an evidence base even though many consumers might not read them. 
43.     IMLA is in favour of extending the approved persons regime but there is some confusion as to how far this should go. If not properly specified it could include anyone who connects in some way to the mortgage sales process. IMLA members would not wish to see it include arrangers. However, lenders are keen to ensure that individual brokers can be tracked as  an important part of the process of improving the intermediary process.  
44.     The regime should guarantee effective enforcement and thus enhance confidence in the system by both consumers and lenders. It does however raise a wider issue of the checks lenders use with regard to the intermediary firms they deal with and the role the broker trade bodies might play in the process. IMLA members are currently very focussed on assessing and monitoring the quality of the intermediary firms they use. With the contraction of the market intermediary lists have been reduced and lenders have been giving more attention to the firms they wish to continue to do business with. 

45.     Extending the approved persons regime is only part of what is needed. IMLA is considering initiating discussions with a range of bodies as to what more might be done to improve the quality of intermediaries and the intermediary function. The FSA in Question 20 asks if more can be done via a RDR type read across (eg, a code of ethics and CPD). In our view we need to take a view of the total package of reforms that will be in place.  There is a real risk of piecemeal and somewhat contradictory adjustments to the totality of the intermediary sales process.  We would also not want to ignore the continuing weaknesses of the branch based sales process.
46.     IMLA would agree with the FSA that the adviser charging element of the RDR proposals should not be read across to the mortgage market (Question 18). It is a very different market and in general the commission payment process continues to work well in the mortgage market and is understood by all. The FSA identifies limited detriment in the adverse market which itself is now much contracted. We would agree with the FSA that other proposals in the DP should deal with any residual weaknesses. The arguments that commission encouraged ‘churn’ are far too simplistic and there is a danger that debates on churn divert attention from bigger issues such as suitability and product design. Though the FSA is rightly standing back both it and the industry might wish to give further thought to the future shape of the mortgage market and mortgage products with these issues in mind. 
47.     Finally, though there is considerable merit in trying to simplify and reduce the service labelling and other labelling in the regulated mortgage process it is not at all clear that the proposals set out do very much other than bring in new titles. Again this is an area where proper piloting and testing is needed (Question 21).

Chapter 6; Disclosure and changing consumer behaviour

48.     Disclosure has been at the heart of the regime and although it has been effective in some ways it has not worked as the FSA had expected. There is a lesson to be learned here in terms of proposals in the DP. The FSA must consider testing out its proposed changes so that we can arrive at a system that is aligned with consumer behaviour. 
49.     IMLA would agree that the IDD has not worked and that it makes sense to replace it with key messages (Question 22 (i)). These are unspecified and it would still make sense for the FSA to provide some basic requirements to ensure all customers are assured of a basic level of disclosure. An alternative is for the FSA to help consumers understand the IDD and why it is important. We would also agree that the KFI should be retained (Question 22(ii)) and that any EU requirements be incorporated within it rather than create a separate document. However we would also suggest further thought is given to how to ensure it is used by all consumers.

50.     The FSA has suggested moving towards oral disclosure but we would question whether it will be useful. Its introduction into the insurance market is currently being assessed and this might inform discussion and decisions regarding use in the mortgage market.  We remain to be convinced that oral disclosure will help (Question 22 (iii)). Oral disclosure by phone will mean there is a record but if face to face there remains a problem? 
51.     The FSA recognises that consumers do not behave as rationally as might be expected and that the mortgage market does have some special features (the mortgage is a means to an end and it is ‘bought’ and that a considerable some of money is secured up front both of which might mean some consumers act with less caution than might otherwise be the case). 
52.     The FSA takes the view there are limits to what can be achieved via greater transparency or more consumer education and is moving towards an approach that protects consumers from themselves via a range of prohibitions. 
53.     IMLA would question this approach. It is very clear from the feedback statement on Consumer Responsibility that there are widely differing views as to consumer responsibility. However, we believe the FSA should work harder at seeking an industry consensus on how best to deal with this rather than resolving its response in ‘isolation’ having received written responses. It is too important. In that regard IMLA does not agree with the FSA’s stance in Question 23. This is an agenda that requires further work and an exploration of the options including prohibitions, default mechanisms, better information/guidance and better education. Prohibitions in themselves will not prevent problems. The answer is probably a combination of approaches. 

54.     IMLA remains unconvinced that the FSA should take on a role in terms of preventing some consumers accessing the market (Question 24). Again this links to other considerations such as conjoining the consumer credit and mortgage credit regimes. Moreover, introducing ever more layers of regulation runs the risk making the whole system confusing and unworkable 

55.     We would agree with the FSA that it must continue to work on financial capability and money guidance. We feel that there is an opportunity to revisit this agenda in the light of the DP and to take stock and reflect on where next (Question 25).  We are not suggesting it is the solution but it is certainly part of it. 
Chapter 7; Arrears and Possessions
56.     As the FSA will recognise this is an area of practice where a lot of change has been taking place as a consequence of lender and government initiatives. We note that the FSA proposes to convert guidance into binding rules and that it would expect such rules to then be reflected in securitisation agreements. We note also that the FSA plans to review its approach to third party administrators. 
57.     In 7.10 the DP discusses high risk lending and ‘the emergence of business models built around consumers who forseeably could not pay their mortgage’. We would question how widespread this was/is. Much specialist lending is undertaken as sustainably as possible reflecting the lender’s genuine concern with credit repair. 

58.     The FSA plans to consult in January 2010 on banning a number of charges

(a)   monthly arrears administration charge where the borrower is fulfilling the terms of the arrangements

(b)   the charging of an ERC on arrears fees and charges

59.       IMLA notes the FSA’s proposals (Question 26). We would welcome the opportunity to participate in on going discussions in this area and not least in relation to specialist lending , thirds party administrators and securitisation. It is important that the final policy stances reflect the complexity of these markets. This whole area is underdeveloped in the DP and requires further consideration. 
Chapter 8; Unfair charging practices and price regulation

60.     The FSA asks whether mortgage market fees and charges reflect underlying costs or are excessive (Question 27). As has been clear (and as the FSA acknowledge (8.4) fees have gone up while the rate has gone down. Borrowers have options in the market place and we are not convinced the FSA needs to act in this area.  
61.     The FSA is also proposing banning the roll up of fees and charges into loans citing the credit-impaired market in particular as an area where detriment might arise. In our view preventing roll up will impact upon some customers in that they will not be able to meet the costs upfront (Question 28) and therefore might be unable to proceed with the loan. We would thus not support such a ban. 
Chapter 9; Scope Extensions 

62.     IMLA members have a direct interest in both the second charge and buy to let markets where an extension is being considered. In broad terms there is more support for extending the regime to the former than the latter. An integrated first/second charge regime may help to resolve some of the clear tensions regarding the assessment of a household’s current/future borrowing commitments. It might also ease some of the difficulties that are experienced in arrears/possessions cases.  Indeed unless integration can results in such improvements we would question the value of the change. This raises the question of smaller loans and again whether the regime should have a cut off? 
63.     The Buy to Let market has been a key development in the UK housing market (and in terms of alternative pension provision).  The DP raises a number of issues including unsustainable expansion, losses, mortgage fraud, a focus on price appreciation rather than rental income and the lack of sales standards. The FSA indicates it is particularly concerned with the protection of ‘amateur landlords’ but it has not suggested how this group might be defined.  This might include the number of properties and the ownership structure, ie, in a company or not. Our initial thoughts are that if more than 1 property and in a SPV then this is not an amateur landlord. Equally where an purchaser is not disclosing the intention to rent out the home this can only happen once. 

64.     It is important that this extension deals with real problems rather than responding to political agendas and popular myths.  The performance of the BtL sector has been far stronger than some have assumed. If the extension is to be made it does need to be built on a firm evidence base rather than speculation. 
Chapter 10; Other matters for discussion

65.     We note there will be a consultation on the sale of mortgage books. IMLA members have considerable experience on the sale of books and looks forward to contributing to this. 
66.     The FSA raises the question of data and its collection. Standing back we now have a piecemeal collection and publication of data by the FSA, BoE, CLG, HMRC, MoJ as well as trade bodies. There is a case for considering rationalisation and improvement. The FSA has improved what it collects and how it is used but even the FSA’s website is hard to navigate to extract the data provided. Going forward we need a much more intelligent approach to industry information.
67.     The DP asks in Question 30 whether there should be a standard definition regarding subprime and other areas. IMLA would agree there is confusion. The current array of terms including non prime, adverse credit, credit impaired and sub prime is unhelpful. However we are not convinced there can be any precise definition that will stand the test of time or practice. Our instinct here is that it will be a fruitless task. 
68.     Having said that and given the widespread confusion that exists we do feel there is a case for a clear distinction between self certification and fast track. Below we offer an IMLA view; 
· Self cert is a product built for borrowers who are unable readily to provide proof of all income and who thus self certify it. Beyond the assessments undertaken by the broker, further plausibility checks are made by the lender who will retain the right to seek clarification/more detail. 

· Fast track is a process used by lenders to reduce costs and built for borrowers who are looking for a speedy transaction and who can prove income if required. To assist the process, lenders minimise their requirements at the outset but reserve the right to seek more detail. Some members would argue it should be understood lenders will undertake random checks.

69.     The FSA asks if there are further measures that it could take regarding fraud and financial crime (Question 32). IMLA members are active on this agenda and it is our view the FSA should continue its current programme of work. 
70.     Equity release is a market which continues to under-perform and there is still considerable consumer uncertainty regarding products and advice. Although the FSA concludes (Question 33 (i)) there is nothing more it needs to do specifically regarding this market it does perhaps need to give more thought to this. There is an interaction between the scale of this market and consumer confidence in which regulation is not unimportant. In our view this requires further consideration.
71.     Likewise it concludes no more needs to be done regarding the Right to Buy (Question 33(ii)) even though these are the most disadvantaged customers.  There is a case for the FSA to work with Communities and Local Government to ensure potential RTB purchasers get better advice and information regarding how to get a mortgage. 
Further information

72.     This response has been prepared by Peter Williams in consultation with members. He can be contacted  at peter@prwilliams.org
Appendix 1
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FSA external expert group
Income verification proposal

1 The key concern of the members of the FSA exteral expert group (and their
nominating trade associations — CML, BSA and IMLA) is to ensure that while the outcome of
the mortgage market review moves the industry forward, it does so in ways that provide
flexibility around income verification as set out below.

2 The group was clear that this will always be a competitive issue reflecting differences
of view and capacity between lenders and it is important that the FSA does not seek to create
a single method to verifying income.

3 At the same time it was recognised that the agreed framework did need to provide a
degree of certainty around specific products (i.e. self cert) and processes (i.e. fast track) such
that the FSA and lenders could be confident that adequate definitions and controls were in
place.

Defining income

4 The FSA's mortgage market review does not provide a definition of income; the
expert group believe that this is the right approach. There is no set definition of income used
by lenders and it is for the individual firm to take a view as to the various income sources,
their likely longevity, and for their income policies to be clearly documented

Reasonable verification of income

5 The expert group believes that the FSA should require reasonable income verification
in all cases, detailing when it is reasonable to rely on alternatives to a ‘full status’ verification
of income (where full status means that the lender will obtain proof of income from the
customer and will then verify the income using a robust source).
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6. If the customer falls outside any of the following criteria the lender will be undertake 1

“full status’ income verification.
Fast track

7 It will be reasonable for a lender to choose to ‘fast track’ customers within the
following parameters:

A credit score/history limitation (or means of limiting those with an adverse credit history)

o LTV limits - <=75%

 Buyer type rules — excluding buyers with no / limited mortgage experience

«  Income related rules - excluding complex income cases, check the plausibility of the claim

«  Employment related rules - excluding self employed

«  Random sampling - to enable testing of income verification processes and minimise the
risk of ‘gaming’ by intermediaries.

8 The decision to “fast track’ a mortgage application must remain with the lender. ‘Fast

track’ should remain a processing tool for lenders, and should never be advertised as a

product

Self cert

9 It will be reasonable for lenders to provide a customer with a ‘self cert’ mortgage if

they are

«  Self employed: early start-ups who have yet to submit formal accounts
«  Self employed: whose income is highly variable
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o Self employed: with audited accounts which exercise tax efficiencies
«  Sole traders and partnerships

«  Self employed contractors

o Persons with multiple and complex income streams

10 And within the following parameters:

o Credit score/history driven policies, where available, to exclude applicants with an
impaired credit history

o LTV limits - <=75%

«  Self employed / complex income only and a justifiable reason for self-certifying

« Maximum loan size

o Check the plausibility of income claims

11 These represent the maximum acceptable criteria and reflect current practice in the

market. Individual lenders will be free to determine their own variations within these limits, and
indeed whether they will use ‘fast track’ or offer ‘self-cert’ products.
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