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Abbreviations

AHB
AIB
ARA
ASU
Bol
BSA
BTL
CCMA
CPC
CRD
CRR
CSR
DCOR
DCS
DPD
EBS
ECB
EEA
FMP
MARP
MARS
MART
McCC
MTR
NCA
NPL
PDH
PIA
PTSB
RCF
SFS
SSM

Approved Housing Body

Allied Irish Banks

Alternative Repayment Arrangement
Arrears Support Unit

Bank of Ireland

Balance Sheet Assessment
Buy-to-Let

Code of Conduct on Mortgage Arrears
Consumer Protection Code

Capital Requirements Directive
Capital Requirements Regulation
Credit Servicing Regulation
Distressed Credit Operations Review
Distressed Credit Strategy

Days Past Due

Educational Building Society
European Central Bank

European Economic Area

Financial Measures Programme
Mortgage Arrears Resolution Process
Mortgage Arrears Resolution Strategies
Mortgage Arrears Resolution Targets
Minimum Competency Code
Mortgage to Rent

National Competent Authority
Non-Performing Loan

Primary Dwelling Home

Personal Insolvency Arrangement
Permanent TSB

Retail Credit Firm

Standard Financial Statement

Single Supervisory Mechanism
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Response to Request1

In June 2016, the Minister for Finance requested the Governor of the Central Bank to provide him
with a report detailing the mortgage restructuring activity within banks and non-banks, the range of
solutions offered by non-banks, assessing the range of solutions that may affect borrowers’ capacity
to remain in their primary residences, and whether these are addressing the requirements of over-

indebted borrowers. Specifically, the Minister requested the following:

1. “The early assessment of the Central Bank as to the range of available sustainable
restructure solutions offered by banks and non-bank entities to facilitate those in
mortgage distress in the resolution of their mortgage arrears. There is little publically
available information on the solutions offered by non-bank entities in particular and any
additional information available on their activities in this area would be most welcome.

2. The assessment should also consider how the options available may impact on the
distressed borrower's capacity to remain in the primary residence.

3. The assessment should take account of the success of financial institutions in addressing
the requirements of their over indebted borrowers and the extent to which the

institutions have exhausted all available options before moving into the legal process”.

The Central Bank recognises the interdependencies between the mortgage arrears problem and
broader economic and social policy issues related to the supply of private and social housing, the
efficacy and usage of the personal insolvency framework and the capacity of the legal system in

dealing with repossession proceedings.

In line with our mission of safeguarding stability and protecting consumers, the Central Bank’s work
on mortgage arrears spans its consumer protection, prudential supervision, and financial stability
roles. Within the remit of the Central Bank’s responsibilities, the approach to mortgage arrears
resolution is focused on ensuring the fair treatment of borrowers through a strong consumer
protection framework while ensuring banks are sufficiently capitalised, hold appropriately

conservative provisions, and have appropriate arrears resolution strategies and operations.

A high level response to the three issues requested by the Minister is set out below with more detail

contained in the executive summary and throughout the report.

! The information in this report is classified as “Restricted” according to the Central Bank’s information
classification policy.
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1. There is a broad range of available restructures offered and delivered by both bank and non-
bank entities, depending on the individual circumstances of the borrower. However, the
restructure mix differs between banks and non-banks. Banks are typically implementing a broad
range of solutions including arrears capitalisations, split mortgages, term extensions. Non-banks
include both regulated retail credit firms and unregulated loan owners, which have acquired
mortgage portfolios (see Box 1). Non-banks are more reliant on arrears capitalisations, which
account for more than half of the restructures used to clear arrears. The differences in
restructuring strategies between banks and non-banks correlate with the differences in the
types of troubled loans held by the different types of institutions but may also reflect the

variation in business models across the different types of institutions.

Since the June 2013 peak, considerable progress has been made in addressing mortgage arrears,
primarily through the use of restructures, rather than loss of ownership. Primary Dwelling Home
(PDH) mortgage arrears have declined by 43 per cent since the end of June 2013. Over 120,000
PDH residential mortgages have been restructured in Ireland, 88 per cent of these loans are
meeting the terms of the restructuring agreement. Notwithstanding the considerable progress,

further work is required and momentum needs to be maintained.

2. Broadly speaking, the use of a range of restructuring options for distressed borrowers increases
the potential for distressed borrowers to remain in the primary residence. The very sizeable
level of restructures that have taken place since 2010 demonstrate a willingness to restructure

distressed mortgage debt where there is meaningful engagement between lender and borrower.

Furthermore, the Code of Conduct on Mortgage Arrears (CCMA) provides a strong consumer
protection framework to ensure that borrowers in financial difficulty are treated in a timely,
transparent, and fair manner by regulated entities. Banks, retail credit firms and credit servicing
firms servicing loans on behalf of unregulated loan owners are all required to comply with the
CCMA. Borrowers who engage can expect that their specific circumstance will be considered,

enhancing their chances of remaining in their homes.

The CCMA includes requirements that arrangements be sustainable and based on a full
assessment of the individual circumstances of the borrower and that repossession be used only
as a last resort. Borrowers who engage, therefore, benefit from the protections afforded under

the Mortgage Arrears Resolution Process (MARP). Analysis conducted by the Central Bank shows
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that meaningful engagement between banks and borrowers is key to the successful

restructuring of distressed mortgages.

The MARP process is a four-step process that regulated entities must follow and must consider
the most suitable arrangement from the suite of options they offer. Each regulated entity must
consider the borrower’s situation in the context of the range of solutions it offers, which may
differ from firm to firm. The CCMA does not prescribe the solution which must be offered and
this remains a commercial decision for the lender (outside of a Court process such as
insolvency). In addition, the Central Bank has published guidance for supervisors on what
constitutes sustainable mortgage arrears solutions.” At the end of the MARP, regulated entities
are required to provide a three-month notice period to allow co-operating borrowers time to
consider their options, such as voluntary surrender or an arrangement under the Personal

Insolvency Act, before legal action can commence.

Regarding potential court proceedings, under the CCMA, a regulated entity may only commence
legal proceedings for repossession of a PDH where it has made every reasonable effort to agree
an alternative repayment arrangement (ARA) with the borrower and other clear requirements
are met. This framework requires lenders (and credit servicing firms in the case of loans held by
unregulated loan owners) to exhaust the options available from the suite of alternative
repayment arrangements offered before taking action which may result in the borrower losing

their home (whether by voluntary sale or repossession).

3. In some circumstances, however, loss of ownership may be unavoidable. Approximately 66 per
cent of the PDHs repossessed to date are attributable to the property being voluntarily
surrendered or abandoned, with the remainder due to court orders. The retail banks report, that
of the legal cases in progress, 70 per cent of proceedings were initiated due to the borrower
being deemed non-cooperating, and 87 per cent are in arrears over 720 days with an average

arrears balance of over €53,000.}

During the legal process, borrowers have opportunities to re-engage with lenders to find a
solution and Central Bank aggregate data show that, on average, 19 per cent of legal cases that

have concluded are due to terms and conditions being renegotiated. While repossession

? https://www.centralbank.ie/regulation/industry-sectors/credit-institutions/Documents/Internal%20Guideline%20-
%20Sustainable%20Mortgage%20Arrears%20Solutions.pdf
® This information is only available for the retail banks.
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proceedings should only be initiated following the MARP, the ability to undertake secured
lending is ultimately dependent on the institution’s right to realise the security if needed and to
price accordingly. This is a cornerstone of secured lending and, by extension, an effectively

functioning mortgage market.

Overall, there is strong evidence that banks and non-banks are looking to exhaust available options

before moving into the legal process.
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Executive Summary

e The Central Bank has taken a range of actions to achieve these outcomes as outlined in
Section 2 and Annex 1 of this report. These include:

a. the development and oversight of the implementation of the CCMA and various
codes;

b. an array of prudential measures including the imposition of targets to ensure
banks are investing in operations and facilitating engagement with borrowers to
devise sustainable restructures for mortgage arrears cases; and

c. detailed reviews of the restructuring process, adequacy of provisions and loan
classification, and overall governance and controls.

e At present, the MARP provides a clear and effective framework for PDH borrowers in arrears
to engage with institutions. There is a clear process in place for the protection of borrowers
that places specific obligations on all regulated entities. This requires mortgage lenders and
credit servicing firms regulated by the Central Bank to have appropriate resolution strategies
and operations in place aimed at examining the suitability of all alternative repayment
arrangements offered by the lender (or unregulated loan owner in the case of a credit
servicing firm), before taking action that might lead to the borrower losing their home. In
line with this framework, where feasible, sustainable restructures are being found for
borrowers who engage with their lenders (or credit servicing firm).

o Where loans have been transferred or sold to unregulated entities, the Central Bank has
worked with the Department of Finance to develop legislation to ensure that affected
borrowers retain the same level of consumer protection as they had prior to the sale. On
foot of this legislation, the Central Bank has designed and published a specific set of
standards and requirements for a new category of regulated firm (a credit servicing firm).
The Central Bank is currently assessing applicant credit servicing firms against these
standards and requirements before making an authorisation decision.® Firms awaiting
authorisation decisions are subject to all applicable consumer protection requirements,
including the CCMA.

e The Central Bank considers the range of restructures offered by banks to be broadly

appropriate in balancing consumer protection imperatives, and maintaining a mortgage

* As the legislation is relatively recent, credit servicing firms are still in the process of being authorised, and they are
considerably smaller than the banks, the available information, data and the intensity of supervisory engagement between
the Central Bank and these firms is not currently as extensive as for the banks.
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market for all borrowers, and a functioning banking system. As noted above, there has been
very significant progress in reducing the level of mortgage arrears, primarily through the use
of these restructures. The Central Bank does have some concerns that there is a risk of
slowing momentum in arrears resolution by the banks. Consequently, it remains a
supervisory priority to continue to drive down mortgage arrears across the system. Where
there are bank-specific issues, these are being addressed through consumer protection or
through relevant SSM supervisory activities.

e The Central Bank continues to engage with credit servicing firms, including through the
authorisation process. Once the authorisation process has been completed, engagement will
continue to ensure that consumer protection requirements are met by these firms.

o At the height of the systemic banking crisis, there was an implicit recognition of the potential
adverse dynamics between mortgage arrears, repossessions, and the residential property
market. Since that time, as the financial system and the economy have recovered,
appropriate actions by the Central Bank, as well as legislative reforms, have provided the
foundations for continued arrears reduction. This objective also requires a range of supports
provided through the social welfare system and civic society, including advice for

homeowners in financial difficulty and advice on insolvency.’

Recent Trends

e An effective CCMA process, enhancement of banks’ strategies and operational capability for
addressing mortgage arrears, and improved economic developments, have meant mortgage
arrears continue to decline. Details on trends by banks and non-banks are contained in
Sections 3 and 4 of this report.

e PDH mortgage accounts in arrears over 90 days past due have decreased in 11 consecutive
quarters, representing a 42 per cent reduction (equivalent to approximately 41,000
accounts) since the peak in late 2013. Progress is well established and clearly moving in the
right direction.

e Coinciding with the introduction of the Mortgage Arrears Resolution Targets (MART) in
2013, there has been a noticeable change in the mix of restructures agreed, with a shift
away from interest-only type arrangements to more sustainable solutions. This is consistent

with the MART’s objectives to move away from the repeated use of short-term forbearance.

> Key reference sites are the “Keeping Your Home” site, which is provided by the Money Advice and Budgeting Services
(MABS) and the Citizens Information Board (CIB); and the Insolvency Service of Ireland site. The new Abhaile Mortgage
Arrears Resolution Service will provide at no charge a range of supports for insolvent households at risk of losing their
homes.
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Over 120,000 PDH accounts are classified as restructured, with 88 per cent classified as
meeting the terms of the arrangement, the highest level since the start of recording this
data.

e Banks account for 95 per cent of the PDH mortgage market. Approximately 6 per cent, or
just under 44,000 accounts are greater than 90 days past due. Within the bank category, 3.7
per cent or approximately 26,000 of the accounts are over 720 days past due.

e For banks, progress on early-stage arrears is adequate but the pace needs to be maintained.
For example, approximately 20 per cent of accounts more than 90 days past due are not
restructured, do not have a proposed restructure and are not in the legal process. The
Central Bank/Single Supervisory Mechanism (SSM) will maintain its intrusive stance to
accomplish this. Progress is slower for long-term arrears due to a significant proportion of
the long-term arrears cases moving through various stages of the legal process.

e Although the share of non-bank entities in the overall PDH mortgage market is just 5 per
cent, their share of greater than 720 days past due cohort is considerably higher at 26 per
cent.

e Within non-banks, the regulated Retail Credit Firms (RCFs) account for 26,878 mortgage
accounts or 3.6 per cent of PDH mortgages outstanding. Arrears levels for RCFs are
significantly higher than for banks with 31 per cent of accounts in arrears over 90 days and
19 per cent in arrears over 720 days. The highest level of arrears, however, applies to loans
held by unregulated loan owners, which account for 1.4 per cent of the mortgage market.
Within this category, 51 per cent of accounts are in arrears over 90 days, with 38 per cent in
arrears over 720 days.

e The range of solutions offered by banks and non-banks is broadly similar. Banks and non-
banks potentially offer a range of sustainable solutions including split mortgages, term
extensions, arrears capitalisations, and reduced payment options.

e However, the prevalence of solutions differs across banks and non-banks. In relation to
banks, restructures are primarily composed of arrears capitalisations (29 per cent), split
mortgages (23 per cent), and term extensions (14 per cent). For non-banks, 53 per cent of
restructures are arrears capitalisation, with reduced payment options accounting for a
further 14 per cent. However, within the two categories of non-banks, there are also
differences in the restructure solutions agreed. The main solution offered by RCFs is arrears
capitalisation, which accounts for 59 per cent of all restructure arrangements. For
unregulated loan owners, arrears capitalisation and reduced repayment options both

account for around one third of solutions agreed.

10|Page



Report on Mortgage Arrears

e In terms of the restructured accounts held by banks, 88.8 per cent are meeting the terms of
the new arrangement. Approximately 74.1 per cent of restructured accounts held by non-
banks are meeting their new terms. The figures for RCFs and unregulated loan owners are
72.9 per cent and 77.9 per cent respectively.

e An important reason for the disparity between banks and non-banks is that the non-banks
either originally offered higher-risk mortgages or in many cases purchased non-performing
portfolios from banks exiting the market. These differences in the underlying characteristics
of the loans correlate with differences in the extent of arrears and the types of restructuring
solutions offered, while variation in business models across the different types of lending
institution may also be a factor in determining resolution strategies.

e The Central Bank plans to examine further the progress that non-bank lenders are making,
particularly with those in longer-term arrears, to ensure the lenders are prioritising the

implementation of appropriate solutions.

Risks / Issues

e There are a number of risks and related issues associated with mortgage arrears. These are
described in Section 5 of this report.

e The high numbers of restructured mortgages meeting terms are evidence of the willingness
and ability of both borrowers and lending institutions to enter into arrangements that
address mortgage arrears. However, these also represent a sizeable cohort of borrowers
that will remain vulnerable in the long term to economic shocks and interest rate rises.
Furthermore, they will in many circumstances have extended their repayment obligations
for longer, with a resultant impact on the total cost of credit.

e Relative to many other European jurisdictions, including those with lower levels of non-
performing loans, the legal process through which lenders effect security is substantially
longer in Ireland.

e The Central Bank also notes the low utilisation of personal insolvency for borrowers, and
encourages exploring additional ways to increase usage of this option where it is appropriate

for the specific circumstances of individual borrowers.
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e The time taken to go through the court process for residential property repossessions will
mean that there will continue to be a cohort of borrowers that remain in arrears, with
limited restructuring activity taking place.

e  While there is clear momentum behind the reduction in PDH mortgage arrears, the overall
level of arrears remains high, and reduction to a more normalised level will take time. As a
consequence, there will continue to be economic and social effects, as well as risks from
both consumer protection and prudential supervision perspectives. The sustainable
resolution of mortgage arrears will therefore remain a Central Bank priority for the
foreseeable future.

e Regarding the significant vulnerabilities that remain from a prudential perspective, these
include a significant proportion of arrears cases that are more than two years past due.
Longer-term issues include the durability of restructures in a low interest rate environment
that will eventually normalise; the ability of borrowers to sustain payments in long-duration
restructures (e.g., into retirement); the transparency of the provisioning policies of banks;
and market perceptions of the risk profiles of Irish banks.

e The Consumer Protection (Regulation of Credit Servicing Firms) Act 2015 has brought the
activity of ‘Credit Servicing’ (as defined in that Act) within the regulatory remit of the Central
Bank. This means that, where a loan is held by a bank or RCF, it is the loan owner which is
regulated by the Central Bank. In the case of a loan held by an unregulated loan owner, the
‘credit servicing’ carried out by the credit servicing firm appointed by the loan owner is
similarly regulated. While the credit servicing firms are subject to Central Bank authorisation
requirements, including fitness and probity requirements, and the supervision and
enforcement powers of the Central Bank, the unregulated loan owners are outside the

scope of these requirements and powers.
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Box 1 - Institutions Holding PDH Mortgages in Ireland

Banks

Banks are regulated financial institutions that receive deposits (and other repayable funds) and grant credit. Banks holding Irish
PDH mortgages are either credit institutions authorised under Irish legislation to carry on banking business in the State or are
authorised in other Member States of the European Economic Area (EEA) to carry on business in the State without receiving
further authorisation from the Central Bank.®

Banks are required to comply with an array of prudential and consumer protection requirements including for example the Capital
Requirements Directive IV (CRD IV), the Capital Requirements Regulation (CRR) and the CCMA. Depending on the type of
institution, prudential supervision is either conducted directly by the Central Bank or for the larger institutions operating in
Ireland, via joint teams led by the European Central Bank (ECB) and consisting of supervisors from both ECB and Central Bank as
part of the Single Supervisory Mechanism (ssm).”

Retail Credit Firms

Retail credit firms are non-deposit taking firms and, while regulated by the Central Bank, these are not subject to the prudential
requirements applied to banks. However, RCFs are subject to the same consumer protection standards and requirements as
banks. These include the CCMA and other consumer credit legislation. Some RCFs are no longer providing new mortgages and are
working down their loan books. Others have acquired loan books from banks.

Unregulated Loan Owners

The third category of mortgage owners includes entities which are not regulated lenders (unregulated loan owners) which
acquired PDH mortgages from banks, building societies and Irish Bank Resolution Corporation (IBRC). These loan owners are
largely based outside of Ireland. By virtue of the Consumer Protection (Regulation of Credit Servicing Firms) Act 2015, an
unregulated loan owner must appoint a regulated lender or a ‘credit servicing firm’ authorised by the Central Bank to service the
loan.

Table 1 — Summary of Institutions Holding PDH Mortgage Loans — Q2 2016

Bank Non-Bank Entities
anks Retail Credit Firms Unregulated Loan Owners
PDH Mortgage 703,771/ 26,878 / 10,185/
Accounts / Market 95% 3.6% 1.4%
Share
Description Comprised of the Comprised of RCFs which Includes loan owners which
active retail banks as provide mortgages, RCFs have purchased loans
well as authorised which previously provided originated by banks and retail
credit institutions no mortgages and which are credit firms. Loan owners are
longer active in the still authorised to provide not regulated by the Central
Irish market. credit as RCFs, a former Bank.
bank that has surrendered
its banking licence and
which is now authorised as
an RCF and firms which
acquired mortgages from

® pursuant to the terms of the EU Directive, 2013/36/EU relating to the taking up and pursuit of the business of credit
institutions.
7 See Annex 1 for further information on the SSM.
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banks.

Central Bank
consumer protection
requirements such as
Consumer Protection
Code (CPC) and

Yes

Yes

Applicable to the firm
appointed by the loan owner
to service the loan. This
servicing firm may be a
regulated lender (i.e. bank or

http://registers.centralbank.ie/DownloadsPage.aspx

CCMA RCF) or a ‘credit servicing
firm” authorised by the
Central Bank.

Link For further details on the relevant institutions see

1. Introduction
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In keeping with its mission of “Safeguarding Stability, Protecting Consumers”, the Central Bank has
prioritised the resolution of the high volume of mortgage arrears that developed in the wake of the
crisis. Non-performing loans (including mortgage arrears) are a significant cause for concern for
supervisory authorities due to the implications these can have for financial institutions and the wider
economy. These include reduced financial buffers for banks, increased risk profile of banks,
constrained lending to the real economy, the impact on borrowers and related consumer protection

issues.

The Central Bank’s work has involved an extensive and intrusive regulatory approach both in terms
of the requirements imposed on the firms regulated by the Central Bank and ensuring compliance
with those requirements. Throughout this work, the Central Bank has adopted a holistic approach

that is based on its various statutory objectives, founded on the following key principles:

A. A consistent framework of protections for the consumer regardless of the regulated entity with
which they are dealing (be that a bank, retail credit firm or credit servicing firm), with additional
protections for borrowers in arrears on mortgages secured on their principal residence in the

State.

B. Ensuring banks are sufficiently capitalised and hold appropriately conservative provisions, to

enable institutions to resolve non-performing loans.

C. Clear obligations on all the firms regulated by the Central Bank, regardless of their category of
regulation, to have appropriate resolution strategies and operations. This includes the
requirements that arrangements be sustainable and based on a full assessment of the individual

circumstances of the borrower and that repossession be used only as a last resort.

This report covers banks and non-banks, the latter are sub-divided between regulated entities (retail
credit firms) and unregulated loan owners. A brief description of each type of institution and

summary information is provided in Box 1 and Table 1 (above).

The remainder of this report is organised as follows: Section 2 discusses the Central Bank’s
regulatory framework and outlines some of the key actions taken in recent years in relation to the
resolution of mortgage arrears; Section 3 provides an overview of PDH mortgage arrears trends,
relevant restructuring and loss of ownership activity; Section 4 focuses on the activities of retail
credit firms and unregulated loan owners; while Section 5 outlines some risks and issues regarding

mortgage arrears.
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2. Overview of Regulatory Framework and Actions for the Resolution of Mortgage
Arrears

The Central Bank’s work is aligned with its consumer protection, prudential, and financial stability
mandates. A summary of key consumer and prudential actions is contained in Table 2 below and
Annex 1. The Central Bank has worked cohesively throughout this period, and applied the lessons

learned from its own experience and advice from partners in the programme of external support.

The initial focus was to put in place a consumer protection framework in 2009. The CCMA provided
specific protections for borrowers in arrears where the mortgage was secured on their primary
residence in the State. The original CCMA also specifically restricted regulated entities from
commencing legal proceedings for repossession until at least 6 months from the date when arrears
first arose (extended to 12 months in 2010), except in cases where the borrower was not co-

operating.

This was followed by the Financial Measures Programme aimed at ensuring that Irish banks were
adequately capitalised in the wake of the financial crisis and appropriately provisioned. The actions

from this programme concluding in Q1 2011 resulted in a total recapitalisation requirement of €24

Table 2 - Summary of Actions Taken

Date Description
2009 CCMA
2010-11 Financial Measures Programme
2011-2012 Distressed Credit Operations Review (DCOR), Mortgage Arrears Resolutions Strategies
(MARS)

Developing and applying best practice to establish operational processes, and
improvements in early arrears interventions

2013 MART / Publication of Internal Guidelines on Sustainable Mortgage Arrears Solutions
(Sustainability Guidelines)

Revised CCMA including strengthening the protections in place for borrowers

Balance Sheet Assessment (BSA)

2013-2014 MART Audits, CCMA themed inspections, Comprehensive Assessment

2015-2016 Onsite credit inspections, provisioning reviews, SSM High Level Group (HLG) on NPLs

billion for the going-concern banks (AIB, EBS, Bol, PTSB).

A range of increasingly-intrusive measures was implemented by the Central Bank between 2011 and
2013 in order to require regulated lenders to place a strategic focus on the resolution of mortgage

arrears and mobilise adequate resources in support of those strategies. These measures included
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requiring regulated lenders to prepare and submit board-approved Mortgage Arrears Resolutions
Strategies (MARS) to ensure the fair treatment of borrowers, supported by detailed implementation
plans to deal with their arrears cases and the completion of a review of the CCMA which introduced
the MARP process. The Central Bank challenged regulated lenders on their MARS plans and required

them to remediate shortcomings identified during their MARS assessments.

In 2012, recognising that the banks’ operations for dealing with customers in arrears needed to be
improved significantly, the Central Bank engaged Blackrock Advisory Solutions to undertake an
independent Distressed Credit Operations Review (DCOR) of the operational capacity of banks to

deal with the level and nature of arrears on their books.®

The Central Bank undertook this work on foot of concerns that regulated lenders’ strategies and
operational capabilities to support mortgage arrears resolution were not appropriate. Strategies
tended to be aspirational and featured a range of shortcomings, including an insufficient set of
workout solutions to resolve arrears cases sustainably and an over-reliance on short term

III

forbearance strategies. There was also a “one size fits all” approach that was both ineffective and
inconsistent with the requirement of the CCMA that lenders seek to resolve arrears cases and

consider each arrears case based on its individual circumstances.

2.1 Ensuring the Framework is Appropriate

While significant progress had been made through these Central Bank interventions, the aggregate
level of mortgage arrears continued to increase. By early 2013, the Central Bank remained
dissatisfied with the quality of response by regulated lenders. This resulted in the imposition of the
MART framework and a revised (more prescriptive) CCMA. Through MART, the Central Bank
imposed quarterly quantitative targets on the six main mortgage lenders (accounting for
approximately 90 per cent of the Irish mortgage market) with respect to their Republic of Ireland
principal dwelling home/primary residence (PDH) and buy-to-let (BTL) mortgage portfolios. The
targets centred on resolving accounts in arrears greater than 90 days and comprised the following

components:

8 DCOR also examined banks’ operational capacity to resolve SME distressed loans. Further information on DCOR can be
found in Annex 1.
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» Proposing sustainable solutions to borrowers;
» Concluding those sustainable solutions;

» Subsequent performance rates on the concluded solutions.

The Central Bank also published its Internal Guidelines on Sustainable Mortgage Arrears Solutions
(Sustainability Guidelines) which are used by supervisors to assess restructuring solutions. The
Central Bank also introduced enhanced supervisory reporting requirements to monitor and
challenge progress by banks in implementing sustainable solutions. On-site credit inspections by the

Central Bank examined samples of these sustainable solutions during the MART programme.

The 2013 review of the CCMA clarified when a borrower can be considered ‘not co-operating’ and
the serious impact of being so classified. Lenders are now required to have a board-approved
communications policy, provide borrowers with the Standard Financial Statement (SFS) template

and offer assistance to borrowers to complete it.

Crucially, the restriction on lenders commencing legal proceedings was refined. At the end of the
MARP process, lenders are required to provide the borrower with alternative options in the event
that an ARA could not be agreed or was not appropriate. These options must be outlined in written
communication to the borrower and may include voluntary surrender or an arrangement under the
Personal Insolvency Act before legal action can commence (Box 2). Legal proceedings can only
commence after three months from the issuance of written communication or eight months from
the date the arrears arose, whichever date is later. Following the reforms of the CCMA, the Central
Bank undertook an extensive programme of supervisory work to confirm whether regulated entities
were demonstrating compliance with the measures introduced for the resolution of mortgage

arrears (Table 3).
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Box 2 - MARP: A Fair and Consistent Process for Consumers

The MARP applies to banks, retail credit firms and credit servicing firms and sets out the steps which regulated entities
must adhere to when dealing with borrowers in arrears or pre-arrears, as follows:

Step 1: Communicate with borrower;

Step 2: Gather financial information;

Step 3: Assess the borrower’s circumstances; and

Step 4: Propose a resolution.

All cases must be handled sympathetically and positively by regulated entities, with the objective at all times of assisting
the borrower to meet his/her mortgage obligations. A regulated entity must examine each case on its individual merits
and it must base its assessment on the full circumstances of the borrower, including:

e  personal circumstances;

e overall indebtedness;

e the information provided in the standard financial statement;

e current repayment capacity; and

e  previous repayment history.

The CCMA also has specific provisions covering:

e Alternative Repayment Arrangements offered: The CCMA obliges firms to explore all of the options for
alternative repayment arrangements (ARA) offered by that regulated entity under step 4 of the MARP (rather
than requiring lenders to offer and apply a particular set of options). This is consistent with the CCMA
requirements that a lender must examine each case on its individual merits and base its assessment on the
full circumstances of the particular borrower.

e Commencement of Legal Proceedings: A regulated entity may only commence legal proceedings for
repossession where the firm has made every reasonable effort under the CCMA to agree an alternative
repayment arrangement with the borrower or his/her nominated representative, and the specific timeframes
set out in the CCMA have been adhered to or the borrower has been classified as not co-operating.

e  Right of Appeal: A regulated entity must have an appeals process to enable a borrower to appeal in relation
to a decision of the lender to offer an ARA (and the borrower is not willing to enter into the ARA), decline to
offer an ARA, as well as an appeal of decision by the lender to classify a borrower as not co-operating.

e Appeals Board: Regulated entities must establish an Appeals Board to consider and determine any such
appeals submitted by borrowers.

e  Complaints: If a borrower is unhappy with the service they have received, they are entitled to make a
complaint by writing directly to the regulated entity concerned. If they remain dissatisfied with the outcome
of that complaint, they can bring the issue to the Financial Services Ombudsman.

A Central Bank report published in May 2016 provided an overview of participants’ experience of the operation of the
CCMA and showed that:
e  Of those borrowers included in the study who completed the MARP with the reporting institutions, the
percentage who were offered an ARA has ranged between 89 per cent in H1-2014 and 87 per cent in H2-2015.
e  From H1-2014 to H2-2015, between 91 per cent and 94 per cent of ARAs offered by the lenders were
accepted by the borrower.’
e The proportion of appeals made by borrowers included in the study against an offer of an ARA, or a lender’s
decision not to offer an ARA, which were upheld or partially upheld in favour of the borrower ranged between
33 per cent in H1-2014 and 23per cent in H2-2015.%
e The proportion of appeals against being classified as not co-operating that was upheld/partially upheld in
favour of the borrower ranged between 31 per cent in H1-2014 and 39 per cent in H2-2015.

Table 3 - Central Bank Monitoring of Regulated Entities Compliance with CCMA Requirements

2013 and 2014: MART | The Central Bank committed to periodically auditing banks’ performance against the
Audits MART targets, assessing whether the proposed and concluded solutions were
sustainable solutions (taking account of the Sustainability Guidelines and other key

® This excludes those cases where the borrower had yet to decide on the offer of an ARA within the reporting period.
% This excludes those appeals that were yet to be considered and adjudicated on within the reporting period.
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documents). The audits also involved challenging banks on their progress, as well as
remediation of the findings. These audits have been both intensive and intrusive.

Banks reported that they satisfied all the target requirements to end-2014. While the
majority of borrowers engaged and achieved sustainable restructure arrangements,
about one third of concluded PDH solutions reported were linked to potential “loss of
ownership” outcomes (including voluntary sale / surrender / repossession). Over this
period (2013 to 2014) there was a sizeable increase in legal action being taken by the
banks, particularly where borrowers were deemed to be not cooperating. However, it is
worth noting that in the years preceding the introduction of the targets, repossessions
were effectively prohibited due to the Dunne lacuna, and legislation to address the gap
was passed by the Government in mid-2013. See Section 3.4 for more information.

2013: Revised CCMA | Upon issuing the revised CCMA in 2013, the Central Bank required all mortgage lenders
Implementation  themed | to submit monthly reports to the Central Bank detailing their progress towards
review implementation. On-site assessments of implementation were carried out in several
mortgage lenders. The boards of directors of all lenders were required to sign-off that all
of the provisions of the revised CCMA had been fully implemented and tested and that
staff training had been completed. The Central Bank also required the Internal Audit
Functions of mortgage lenders to include compliance with the revised CCMA in their
2014 audit plans.

May 2015: CCMA Themed | The Central Bank’s most recent CCMA themed inspection, focused on:
Inspection Resolution of Arrears in a Timely Manner;

Transparency;

Fair Process; and

Process Improvement and Controls.

Y VYV

The inspection found that, overall, lenders have implemented frameworks as required by
the CCMA and a number of good lender practices were identified that went beyond the
minimum regulatory requirements to assist distressed borrowers. It was also evident
that lenders engaged with borrowers and attempted to resolve arrears, even when
borrowers had been classified as not co-operating by the lender and when legal
proceedings had commenced.

However, the Central Bank identified weaknesses of varying degrees in some lenders’
policies, procedures, systems and controls which it followed up with the lenders
concerned.

Reflecting the importance of correct prudential classification and provisioning of arrears, the Central
Bank also conducted an intensive Balance Sheet Assessment (BSA) in 2013. The outcome was that
banks amended their classification of certain loans and increased the level of provisions held against
these loans. Prior to transitioning to the SSM, the Central Bank completed the ECB Comprehensive
Assessment in 2014 which included an Asset Quality Review (AQR) and a stress test. More recently,
a further impairment provisioning review was undertaken in 2015. The prudential focus on mortgage
arrears has continued to be a priority within the SSM, through the work of the Non-Performing
Loans (NPLs) High Level Group and dedicated on-site credit and related inspections. Chaired by
Deputy Governor Sharon Donnery, the Group’s mandate is to deliver a consistent approach to the

supervision of banks with high levels of NPLs.""

" https://www.bankingsupervision.europa.eu/press/pr/date/2016/html|/sr160912.en.html
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2.2 Development of Legislative Framework

During the same period (2011 to 2013), the Central Bank also contributed to the enhancement of
the wider legislative framework applicable in this area. This included the development of the
personal insolvency legislation and the introduction in 2015 of the Consumer Protection (Regulation
of Credit Servicing Firms) Act (the ‘Credit Servicing Act’). The Credit Servicing Act was introduced in
order to address an emerging concern that, where loans were sold by regulated lenders to
unregulated third parties, those third parties were not required to b