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IMLA

IMLA is the representative trade body for mortgage lenders which lend wholly or
predominantly through intermediaries. Our 51 members (18 banks, 20 building
societies and 13 non-bank and specialist lenders), include 18 of the top 20 UK
mortgage lenders responsible for approximately 93% of gross mortgage lending.

IMLA provides a unique, democratic forum where intermediary lenders can work
together with industry, regulators and government on initiatives to support a stable
and inclusive mortgage market. We welcome this opportunity to comment on the
Consultation Paper on improving the energy performance of privately rented homes
and reviewing domestic private rented sector minimum energy efficiency standards.

Executive Summary

e The main challenge for the FCA lies in allowing greater flexibility which is
proportionate and responsive to consumer needs and expectations, whilst
simultaneously providing adequate guard rails to protect consumers from over-
stretching themselves and allowing lenders to operate within their individual risk
appetite and responsible lending policies.

e Lenders’ practical and operational issues need to be balanced with consumer
expectations of what might be possible.

e Many of the proposals set out in the CP are essentially permissive in nature —
lenders will not be required to make the suggested changes. This is welcome.
The extent to which lenders decide to adopt different practices will depend largely
on their individual risk appetite, their ability to restructure back-office operational
systems, and their commercial judgment as to whether the changes would be



cost-effective and ultimately in customers’ best interests. It is entirely appropriate
that those decisions should rest with each individual lender.

e Some recent relaxations (for example, of the LTI flow limit/triggers for full advice
process) are welcome, but we do not want to return to the days of over-exuberant
borrowing and lending.

e We would welcome a detailed review of stamp duty, particularly if the outcome
were to encourage more homeowners to downsize to more appropriate
properties, thereby freeing up homes which are more suitable for families. This
could create greater movement across the whole market, which has become
much slower in recent years.

e Widening access to certain mortgage products will only go so far to address the
challenges to home ownership faced by many, particularly younger, prospective
borrowers. For decades now the UK has failed to increase its housing stock -
both in the public and private sectors - with consequential impact on the cost and
condition of the existing stock. The current government has set itself ambitious —
many would say unrealistic — targets for starting to address the shortfall over the
life of this Parliament. A scheme which would combine incentives to builders to
build suitable smaller starter homes with financial products which would enable
FTBs to purchase them, would be very positive. We would strongly support a
replacement for the former Help to Buy, provided this was structured in a way
which increased the production of smaller properties designed for first-time
buyers and those looking to downsize. It would need to avoid inflating house
prices — a criticism frequently levelled at the original scheme. We would also
argue that it should not be focused solely on the new-build market, but should
also encourage those looking to purchase second-hand properties, some of
which might need significant renovation to bring them up to standard.

e There are a number of specialist lenders — many of whom whose names will not
be known to most prospective borrowers — who may well be able to provide the
necessary finance to FTBs. The onus here may be on advisers and lenders to
draw greater attention to the options which are available and affordable.

General observations

Following extensive consultation and consideration, the FCA’s Mortgage Market
Review (PS12/16) concluded that the majority of mortgage applicants should receive
advice. It stated that the amended rules included: “the removal of the non-advised
sales process”. All interactive sales (eg face-to-face and telephone) were to be
advised, “except where the customer is a mortgage professional, or high net worth
mortgage customer, of business borrower”, in which case execution-only would be
optional. Before MMR, 70% of new mortgage sales were advised. Post-MMR, that
figure had risen to 98% - “as intended”.

By 2019 the FCA was re-considering the extent of advised sales and amended its
rules on how lenders and intermediaries could “present options without giving
regulated advice” (CP19/17). The FCA also made clear (in paragraph 1.14 of that
CP) that it was seeking to: “encourage firms to make execution sales channels
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easier to use” and “make it easier to buy a mortgage online” (paragraph 2.22).
These changes reflected changes in products and online capability, together with
consumer expectations.

We welcome the comments in Chapter 1 of CP 26/18 about the FCA being “mindful
of lessons learned from past episodes where certain mortgage types were sold at
scale” (paragraph 1.10) and that “Rebalancing risk within the mortgage market
means accepting that some consumers may experience financial difficulty or poor
outcomes because of access to higher risk products” (paragraph 1.11). We are
conscious that the response — via the Mortgage Market Review - to “past episodes”
was to tighten the criteria for assessing affordability. It is perhaps inevitable that
questions are now being asked about whether the rules are more stringent than they
need to be, and that some borrowers are being denied access to mortgages which
they could in fact afford. It will be a continuing challenge for the regulator to achieve
an acceptable balance between enabling greater numbers of borrowers to take out
mortgages while protecting others from over-committing themselves.

There is undoubtedly a place for loans which are repaid on an interest-only basis —
whether that is for the whole loan amount, or on a “part and part” basis. For first-
time buyers (FTBs) in particular, the ability to make repayments on an interest-only
basis when the loan is first taken out may enable affordability to be stretched just a
little bit further — and secure a purchase that might otherwise be just out of reach.
Members accept that there may be cases — for example, where a new borrower is
buying a property that is in need of some renovation — where the additional flexibility
afforded by an interest-only element of the loan would be very helpful in those early
months or years. They are wary, however, of allowing FTBs (in particular) to
continue repaying only interest for extended periods, as this will mean that they do
not start to build up equity in the property and may be storing up repayment
problems for the future. Much will depend on the individual circumstances and the
lender’s underwriting process. For that reason, we welcome the statement (in
paragraph 1.13) that the FCA does not intend to make interest-only “universally
accessible”.

The subject of the CP is “Supporting first-time buyers and underserved consumers”.
Chapter 2 focuses on credible repayment strategies for interest-only mortgages. It
does not address the question of whether such sales should always be advised, or
whether specific expectations around advice are or should be attached to FTBs,
concentrating instead on the viability of the repayment vehicles which may be put in
place to repay the capital element of the loan. Given the risk that some borrowers
may fail to understand or act on the need to have a strategy for repaying the capital
sum borrowed, it would seem to make sense for there to be greater clarity on this.
Some borrowers (and FTBs) may have part-and-part interest-only loans, which will
mitigate the risk of failing to repay capital and build up equity in the property.

The main consideration for all borrowers who are repaying interest only is, of course,
that they are fully aware of the need to start repaying the capital element of their loan
— and building up equity in their property. We are not arguing for mandatory advice
for all FTBs — some may be sufficiently confident and well-informed to make their
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own decisions as to the mortgage products they wish to take out. But a large
majority will benefit greatly from seeking expert advice — particularly on the
implications and potential risks of repaying on an interest-only basis. These risks will
increase the higher the proportion of the loan which is repaid on interest-only.

Lenders will retain a responsibility for monitoring and managing their mortgage
books, in particular those where interest only is being paid. The FCA will have its
own data on the numbers of interest-only loans sold, but is unlikely to have the
necessary level of granular detail (age of borrowers, employment status,
family/dependents and so on) that the lender will need to take into account when
assessing loan performance and the overall health of the book.

We note that paragraph 1.12 of the CP acknowledges that many poor outcomes for
borrowers arise due to external events such as unemployment, iliness and
relationship breakdown. Such outcomes may have been foreseeable when the
mortgage was initially taken out. There may be scope for exploring whether greater
protection could be taken out at point of sale — but that is an answer to a different
question and is not discussed in this response.

Responses to specific questions

1. Do you have any comments on our equality and diversity considerations?
No.

Chapter 2 - interest-only mortgages

2. Do you agree with our proposal to add follow-on mortgage products and
conversion to repayment as examples of credible repayment strategies?

It would be sensible to introduce an expectation for borrowers on interest-only to
convert to a product which has a greater element of capital and repayment. It is
appropriate that this should be added as an example of a credible repayment
strategy rather than added as a specific requirement.

MCOB already includes a rule requiring borrowers to take responsibility for checking
on the continuing viability of their repayment strategy — but this is probably more
honoured in the breach than the observance. MCOB 7.5.3 R (c) requires all
borrowers to be provided with an annual statement which must contain: “A prominent
reminder, where only part of the regulated mortgage contract is an interest-only
mortgage, that: (ii) the customer should have in place arrangements to pay off the
amount of the loan that is on an interest-only basis, and should check the
performance of any investments they might have in place for this purpose;” This is
not a provision on which lenders can rely: while they may send out the required
annual statement, they cannot assume that it will have been read, or that the
borrower will have checked the performance of any relevant investments. We are
not suggesting that lenders should assume responsibility for assessing the
performance of particular investments - that would exceed their remit. But they will
need to take responsibility for confirming that a repayment strategy is in place and
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assure themselves that those strategies remain credible and sustainable. This
suggests that the (single) review mandated in MCOB 11.6.49 — which must take
place “at least once during the term of the mortgage” would be insufficient and that
lenders should review the progress of such mortgages much more frequently. If
regular payments are being made, there may be no cause for concern, but the
lender will not be able to assure itself that the relevant investments exist unless it
seeks this information from the borrower.

3. Do you agree with our proposal to allow a lender to make a reasonable
assessment as to whether the borrower has a clearly understood credible
repayment strategy following a tailored interactive dialogue with the borrower?

The question almost implies that a “tailored interactive dialogue” will be sufficient to
satisfy a lender that the borrower’s repayment strategy is credible. In practice, of
course, some lenders may not be persuaded. It is sensible to place the
responsibility with the lender and to allow it flexibility to reach its own decision on the
credibility of the repayment strategy being proposed.

4, Do you agree with our proposals to introduce thresholds for when the
sale of main property evidential provision would apply and to not require a
credible repayment strategy at all for interest-only borrowing of less than 25%
of the lenders’ valuation?

As paragraph 2.35 explains, the practice of setting minimum equity requirements at
the start of the loan may prove very restrictive for some FTBs - and may not be
realistic given that many borrowers will build up significant equity over the term of the
loan. A borrower who is repaying only 25% of the value of the property on interest-
only may only have a small deposit (5% or less) in which case they will be making
repayments on the remaining 70% on a capital and repayment basis. In the very
early stages of the mortgage term there will be relatively little equity in the property.
If the assessment of the credibility of sale of the property is being made on what the
75% value of the property will be at the end of the mortgage term (25-30 years) —
then it may be acceptable to disregard the 25% of the loan/value which is being
repaid on interest-only.

5. Do you agree with our proposals to clarify that where the sale of main
property evidential provision does apply, a mortgage lender should consider
whether a cheaper property could be purchased mortgage-free and to add
guidance on what an associated strategy could be?

This could be very difficult to assess given the potentially very wide range of options
that might be taken into account. Would a “cheaper property” be expected to be in
the same geographical area or possibly some distance away? Family/employment
considerations would need to be taken into account, together with the age(s) of the
borrower(s) and any dependents. For many FTBs, who are already buying a
relatively modest property, finding somewhere cheaper might not be a practical
option. For older borrowers finding themselves unable to repay a large capital sum,
downsizing could also present problems owing of the lack of suitable properties. The
proposal probably boils down to a sense of whether the prospect of selling the
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mortgaged property and buying a cheaper mortgage-free “stacks up” — and lenders
will have to make their own judgments as to how to evidence this.

6. As an alternative to the proposed rule changes and additional guidance,
could the Consumer Duty alone be sufficient to protect interest-only
customers?

The Consumer Duty has now been in place for new and existing products since July
2023 and for closed products or services since July 2024. Lenders have made
great progress in developing their practices to take account of the enhanced
requirements — and this naturally includes interest-only customers. Given that some
90% of mortgages are sold via mortgage intermediaries, lenders have needed to
work even more closely with their distribution networks to ensure that their products
are clearly designed and explained to prospective borrowers. The challenge
remains — both for intermediaries and lenders — to be confident that borrowers fully
understand the implications of the contracts which they enter into — despite all the
information and their own assurances that they understand what they are doing.

7. Do you agree with our proposal to add guidance on trigger points for
when a review of an interest-only mortgage should take place?

Yes — the four trigger points listed are helpful — as would be guidance on evidence
which should be included during the review. For example, where the borrower has
investments intended to pay off some or all of the capital, a reminder to the borrower
to seek appropriate advice on how those investments are performing would be
helpful. It would not be the responsibility of the lender or mortgage intermediary to
advise on what to do if it appeared that the investment was not performing
adequately, since that would require separate regulatory permissions. If sale of the
property and purchase of a cheaper one is the main strategy, the borrower would
need to research the local property market in order to assess how viable such an
option would be.

Chapter 3 — Retirement interest-only incomes

8. Do you agree with our proposal to remove guidance on what should be
considered when assessing affordability for joint retirement interest-only
mortgages?

Paragraph 3.13 explains that: “A retirement interest-only mortgage is an option for
older customers who don’t have enough income or liquid capital to finance their
retirement needs.” RIO was always intended to be a niche product for older
borrowers wanting to raise more cash to help finance retirement needs — possibly for
an essential repair or adaptation to the property, or to purchase or replace a
necessary vehicle, or to provide a modest boost to income. But the fact that such a
loan was needed at all made it clear that income/liquid capital (as cited above) was
insufficient to meet retirement needs. It is therefore difficult to justify loosening the
affordability tests for the product without potentially compromising the financial
security of a surviving partner, in the event of the death of the other borrower.
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It's hardly surprising that, given the current requirements for assessing affordability
“arrears in retirement interest-only mortgages are extremely low” (paragraph 3.18).
There could be an argument for relaxing the assessment — on the basis that a
surviving partner who found themselves in difficulty would be in much the same
situation as any other joint borrower whose partner died leaving them in straitened
financial circumstances which included an outstanding loan commitment. At that
point the lender would need to analyse the options and most practical solution
available, in line with the forbearance requirements set out in MCOB 13. One
solution might be to sell the property and move in with a family member; another
might be to move from a RIO to a lifetime mortgage. Much would depend on the age
and capacity of the surviving borrower, and the extent to which the interest payments
on the loan had become unaffordable.

9. Do you think that, if we remove the guidance, the Consumer Duty would
be sufficient to meet our objectives?

Probably - to the extent that the Duty requires lenders to treat customers fairly and
investigate individual circumstances in order to reach appropriate decisions.

Chapter 4 - variable and irregular income
10. Do you agree with our proposed revisions?

It is very important that this clarification remains permissive — and that lenders may
continue to make their own judgments about whether they are able to accommodate
borrowers who wish to make their repayments other than on a monthly basis. Some
may be able to do so — but at present our understanding is that, given that monthly is
the most common period used by lenders, most back-office systems would not
currently be able to deal with payments made at different intervals. The cost and
operational disruption of designing and rolling out such systems could well be
completely disproportionate to the benefit which would be enjoyed by what is
currently a minority of customers. It could also increase overall operational costs —
which would need to be passed on to other/all customers, the majority of whom
might have no issue with paying monthly. There would also be a knock-on effect on
data collection and analysis, particularly in relation to arrears, not least the FCA’s
own definition, which is: a shortfall (equivalent to two or more regular payments).
For example, a customer who paid quarterly and missed one payment would owe
more than a customer who paid monthly and who missed two payments. This would
also impact the reports made to credit reference agencies and could affect
borrowers’ credit records. The Credit Reference Agencies would therefore need to
work closely with lenders, and the rules would need to apply across all lenders to
ensure that customers were not disadvantaged if some lenders decided to accept
irregular payments while others treated them as arrears.

This issue requires careful consideration of all the potential consequences —
intended and unintended — and more consultation with all relevant parties. There are
currently options open to borrowers with irregular income to manage their finances —
indeed they will already need to do so in relation to other regular payments (rent,
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utilities, council tax, payments for car leasing/telephone contracts and so on). It is
not clear that there is currently sufficient demand which might lead lenders to make
significant systems changes, though we acknowledge that this may change in the
foreseeable future, as the number of people working in the “gig” economy is likely to
increase.

Chapter 5 - credit-impaired or recently recovered

11. Do you agree with our proposed clarification on the application of the
definition of “credit-impaired customer”?

Paragraph 5.12 states that: “Firms are free to set credit risk appetite and target
markets but should not treat the glossary definition as a factual indicator of
affordability.” Clarificatory guidance may be helpful but, ultimately, lenders must
remain free to make their own underwriting decisions in accordance with their risk
appetite, responsible lending policy and commercial judgement. Such judgments
may need to be varied from time to time in accordance with the overall performance
and quality of the back-book, so freedom to make lending decisions according to the
relevant prevailing circumstances is essential.

12. Is there anything more we can do to encourage lenders to support
prospective borrowers with impaired credit or those who have recently
recovered?

The regulator sets limits on lenders for the proportion of their loans with impaired
credit. This is particularly true for new lenders. The regulator could consider
introducing greater leniency on these limits, thereby increasing the numbers of
prospective borrowers who could be helped.

There are a number of lenders which specialise in this particular area of the market —
but most borrowers are probably largely unaware of them. Lenders and
intermediaries can do more to advertise their services and seek to assure
prospective borrowers that there may be options available to them — but it would be
helpful if the regulator also engaged in a public awareness campaign to help foster
confidence in regulated lenders and intermediaries and the protections which
regulation provides.

Chapter 6 — foreign currency loans and Chapter 7 — Bridging loans

We have not offered any comments in response to the questions on foreign
exchange mortgages or bridging loans as these are not topics which we regularly
discuss with members.

Cost-benefit analysis

19 — no comment
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