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Abbreviations

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

Approved Housing Body

Alliedlrish Banks

Alternative Repayment Arrangement
Arrears Support Unit

Bank of Ireland

Balance Sheet Assessment
Buyto-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
DaysPastDue

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-PerformingLoan

Primary Dwelling Home

Personal Insolvency Arrangement
Permanent TSB

Retail Credit Firm

Standard Financial Statement

Single Supervisory Mechanism
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Response to Request

In June 2016, the Ministéor Finance requested the Governor of the Central Bank to provide him with

a report detailing themortgage restructuring activity within banks and ndranks, the range of

solutions offered by nofbanks, assessing thenge of solutions that may affetiorroveNBE Q O LI OA G
to remain in their primary residences, and whether these are addressing the requirements of over

indebted borrowers. Specifically, the Minister requested the following:

1. d&The earlyassessment of the Central Bank as to the range of availld&inable
restructure solutions offered by banks and nbank entities to facilitate those in
mortgage distress in the resolution of their mortgage arredrsere is little publically
available information on the solutions offered by nbank entities irparticular 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
AyaidArddzZianzya KFI@S SEKFdzaGSR it F@FAflofS 2

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

dealing withrepossession proceedings

In line with our mission of safeguarding stability and protecting consumiér§, t / SY G N> £ . F y1 Q
on mortgage arrears spans its consumer protection, prudential supervision, reawtcifal stability

roles.2 AGKAY GKS NBYAG 2F GKS /SyaNlrt . Fyl1Qad NBaLE
resolution is focused on ensuring the fair treatment of borrowers through a strong consumer
protection framework while ensuring banks are B8aiently capitalised, hold appropriately

conservative provisions, and hagppropriatearrears resolution strategies and operations.

A high level response tihe threeissuesequested by the Ministeis set out below with more detail

contained in theexecutivesummary and throughout the report.

1 This report was sent to the Minister for Finarm@26 October 2016The data containeth this reportis
based on end Q2 2016 information unless otherwise stated.
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1. There is a broadange of available restructures offered and deliveredbth bankand norbank
entities, depending on the individual circumstances of the borrower. However, the restructure
mix differs betweerbanks and no#banks Banksare typicallyimplementinga broad range of
solutions including arrears capitalisatiorsglit mortgages, term extensionblon-banks include
both regulated etail credit firms andunregulatedloan owners, whch have acquired mdgage
portfolios (seeBox 1. Non-banksare more reliant onarrears capitalisationsvhich account for
more than half of the restructures used to clear arredise differences in restructuring strategies
between banks and nehanks correlate with thelifferences 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 thelune2013 peak, considerable progress has been made in adilrg mortgage arrears,
primarily through the use of restructas rather than loss of ownershi@rimary Dwelling Home
(PDH mortgage arrears havdeclinedby 43 per centsince the end ofune2013 Over120,000
PDH residential mortgagdsave beenrestrudured in Ireland 88 per centof these loans are
meeting the terms of the restructuring agreememiotwithstanding 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 fordistressed borrowers to remain in the primary residendéie very sizeable level
of restructures that have taken place since 2010 demonstratwillingness to restructure

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

Furthermore, the Code of Conduct on Mortgage Arre&€NA provides a strong consumer
protection framework to ensure thaborrowers in financial difficulty are treated in a timely,
transparent, and fair manner by regulated entiti@&anksretail credit firms and credit servicing
firms servicing loans on behalf of unregulated loan owners argegilired © compy with the
CQ/A. Borrowers who engage can expect that their specific circumstance will be considered,

enhancing their chances of remaining in their homes.

The CCMA includes requirementhat arrangements be sustainabland based on a full
assessment of the individualrcumstances 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 Resolutiomdtess(MARB. Analysis conducted by the Central Batilows
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that meaningful engagement between banks and borrowers is key to the successful restructuring

of distressed mortgages.

The MARP process a fourstep processhat regulated entitiesmust follow and must consider

the most suitable arrangement from the saiiof options they offer. Eadegulated entitymust
O2yaARSNI KS 02 NNER g SN A radgd dfsttbitionsi?offersAwhichingyS 02 y i !
differ from firm to firm. The CCMA does not prescribe the solution which must be offeamdd

this remainsa commercial decision for the lend@utside of a Cart process such as insolvency).

In addition, the Central Bank has published guidafme supervisorson what constitutes

sustainable mortgage arrears solutiohst the end of the MARRegulatedentities are required

to provide a threemonth notice period to allow coperating borrowers time to consider their

options, such as voluntary surrender or an arrangement under the Personal Insolvency Act, before

legal action can commence.

Regarding potetial court proceedingsinder the CCMAa regulated entity may only commence
legal proceedings for repossession d?@Hwhere it has made every reasonable effort to agree

an alternative repayment arrangeme(RA with the borrower and other clear requireents 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 magule in the borrower losing their home

(whether by voluntary sale or repossession).

3. Insome circumstancefhowever,loss of ownershipmay be unavoidabledpproximately66 per
cent of the PDHs repossessed to date are attributable to the property beiolgntarily
surrendered or abandoned, with the remainder due to court orders. The retail banks y#metrt
of the legal cases in progreg9 per cent of proceedings were initiated due to the borrower being
deemednon-cooperating and87 per cent are in arrears over 720 days with an average arrears

balance obvere B,0003

During the legal processborrowers haveopportunities to reengagewith lendersto find a
solution and Central Bank aggregate data show,tbataverage19 per centof legal cases that

have concludel are due to terms and conditions being renegotiate/hile repossession

2 https://www.centralbank.ie/requlation/industrysectors/creditinstitutions/Documents/Internal%20Guideline%20
%20Sustainable%20Mortgage%20Arrears%20Solutions. pdf
3 This information is only available for the retail bank
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proceedings should only be initiated following tH&ARR the ability to undertake secured lending
is ultimately dependent on thé y & (i A iigititohr@alse the security if needednd to price
accordingly This is a cornerstone of secured lending,dnydextension, an effectively functioning

mortgage market.

Overall there isstrong evidence that banks and ndwanks are looking to exhaust availablgtions

before moving into the legal process.
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Executive Summary

1 The Central Bank has taken a range of actions to achieve these outasmgkned inSection
2 and Annex 1 of this report. These include

a. the developmentandoversight ofthe implementationof the CCMA and various
codes

b. an array of prudential measures including the imposition of targetensure
banks are investing in operations and facilitating engagement with borrowers to
devise sustainable restructures forortgage arrears casgand

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

1 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 protectiboraiwers
that placesspecificobligationson all regulatedentities. Thisrequiresmortgagelendersand
credit servicingfirms regulatedby the CentralBankto haveapproprate resolutionstrategies
and operationsin place aimed at examiningthe suitability of all alternative repayment
arrangementsoffered by the lender (or unregulatedloan owner in the caseof a credit
servicingfirm), beforetakingactionthat mightleadto the borrowerlosingtheir home.In line
with this framework, vinere feasible, sustainable restructures are being found for borrowers
who engage with their lender®r credit servicing firm)

1 Where loanshave been transferred or sold to unregulatedentities, the CentralBankhas
worked with the Department of Financeto develop legislationto ensure that affected
borrowersretainthe samelevelof consumerprotectionasthey hadprior to the sale. Onfoot
of thislegislationthe Central Bankhasdesignedand publisheda specificset of standardsand
requirementsfor a new categoryof regulatedfirm (acredit servicingfirm). TheCentralBank
is currently assessingapplicant credit servicing firms against these standards and
requirements before making an authorisation decision* Firms awaiting authorisation
decisionsaresubjectto allapplicableconsumeiprotectionrequirementsjncludingthe CCMA.

1 The Central Bank considers the range of restructures offered by banks to be broadly
appropriate in balancing consumer protection imperativasd maintaining a mortgage
market for all borrowersandafunctioning banking system. As noted above, there has been

very significant progress in reducing the level of mortgage arrears, primarily through the use

4 As the legislation is relatively recent, credit seéngdirms 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 currentlesensiveas forthe banks
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T

of these restructures. The Central Bank does have some concerns that there is a risk of slowing
momentumin arrearsresolutionby the banks. Consequently, it remains a supervisory priority
to continue to drive down mortgage arrears across fystem. Where there are baskecific
issues, these are being addressed through consumer protection or through relevant SSM
supervisory divities.

The Central Bank continues to engage wgtledit servicing ifms, includingthrough the
authorisation processOnce the authorisation process has been completadagemenwill
continue to ensure that consumer protection requirements are imethese firms

At the height of the systemic banking crisis, there was an implicit recognition of the potential
adverse dynamics between mortgage arrears, repossessionsthancesidential property
market Since that time, athe financial sstem and theeconomyhave recovered, appropriate
actions by theCentralBank, as well as legislative reforrhaveprovided the foundations for
continued arrears reductiorfhisobjectivealsorequires a rangef supports provided through

the socialwelfare systemand civic society, includingdvice for homeowners in financial

difficulty andadvice on insolvency

Recent Trends

T

An effective CCMA processnhancement ob | Y §trat€pjies and operational capability for
addressing mortgage arrearand improved economidevelopmentshave meantmortgage
arrears contine to decline Detaik on trends by banks and nemanks are contained in
Sections3 and 4of this report.

PDH mortgage accounts in arrears over 90 days past duedemveasedn 11 consecutive
guarters, rgoresenting at2per cent reduction (equivalent tapproximately4d1,000 accounts)
since the peak in late 2013. Progress is well established and clearly moving in the right
direction.

Goinciding with the introduction ofhe Mortgage Arrears Resolution TargdlIART) in 2013
there has been a noticeable change in thix ofrestructures agreed with a shift away from
interestonly type arrangements to more sustainable solutiofkis is consistent with the
a ! w ¢okiectives to move away from the peated useof shortterm forbearance. Over
120,000 PDH accounts are classified as restructured, 8&ier cent classified as meeting

the termsof the arrangementthe highest level since the start of recording this data.

SKey reference sites&r (G KS &Y $ S LIA Yy IvhichasgeiiidedsbyriBedMorieyi Ad\BcE and Budgeting Services
(MABS) and the Citizens Information Board (CIB); and thevémmy Service of Ireland sifehe new Abhaile Mortgage
Arrears Rsolution Service will provide at no charge a range of supports for insolvent households at risk of losing their

homes.

9| Page



Report on Mortgage Arrears

9 Banks account for 95 per cent of the PDHrtgage market. Approximately@er cent, or just
under 44000 accounts are greater than 90 days past due. Within the bank cat&jéper
cent orapproximately26,000 of the accounts are over 720 days past due.

9 For banks, progress on easliage arrearss adequate but the pace needs to be maintained
For example, approximately 20 per cearftaccountsmore than 90 days past due are not
restructured, do not have a proposed restructure and are not in the legal procéssCentral
Bank/Single Supervisorylechanism(SSM will maintain its intrusive stance to accomplish
this. Progress is slower for lotgrm arrears due ta significant proportiorof the longterm
arrears cases moving through various stages of the legal process.

9 Althoughthe share ofnon-bank entties in he overall PDH mortgage market is just 5 per cent,
their share of greater than 720 days pasediohort is considerably highat 26 per cent.

1 Within nonbanks, the regulated?etail Qedit Hrms (RCFp account for 26,878 mortgage
accounts o 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 lelvatrears, however, applies toans held
by unregulated banowners 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.

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

1 However, the prevalence of solutions differs across banks anédaaoks.In relation to banks
restructures are primarily composed of arrears capitalisati@3sper cent), split mortgages
(23 per cent), and term extensions (14 per cent). For-banks 53 per cent of restructures
are arrears capitalisatigmvith reduced payment options accounting for a furtidrper cent.
However, within the two categories of ndranks, there are also differences in the restructure
solutions agreed. Thmainsolution ofered by RCFs is arrears capitalisatishich accounts
for 59 per centof all restructure arrangements. Famregulated loan owners arrears
capitalisation and reduced repayment options both account for aroundtbine of solutions
agreed.

1 In termsof the restructured accountéeld by banks888 per centare meeting the terms of
the new arrangement. Approximatelf4.1 per cent of restructured accounts held by ron
banks are meeting their new terms. The figures for RCFuarefulatedloan ownersare

72.9per cent and 77.@er cent respectively.
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T

An importantreason for the disparity between banks and Aoanksis that the nonbanks
either originally offered higherisk mortgage®r in many cases purchased nparforming
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 differgmtes of lending
institution may also be a factor in determining resolution strategies

The Central Bank plao examine further the progress that ndrank lenders are making,
particularly with those in longeterm arrears, to ensure the lenderare priortising the

implementation of appropriate solutions

Risks / Issues

Thereare a number of risksand related issuesassociatedvith mortgagearrears.Theseare
describedn Section5 of thisreport.

Thehigh numbersof restructuredmortgagesmeeting terms are evidenceof the willingness
andability of both borrowersandlendinginstitutionsto enterinto arrangementghat address
mortgagearrears.However,these also representa sizeablecohort of borrowers that will
remain vulnerablein the longterm to economicshocksandinterestrate rises.Furthermore,
theywill in manycircumstance$fiaveextendedtheir repaymentobligationsfor longer,with a
resultantimpacton the total costof credit.

Relative to many other European jurisdictions, including those with lower levels of non
performing loans, the legal process through which lenders effecurityis substantially
longer in Ireland

The @ntral Bank also notes the lowutilisation of persoal insolvency for borrowers, and
encourages exploring additional ways to increase usage of this option where it is apfgopri
for the specific circumstances individual borrowers

Thetime takento go through the court processfor residentialproperty repossessionsvill
meanthat there will continueto be a cohortof borrowersthat remainin arrears,with limited
restructuringactivity takingplace

While there is clear momentum behind the reductionin PDHmortgagearrears,the overall
level of arrearsremainshigh, and reductionto a more normalisedlevelwill take time. Asa

consequencethere will continueto be economicandsocialeffects aswell asrisksfrom both
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consumerprotection and prudential supervisionperspectivesThesustainableresolution of
mortgagearrearswill therefore remaina CentralBankpriority for the foreseeablguture.

1 Regarding thesignificant vulnerabilitiegshat remain from a prudential perspectiyéhese
include a significant proportion of arrears cases that arere than two years past due.
Longerterm issuednclude thedurability of restructures in a low interest rate environment
that will eventually nomalise; theability of borrowersto sustainpayments in longduration
restructures (e.g., ito retirement);thetransparercy of the provisioning policies of banlsid
market perceptions of theisk profiles of Irish banks

1 The Consumer Protection (Regulation of Credit Servicing Firms) Act 2015 has brought the
I Ol A Aeditd®S NIFA OA Yy 3 Q 6 | &) wikhid thé r¢ggBlaoryirgmit of faé Centrial O
Bank. This means thawhere a loanis held by a bank or RCiE is the loan owner with is
regulated by the Central Bankn the case of a loan held by an unregulated loan owiter
WONB RA G a SinidvyOtheycidit sebiciNg\Nfkrnéppointed by the loan owneis
similarlyregulated While the credit servicing firms are subject to Central Bank authorisation
requirements, including fitness and probity requirements, and the supervision and
enforcementpowers 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. BankkisbIBiDg
mortgages are either credit institutions authorised under ltegislation to carry on banking business in the Statarerauthorised
in other Member States of the European Economic AreRA(to carry on business in the State without receiving furtk
authorisation from the Central Bargk.

Banks are required to comply with an array of prudential and consumer protectguirements including for example the Capi
Requirements Directive ICRD 1Y, the Capital Requirements Regulati@RfR and the CCMA. Depending on the type of institutic
prudential supervision is either conducted directly by the Central Bank ohéolarger institutions operating in Ireland, via joi
teams led by the European Central BaBKCB and consisting of supervisors from both ECB and Centrald&apért of the Single
Supervisory Mechanisng6MN).”

Retail Credit Firms

Retailcredit firms are nordeposit taking firms andwhile regulated by the Central Bank, thesee not subject to the prudential
requirementsapplied to banks. However, RGie subject to the same consumer protection standards and requirements as b
These include the@MA and otkr consumer credit legislatiosome RCFs are no longer providing new mortgages and are wc
down their loan books. Others have acquired loan books from banks.

Unregulated Loan Owners

The third category of mortgage owners includes entitidsich are not regulated lender@inregulatedloanowners) which acquirec
PDH mortgages from banks, building societies and Irish Bank Resolution CorpdBRi@nThese loan owners are largely bas
outside of IrelandBy virtue of the Consumer ProteatigRegulation of Credit Servicing Firms) Act 2015, an unregulated loan ¢
Ydza i FLIRAYG F NB3IdzZ F SR f SYRSNI 2NJ I WONBRAG &ASNIBAOAY3

Table 1¢ Summaryof Institutions Holding PDH Mortgage LoansQ2 2016

Banks Non-Bank Entities
Retail Credit Firms UnregulatedLoan 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 loan
well as authorised which previously provided | originated bybanks andetail
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 autbrised as
an RCF and firms which
acquired mortgages from
banks
Central Bank Yes Yes Applicable to the firm
consumer protection appointed by the loan owner
requirementssuch as to service the loan. This
Consumer Protection servicing firm may be a
Code(CPCand regulated lender (i.e. bank or
CCMA w/ C0 2NJ I WON
FANNQ | dzi K2 NX
Central Bank.
Link For further details on the relevant institutions see
http://reqgisters.centralbank.ie/DownloadsPage.aspx

6 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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1. Introduction

In keepingwith its missionof dSafeguarihg Stability, Protecing Consumers, the CentralBankhas
prioritised the resolutionof the high volumeof mortgagearrearsthat developedin the wake of the
crisis Nonperforming loans (including mortgage arrears) are a significantcausefor concernfor
supervisonauthoritiesdueto the implicationsthesecanhavefor financialinstitutionsandthe wider
economy These include reduced financial buffers for banks, increasedrisk profile of banks,
constrainedendingto the real economy the impacton borrowersand related consumerprotection

issues.

TheCentral. I Yy Wofk&asinvolvedanextensiveandintrusiveregulatoryapproachboth in termsof
the requirementsimposedon the firms regulatedby the CentralBankand ensuringcompliancewith
thoserequirements.Throughoutthis work, the CentralBankhasadopteda holisticapproachthat is

basedon its variousstatutory objectives foundedon the followingkey principles:

A. Aconsistentframeworkof protectionsfor the consumerregardles®f the regulatedentity with
whichthey are dealing(bethat abank retail creditfirm or credit servicingfirm), with additional
protectionsfor borrowersin arrearson mortgagessecuredon their principalresidencein the

State.

B. Ensuringbanksare sufficiently capitalisedand hold appropriatelyconservativeprovisions to

enableinstitutionsto resolvenon-performingloans

C. Clearobligationson all the firms regulatedby the CentralBank regardlesf their categoryof
regulation, to have appropriate resolution strategies and operations. This includes the
requiremensthat arrangementde sustainableandbasedon afull assessmenf the individual

circumstance®f the borrower andthat repossessioibe usedonly asalastresort.

This report covers banks and nbanks the latter are subdivided between regulated entities (retail

credit firms) andunregulatedloanowners.Abrief descriptiorof eachtype of institution and summary

information is provided ilBox 1 andrable 1(above)

The remainder of this report is organised as followS OG A2y H RA&0dzaaSa GKS

framework and outlines some of tHeeyactions taken in recent yeans relation to the resolution of
mortgage arrears; Section 3 provides an overview of PDH mortgage arrears, trefelsant

restructuringand loss of ownershipctivity; Sectiord focuses on the activities oétail credit firms

and unregulatedloan owners while Section5 outlines some sks and issues regarding mortgage

arrears
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2. Overviewof RegulatoryFrameworkand Actionsfor the Resolutionof Mortgage
Arrears

¢CKS /SYunNI:f . FylQa ¢2 Nprotéction pridéniay &R fingngial stabillyi & 02y
mandates. A summary of keyonsumer and prudential actioris contained in Table 2 below and
Annex 1. The Céral Bank has worked coheslyehroughout this period, and applied the lessons

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

The initial bcuswasto putin 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 specificaltyicted 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 wasowd@ing.

This was followed byhe 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 recapitalisatiprdzéd NS Y Sy G 2 F ¢
billion for the goingconcern banks (AIB, EBS, Bol, PTSB).

Table2 - Summary of Actions Taken

Date Description
2009 CCMA
201011 Financial Measures Programme
2011-2012 Distressed Credit Operations RevidWCOR Mortgage ArreardResolutions Strategie
(MARS

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

2013 MART / Publication ofiiternal Guidelines on Sustainable Mortgage Arrears Soluti
(Sustainabiity Guidelineg

Revised CCMA includirgirengtheringthe protections in place for borrowers
Balance Sheet Assessm¢BEA

20132014 MART Audits, CCMA themed inspections, Comprehensive Assessment

20152016 Onsite credit inspections, provisioning rews, SSMHigh Level GroupgHLG on NPLs

Arangeof increasinglyintrusivemeasuresvasimplementedby the CentralBankbetween2011and
2013in order to require regulatedlendersto placea strategicfocuson the resolutionof mortgage
arrearsand mobilise adequateresourcesin support of those strategies.These measuresincluded
requiring regulatedlendersto prepare and submit board-approvedMortgage Arrears Resolutions
StrategiefMARS to ensurethe fair treatment of borrowers,supportedby detailedimplementation

plansto dealwith their arrearscasesandthe completionof a review of the CCMAwhichintroduced
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the MARPprocess TheCentralBankchallengedegulatedlenderson their MARS plansand required

them to remediateshortcomingsidentified duringtheir MARSassessments.

In 2012, recogrisingthat the 0 | Y dpar&ionsfor dealingwith customersin arrearsneededto be
improved significantly,the Central Bank engagedBlackrock Advisory Solutions to undertake an
independentDistressedCreditOpeiationsReview(DCORof the operationalcapacityof banksto deal

with the leveland nature of arrearson their books?®

The CentralBankundertook this work on foot of concernsthat regulatedlendersQstrategiesand
operational capabilitiesto support mortgage arrears resolution were not appropriate Strategies
tended to be aspirationaland featured a range of shortcomings,including an insufficient set of
workoutsolutionsto resolvearrearscasesustainablyandanoverrelianceon shortterm forbearance
strategiesTherewasalsoad 2 gi&fits| f approachthat wasboth ineffectiveandinconsistentwith
the requirementof the CCMAthat lendersseekto resolvearrearscasesand considereacharrears

casebasedon its individualcircumstances.

2.1 Ensuringthe Frameworkis Appropriate

While significant progress had been made through these Central Bank interventions, the aggregate
level of mortgage arrears continued to increase. Byye2013, the Central Bank remained dissatisfied
with the quality of response by regulated lenders. This resulted in the imposition of the MART
framework and a reiged (more prescriptive) CCMAhrough MART, the Central Bank imposed
guarterly quantitativetargets 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 bioylet (BTL) mortgage portfolios. The targetentred on

resolving accounts in arrears greater than 90 days and comprised the following components:

U Proposingustainablesolutionsto borrowers;
U Concludinghosesustainablesolutions;

U Subsequenperformancerateson the concludedsolutions.

The CentralBankalso publishedits Internal Guidelineson SustainableMortgage ArrearsSolutions
(Sustainability Guidelined which are used by supervisorsto assessrestructuring solutions. The

CentralBankalsointroducedenhancedsupervisoryreportingrequirementsto monitor andchallenge

85/ hw Ff&a2 SEIFYAYSR o6ly1aQ 2LISNI A2yt OF LI OAGE G2 NBazft g$
found in Annex 1.
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progressby banksin implementingsustainablesolutions.Onsite credit inspectionsby the Central

Bankexaminedsamplesof thesesustainablesolutionsduringthe MARTprogramme.

The2013reviewof the CCMAclarifiedwhenaborrower canbe considered¥ y @@ LJS NJaiidihg 3 Q

serious impact of being so classified. Lenders are now required to have a boardapproved
communicationgolicy,provideborrowerswith the StandardrinanciaStatement(SF$template and

offer assistanceto borrowersto completeit.

Crucially,the restriction on lenderscommencinglegal proceedingswas refined. At the end of the

MARPprocess|endersarerequiredto providethe borrowerwith alternativeoptionsin the eventthat

an ARAcould not be agreedor was not appropriate. Theseoptions must be outlined in written

communicationto the borrower and may includevoluntary surrenderor an arrangementunderthe

PersonallnsolvencyAct before legal action can commence (Box 2). Legal proceedingscan only
commenceafter three monthsfrom the issuancef written communicationor eight monthsfrom the

date the arrearsarose,whicheverdate is later. Followingthe reformsof the CCMAthe CentralBank
undertookan extensiveprogrammeof supervisorywork to confirmwhether regulatedentities were
demonstratingcompliancewith the measuresintroduced for the resolution of mortgage arrears
(Table3d).
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Box2 - MARP:A Fairand ConsistentProcessor Consumers

TheMARPappliesto banks,retail credit firms and credit servicingfirms and setsout the stepswhich regulatedentities
mustadhereto whendealingwith borrowersin arrearsor pre-arrears,asfollows:

Stepl: Communicatevith borrower;

Step2: Gatherfinancialinformation;

Step3: Assesshe 0 2 NN arGiNgscesand

Step4: Proposea resolution.

All casesmust be handledsympatheticallyand positivelyby regulatedentities, with the objectiveat all timesof assisting
the borrowerto meet his/lher mortgageobligations. A regulatedentity must examineeachcaseon its individualmerits
andit mustbaseits assessmenon the full circumstance®f the borrower, including:

persoral circumstancs;

overallindebtedness

the information providedin the standardfinancialstatement;

currentrepaymentcapacity;and

previousrepaymenthistory.

=) =) =) =) =

TheCCMAalso hasspecificprovisionscovering

1 Alternative RepaymentArrangementsoffered: The CCMAobligesfirms to explore all of the options for
alternativerepaymentarrangementgARA)offered by that regulatedentity under step 4 of the MARP(rather
than requiring lendersto offer and apply a particular set of options). Thisis consistentwith the CCMA
requirementsthat alendermustexamineeachcaseon its individualmerits and baseits assessmenon the full
circumstancesf the particularborrower.

1 Commencementof Legal Proceedings:A regulated entity may only commence legal proceedingsfor
repossessionwhere the firm has made every reasonableeffort under the CCMAto agree an alternative
repaymentarrangementwith the borrower or his/her nominatedrepresentative and the specifictimeframes
setout in the CCMAhavebeenadheredto or the borrower hasbeenclassifiedasnot co-operating.

1 Rightof Appeal:Aregulatedentity musthavean appealsprocessto enablea borrowerto appealin relationto
a decisionof the lenderto offer an ARA(andthe borrower is not willing to enter into the ARA)declineto offer
an ARAaswell asan appealof decisionby the lenderto classifya borrower asnot co-operating

1 AppealsBoard:Regulatecentitiesmustestablishan AppealsBoardto consideranddetermineanysuchappeals
submitted by borrowers.

1 Complaintsif aborrowerisunhappywith the servicethey havereceivedthey areentitled to makeacomplaint
by writing directly to the regulatedentity concerned.If they remain dissatisfiedwith the outcome of that
complaint,they canbringthe issueto the FinancialService©Ombudsman.

A CentralBankreport publishedin May 2016 provided an overviewof LJ: NIi A @ipedentddfih@ operation of the
CCMAand showedthat:

1 Of those borrowers included in the study who completed the MARPwith the reporting institutions, the
percentagewvho were offered an ARAhasrangedbetween89 per centin H1-2014and 87 per centin H2-2015.

I FromH21-2014to H2-2015,between91 per centand 94 per cent of ARAffered by the lenderswere accepted
by the borrower.?

1  Theproportion of appealsmade by borrowersincludedin the study againstan offer of an ARAorat Sy R
decisionnot to offer an ARAwhichwere upheldor partially upheldin favourof the borrowerrangedbetween
33percentin H1-2014and 23per centin H2-201510

9 Theproportion of appealsagainsteingclassifiechsnot co-operatingthat wasupheld/partiallyupheldin favour
of the borrower rangedbetween31 per centin H1-2014and 39 per centin H2-2015.

9 This excludes those cases where the borrower had yet to decide aofféreof an ARA within the reporting period.
10This excludes those appeals that were yet to be considered and adjudicated on within the reporting period.
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Table3 - CentralBankMonitoring of Regulated Entities Compliancewith CCMARequirements

2013 and 2014: MART | The Central Bank committed to periodically auditing 6 | Yy pefif@manceagainstthe

Audits MARTtargets,assessingvhether the proposedand concludedsolutionswere sustainable
solutions(takingaccountof the SustainabilityGuidelinesand other keydocuments). The
audits alsoinvolved chalengingbankson their progress as well as remediation of the
findings. Theseauditshavebeenboth intensiveandintrusive

Banksreported that they satisfiedall the target requirementsto end-2014. While the
majority of borrowersengagedandachievedsustainableestructurearrangementsabout
one third of concluded PDH solutions reported were linked to potential & f 20&
ownS N& fodtdalhies (including voluntary sale/ surrender/ repossession)Over this
period (2013to 2014)there was a sizeableincreasein legal action being taken by the
banks,particularlywhere borrowerswere deemedto be not cooperating.However,it is
worth noting that in the yearsprecedingthe introduction of the targets repossessiong
were effectively prohibited due to the Dunnelacuna,and legislationto addressthe gap
waspassedy the Governmentin mid-2013.SeeSection3.4 for moreinformation.

2013: Revised CCMA| Uponissuingthe revisedCCMAN 2013,the CentralBankrequiredall mortgagelendersto
Implementation  themed | submit monthly reports to the Central Bank detailing their progress towards
review implementation. Onsite assessment®f implementation were carried out in several
mortgagelenders. Theboardsof directorsof all lenderswere requiredto signoff that all
of the provisionsof the revised CCMAhad been fully implementedand tested and that
staff training had been completed. The Central Bankalso required the Internal Audit
Functionsof mortgagelendersto includecompliancewith the revisedCCMAin their 2014
auditplans.

May 2015:CCMAThemed| TheCentral. | y hd@tdecentCCMAhemedinspection,focusedon:
Inspection i Resolutiorof Arrearsin a TimelyManner;

U  Transparency;

U  FairProcessand

i Processmprovementand Controls.

Theinspectionfound that, overall,lendershaveimplementedframeworksasrequired by
the CCMAand a number of goodlender practiceswere identified that went beyondthe
minimumregulatoryrequirementsto assistdistressedborrowers.It wasalsoevidentthat
lendersengagel with borrowersandattemptedto resolvearrears,evenwhenborrowers
had been classifiedas not co-operating by the lender and when legal proceedingshad
commenced.

However,the CentralBankidentified weaknesseof varyingdegreesin somef Sy R
policies, procedures, systemsand controls which it followed up with the lenders
concerned.

Reflectingthe importanceof correct prudential classificatiorand provisioningof arrears the Central
Bankalso conductedan intensive BalanceSheetAssessmen(BSA in 2013. The outcome wasthat
banksamendkd their classificatiorof certainloansandincreagd the level of provisionsheld against
theseloans.Priorto transitioningto the SSM the CentralBankcompletedthe ECBComprehensive
Assessmenin 2014whichincludedan AssetQualityReview(AQR anda stresstest. More recently,a
further impairmentprovisioningreview was undertakenin 2015 Theprudentialfocuson mortgage
arrearshascontinuedto be a priority within the SSMthrough the work of the Non-PerformingLoans

(NPL$ High LevelGroup and dedicatedon-site credit and related inspections Chairedby Deputy
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GovernorSharorDonnerytheD N dzlaifdldteisto deliveraconsistentapproachto the supervision
of bankswith highlevelsof NPLs?!

2.2 Developmentof LegislativeFramework

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

{ SNBAOAY3I CANXaUL ! Ol 060K ServiihgNistRvasiintrdd@&edino@aryod | O
address an emerging concern that, where loans were sold by regulated lenders to unregulated third
parties, those third parties were not required to be a regulated financial service provider. Therefore
borrowers woutl lose certain consumer protections, including the protections of the CCMA and the

right to bring a complaint to the Financial Services Ombudsman. The Credit Servicing Act takes the
FLILINBF OK 2F L FOAy3 aLISOATASR addkibtRoariiunderSteId A OA y 3

regulation of the Central Bank.

Wherethesecredit servicingactivitiesare carriedout in Irelandby a third party actingon behalf of
the loanowner,the loanowneris not requiredto be a regulatedfinancialserviceproviderin Ireland.
In addition, the unregulatedowner of the credit retainscontrol over certainkey decisionsncluding
& G Beferminationof the overallstrategyfor the managemeniand administrationof a portfolio of
creditl 3 NB S YThgQeriralBankhasno oversightof the strategiesadoptedby unregulatedioan

owners.

It istoo earlyto determinewhat the impactof regulatingthe credit servicingfirm asopposedto the

unregulatedloanownerswill be in terms of treatment of, and outcomesfor, consumers.

2.3 Developmentof the CreditServicingRegime

Followingenactmentof the CreditServicingAct, the CentralBankhasfocusedon developinga robust
regimefor this new categoryof regulatedfirm. Theobjectiveisto ensule that borrowerswhoseloans

are transferredfrom a regulatedlenderhavethe samelevel of consumerprotectionsthey had prior

11 https://www.bankingsupervision.europa.eu/press/pr/date/2016/html/sr160912.en.html
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to the saleunder the various statutory codes issued by the Central Backudingunderthe CCMA
andthe ConsumeProtectionCade (CP§2012).

To increasetransparencyone measureintroduced by the CentralBankwasthe developmentand
publicationof a registerof credit servicingfirms. Thisenablesconsumersto verify whether the firm

servicingtheir loan is regulated by the Central Bank The Central Bank has developeddetailed
Authorisation Requirementsand Standardsfor credit servicingfirms which set appropriately high
requirementson applicantfirms. Thesencluderequirements on how thesefirms dealwith their loan
owner in order to ensure that borrowers receive the full protections of Irish financial services

legislation,includingCentralBankcodes.

TheCentralBankis currently putting applicantfirms througharigorousapplicationprocesgo ensure
that only firms that demonstratecompliancewith these authorisationstandardsare authorised*?
Applicantfirms have informed us that while the decisionon the overdl suite of ARAsoffered to
borrowersis taken by the unregulatedloan owner in the main, the credit servicingfirm primarily
decideswhich ARAfrom this suite to offer the individualborrower, havingfollowed the MARPand
basedon the specificof eachindividualcase . Thecredit servicingfirmQ @sponsibilitiesandthe level
of discretionthat they haveoverthe loanportfolios are setout in the credit servicingagreementwith

the unregulatedloanowner.

The CentralBankwill continue to engagewith credit servicingfirms on this matter as part of our
assessmenf their applicationfor authorisation.Thiswill includeunderstandinghe mannerbywhich
the creditservicindirm, throughits commercialrrangementswvith loanowners,seekgo ensurethat

it ismeetingits responsibilitiesasa regulatedentity underthe CCMA

Theseresponsibilitiedncludeactingat all timeswith the objectiveof assistinghe borrowerto meet
his/her obligationsaswell asthe extentand mannerby whichunregulatedioanownersare awareof
and meetingtheir obligationsunder the Credit ServicingAct Unregulatedloan ownersthemselves

have a duty becausender the Credit Servicing Atlhey are only exempt provided they do not act in

12 A detailed overview of the work completed in establishing the credit servicing regime is included at Annex 2.
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a manner that would be arescribed contravention (e.g. of CCMA) were they a reguléteahcial

service provider

Forcredit servicingfirms, the Central. I y &p@rdachwill be the sameasfor the existingcategories
of regulatedlenders.Thisincludesthe full applicationof consumelprotectionsin the contextof credit
servicing ¥ A NJégulated activities, underpinned by an expectation of high standardsand a
professionaland consumerfocusedapproachto complianceconsistentwith the . |y Tddsumer
ProtectionFramework.In this regardit shouldbe noted that, underthe CreditServicingAct, credit
servicing firms cannoimplement an instruction from the loan owner inconsistent with the

requirements of Irish financial services legislation as it applies to regulated lenders.
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3 Mortgage ArrearsIrends: Contextand Recent Developments

This section discusses the overall market, which consists mainly of bank mortGhges.are
currently over740,000 Principal Dwelling House (PDH) mortgage accounts in Ireland (equivalent to
2SNl emnn O0AftEA2Y Ay f 2 vy ingitutiortsiicdd@ng banks&dil &edid & |
firms and unregulated loan owners The stock of outstanding PDH mortgage accounts is
overwhdmingly attributed to loans held by bankshichaccount for 95er centof all PDH accounts

in Irelandas shown in Figuré. These institutions also account fust over80 per centof PDH
accounts in arrearddVithin nonbanks,retail credit firms aacount for 3.6per centof all outstanding

PDH accountand 122 per centof PDH accounts in arreardielremaining Y4 per centof accounts

are held byunregulatedloanowners whichalso account for B.per centof PDH accounts in arrears.

Figure 1 - PDH Mortgage Market Share by Entity Type

100% 95.0% m Total PDH Accounts
éﬂn zg;: 80.4% = PDH Accounts in Arrears
B 70%
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z 50%
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Source; Mortgage Arrears and Repossession Statistickidingbanks and notbank entitiesend-June2016

3.1 Mortgage Arrears Market Overview

At the time of the first publication of these data BEeptember 200here were over 63,000 PDH
mortgage accounts in arrear§ hisrepresened 8 per centof the total stock of outstanding PDH
accounts in Ireland. THevel of PDHarrears increased significantly from 2009 onwaatsl by June
2013, the number ofPDHaccountsin arrears hadmore thandoubledto approximately143,000
equivalent to 18.%er centof the total outstanding stock® There was not maningful progresdealing

with the flow ofaccounts itto arrears over 90 8ysPastDue OPD. Offurther concernwas thatonce

131t is important to note that there is not a oAe-one relaion between the number of accounts and the number of
households. The mortgage arrears data pshid by the Central Bank relai® accounts, which exceeds the number of
households for a number of reasons including that some households may have two oloarsesecured on the same

property (e.g. the original mortgage used to finance the purchase of the property and a subsequent top up / equity release
mortgage used for home improvement or renovation purposes).
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arrears went over 90 DPD, theontinued to worsen. This led tbe late-stageshare of total arrears

increasng between 2009 and 201®DH mortgage arrears trendse shown in Figure 2.

Figure 2 - PDH Mortgage Accounts in Arrears Figure 3 - PDH Mortgage Arrears Composition
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Source; Mortgage Arrears and Repossession Staggticludingbanks and nofbank entities.

There wereseveralfactors leading to the deterioration in mortgage arrears levels. These have been

the subject of much research, inciad by the Central Bank, and wediekedto the deterioration in

the economyat the timed ¢ KS ¢gSI {ySaasSa Ay GKS o6lyl1aQ RA&aGONSE:
increasing arrears. More specificalbanksdid not address the movement of borrowers frazarly to

late stagearrearsand an oveitreliance on short term forbearanc&he continued deterioration of

accounts in late arrearshe lack of sustainable solutionand absence of clear plans to deal with this

crisiswere someof the key considerations behiritie imposition of the MART in March 2013. The
bankssubject to MART ware specifically set targets in respect of mortgage loans that were over 90

days in arreargsee Annexl for further information on theMART).

To provide greater transparency on the level of mortgage arriedite domestic financial systerine
CentralBankcommenced publishing additional information on accounts in arrears oveD&&and
over 720DPDin late 2012 A summary of how the composition BDHmortgage arrears has evolved
isprovided in Figur®. Despite the overall reduction in the numberPDHaccounts in arrearévhich
havedeclinedin twelve consecutive quarterap to endQ2 2016), there has been an increasing share
of accountsin very long term arrears (those over 7B®D. In September 2012pans in very long
term arrears constitutedl5 per cent of total arreargor 20,622 accounts)oy June 2013 this had
increased to 20 per cerfor 28,860 accountsand as of Q 2016 the figure stood a43 per cent(or
34,980accounts.

14 Details on the evolution of the Central B&ahR |j dzF NIISNI @ Y2NIi 338 I NNBFENBR adGldiradaaros
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PDH mortgage accounts in arrears over 90 QR@ arrears)peaked in Q3 2013 at under 99,000,
representing 12.9 per cent of the total stock of outstanding PDH accofdotsunts in late arrears
improved considerably over the next two and a half yedesining for elevenconsecutive quarters.
Based on Q2016 data, there are nowver41,000 accounts less in arrears over 90 days, representing
a 42 per cent reduction from the peak. Despite these improvements, &7ed00 PDH accounts are
still in late arreas, equivalent to7.8 per cent of the total PDH stock. However, progress is well

established (especially within banks) and continued improvements are expected.

Progress is also being maitbedealing with the number of accounts in arrears over 720 dayisdees
which havedeclinedin the lastfour consecutive quarters. However, this cohort will take time to
resolve given thescale,levels of distress and the high share of accounts that are linked to court

repossession proceedings.

Theaggregatestatisticsdemonstratethat appropriate restructuring solutions are being found where
borrowers meaningfully engage with their institutiofurther insights into restructuringrends are
provided inSection3.2. However loss of ownershipf the property has alsoccurred througheither
voluntarily surrender/saleor court enforcanent, and further information on these apwities is

provided in SectioB.3.

3.2 Restructuring

One of the key objectivaa a sustainableestructuring arrangement it® enable a borrower to et
the original or amended terms of the mortgage over the remaining term, ghehorrower®@ unique
set of circumstancesWhile the range of restructuring options may differ across institutions, there
are a number oimportant considerationdased onthe CCMA and prudentiedquirements toensure

appropriate solutionsThese include:

1 requiring institutiongo have adequate policies, procedures, systems and controls to support
the entire process;

9 conducting appropriate and conservative affordability assessments based on verified income
and expenditure informatioon acase by case approacnd

1 applying realistic valuations tollateral.

Since the start of the series in 2010, there has baestealily increasingstock of restructured
accounts, from over 59,000 at the end of 2010 to over 120,000 at the en@ @D as shown in
Figured. 16 per centof the total stock of outstanding PDH accounts are now classified as restructured,

doubling from &er centat the end of 2010.
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Figure 4 - Restructured PDH Accounts
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There has also been a significant compositional change in the restructure categories over time as
highlighted in Tabld. In Q4 200, interest only arrangements represented B& centof the total
restructured PDH accounts, while reduced paymantangements(of less than interest only

accounted for another 1Ber cent

At end Q1 2013while the stock of restructured accounts had increasedafimost 80,000, the
compositionmix was broadly similar with a high share of interest only type arrangem@aper

cent), the vast majority of which were of less than one year duratidnghe CS y (i NJ- LYy 1 Qa
lenders were overly reliant on the use sifichshort-term forbearance with minimal assessment of

gKI G ¢l a tA1Ste G2 OKI yI&thdeyd olitheSrrangemeNBngpSratfd d OA NI
arrangements may be sufficient to asdistrowers in temporary financial difficulticiowever, there

were other cases that requirebbngerterm sustainable solutions.

Following the introduction of the MART framewairk early 2013, the restructure mix began to
broaden and change as banks subj® the targets were required to implement sustainable solutions

to resolve mortgage accounts in distress. In addition, the Central Bank also published Sustainability
Guidelines to provide supervisory guidance as to the important factors to consideragisessing if

the modifications provided blgankswere in fact sustainable solutions for resolving mortgage arrears

cases.
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The most recent datad2 2016) showthat reliance on shorterm forbearance has greatlyeclined
Interestonly arrangements nowonstitute 4per centof the total stock of PDH accounts. Another
substantial changean be seen in theplit mortgagecategory In Q1 2013, 151 accounts were
classified under the split mortgage category. That figure is now 26/200 representing22 per cent

of all PDH restructures. The 'Other' category has also increased and this mainly comprises accounts
that have been offered a loagrm solution, pending the completioof atrial period® The 'Other'
category also includes a small numbesiofiultaneaislyagreednybrid arrangements combinirtgrm

extensions and arrears capitalisation arrangements.

Table 4- Composition of PDH Restructured AccountSelected Dates

Q4 2010 Q12013 | Q22016
Total PDH Accounts Classified as Restructured at the affethe
Quarter 59,229 79,658 120614
Interest Only 38% 33% 4%
Reduced Payment (less than interest only) 13% 9% 1%
Reduced Payment (greater than interest only) 15% 22% 8%
Term Extension 12% 17% 13%
Arrears Capitalisation 12% 15% 30%
Payment Moratorium 4% 3% 1%
Split Mortgage 0% 0% 22%
Interest Rate Reduction 0% 0% 6%
Other 5% 1% 15%
Restructures Not In Arrears 59% 53% 78%
Percentage Meeting the Terms of taerangement N/A 76% 88%

Source Mortgage Arrears and Repossession Statigtickidingbanks and nofbank entities.

Note that the 'Other' category mainly comprises accounts that have been offered-gefomgolution, pending the

completion of sixnonths of successful payments. When these accounts transition into their permanent arrangement, the
figures are updated accordingly. The 'Other' category also includes a small number of simultaag@esdyterm

extensions and arrears capitalisation argaments.

Thelevel of arreas capitalisation solutions hascreased over time. At en@2 2016 this category
accounted for 3Qper centof PDH restructured account3his solution when implemented on a
standalone basisincreases therequired monthly payments Therefore,for this solution to be
sustainablethe financial distress that contributed to the builgh of arrears must beesolved(e.g.

return to full time employmentgclearance obther debts, living expenses reduced)

Given the improvements the Irish economy throughout 2013 8916, the increasig prevalence of
this optionis not unexpectedie.g. the number of people in employment has increased, interest rates

havedeclined. In addition, the Central Bank provided information in the Sustainability Guidelines

15When these accounts transition into their long term arrangement, the figures will be updated accordingly.
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regarding the use of arrears capitalisations and their sustainability incl@dmreguirementthat the
borrower shouldperform against the arrangement for 6 montttsdemanstrate affordabilitybefore

the arrears are capitalised.

In Q1 2013 the Central Bank began publishing additional information on restructures, providing
statistics on the percentage of accounts deemed to be meeting the terms of the arrangement. Meeting
the terms of the arrangement means that the borrower is, at a minimum, meeting the agreed monthly

repayments according to the current restructure arrangement.

The percentage of restructured loans reported to be meeting the terms of the arrangement has
steadly increased from the 7fer centfirst reported in Q1 2013. Based on the most recent dga (
2016),88 per centof restructured PDH accounts were reported to the Central Bank to be meeting the

terms of their arrangement. This is the highest level stheeseries begaas shown irFigure4.

Box3 ¢ Borrower Engagement and Modification

Central Bank of Ireland data on Stiand Financial Statement (SEE&h be used to assess the debt sustainability of householc
mortgage distress. The SFS is filbed by all borrowers engaging with their lendarpon experience of difficulty meeting the|
FAYLFEYOALT 20tA3FGA2yad LYT2NYIGAZ2Yy A& FOFAfTLFofS 2y Iidebd
repayments. In all cases, theost recent SFS completed by the household is analysed. The information is available for approx
120,000 mortgages, equating to 86,260 facilifies.

Oneimportant caveat to the analysis is that SFS information is only available for borrowers whergaged with their lender. Fc
those borrowers in arrears who have not engaged with the SFS process, it is not possible to analgaerém¢fimancial position.
Chart A shows that, across all arrears groups, half or more of all loans haae 8&&ngagement. This share is highest in the
to 360 days past due (DPD) category, where 70 to 72 per cent of loans have had engagement. Among those engaging w
process, roughly three quarters of those with less than 90 DPD arrears have recenetbsm of modification, while this numbe
falls to 56, 36 and 24 per cent in the 180, 360 and 720 DPD groups. Given that DPD is measured at December 2015 sisth
some of those in the loweDPD categories may have engaged while in deeper le¥asears, and have subsequently reduc
their arrears through loan modification. Previous Central Bank internal research has shown that where DPD is measuilatka
of SFS engagement rather than at a fixed date such as December 2015, a similar ptagagement rates across the DI
categories to that in Chart A is observed. This suggests that the findings in Chart A are not driven by the engagerhedP&f
borrowers who have subsequently reduced arrears balances.

¢KS |ylfearadzZOSKDUR I EBEI yOMIKEZ LR AAGA2YE T2 Npresentedin Hesc@hdid
order of financial difficulty, with borrowers classified into the following groups:
1. Those whose declared natebt expenditures surpass their monthly income.
Those who are in deficit once monthly primary mortgage repayments are added to (1).
Those who are in deficit once unsecured debt payments are added to (2).
Those who are in deficit once property investment loan repayments are added to (3).
Those who are in financial surplus when all expense items (1) to (4) are included.

o s wn

Chart B shows that between 10 and 17 per cent of houselmitisnitting an SESlepending on the DPD group, do not have t
income to meet their reported monthly nedebt-related expenditures with the share higher among RigfAD categories. Whe
monthly mortgage payments are considered along with household expenses, between approximately 50 and 60 per
households are in deficit, leaving 40 to 50 per cent of househeladswould be in a position to meet their mortgage obligations
the absence of other debts. When unsecured debts are included, the share of borrowers in deficit rises by an additiohél
percentage points across all arrears groups, while the ifatusf property investment loans acts to bring an additional 1 t
percentage points of households into deficit. This cascading method implies that, when all declared expenditures a
repayments are accounted for, about 15 to 25 per cent of househate in a position to repay their debts at the time of &
submission, while some 75 to 85 per cent require some combination of reductions in household expenditure and debt restru
In some cases, it is possible that subsequent modification hasdfésed since the point of the last SFS submission, indicating
repayment prospects may have improved for some households vel&dithat reported in Chart B.
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Bl Chart A: Engagement and Modification per DPD Chart B: Financial Position of Households as of |l
Group; December 2015 Their Most Recent SFS Submission, by DPD
Status at Dec ember 2015
100%
80% DPDDec.15 [ 1-90 | 91-365 | 366720 | 721+
60% Household in financial deficit when following items
40% included
20% Non-debt
0 I expenses 10.8%| 14.2%| 15.6%| 17.0%
0% + primary
> > > Q > > > mortgage 47.0%| 47.4% 53.4%| 56.9%
KO RS %Qb L 00 R + unsecured
,\,?> \;Q) ,\,9 \;"’ N & Y debt 16.1% 14.1% 11.3%| 9.6%
e Y N A —
investment
property debt 1.2% 1.2% 1.2%| 1.1%
m Engagement m Mod share for engaged Household in financial surplus with all expenditures an
debt payments accounted for
Surplus |  24.9%| 23.1%] 18.5%] 15.4%
Source: Central Bank of Ireland Loan Level Data and Standard Financial Statement. Source: Central Bank of Ireland Standard Financial Statement returns.
Not es: AEngagement o is calculated as t Notes: For all households, the most recent SFS completed up to end-2015 is used
Delinquency Bucket at December 2015 who have completed an SFS at any point to make calculations.
since 2012. 0 Mogde dsoh ecrad cfudrateessgad he shar e
an SFS, that have received a permanent or temporary mortgage modification up to
end-2015.
1The data are from four retailbanks. A fif aci | ityo is the closest definition avail abl e i n loahsaithdiatincaidentifiersa
associated with the same household identifier.

3.3 Loss of Ownership

Where a sustainable restructuring arrangement is not appropriate or cannot be agreed beaween
lenderand borrower one consequence is thaiotential loss obwnership outcomes may be initiated

(either voluntaryor enforced. Indeed, when the MART framework was introduced, it was recognised
by the Central Banthat some level of loss of ownership would be inevitable, particularly where the

borrowerwasnot co-operative.

However, there are a number of steps in the procesprtatect the borrower When a borrower is in
mortgage arrears, a regulated entity may only commence legal proceedings for repossession of the
02 NNR g SNRA LINR Y| NE Ninbek R SepOBhesk ificludeNJ A G T2t 254

1 makingevery reasonable effort under the CCMA to agreé&#with the borrower,

1 time bound requirementso inform the borrower the regulated entity is not willing to offer
an ARAand of his/her options

1 time bound requirementgo inform a borrower who is not willing to enter into an ARA, of
his/heroptions and

9 adecision to classify the borrower asn-cooperating

Potential loss of ownership outcomesay take the form of/oluntary (voluntary sale or suender
agreementspr enforced (legal proceedingagtions.For example, the bank and borrower may agree

consensual strategies to dispose of the property where the mortgage repayments are unsustainable.
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In other situationsthe borrower may voluntarily seender the propertybackto the bank. However,
in a significant number of cases, the bdmsinitiated legal proceedings through the courts to seek

possession of the property

3.4 Repossession Proceedings

In a decision in July 2011, Justice Dunne ruletttif@enactment of the Land and Conveyancing Law
Reform Act 20000NB I G SR £ S3If 22 LIK2 f\fith rRdNdct Yicdrtazy | Q
mortgages subject or potentially subject to repossession proceedfr@se of the consequences of

this wasthat repossession proceedings weeffectively haled as lenders generally opted not to
pursuethe legal routeuntil the legislation was rectified. Thigasreflected in the low levels dégal
activity between 2011 and when thiacunawas fixed by the passimgf the Land and Conveyancing

Law Reform Act 2013Another consequence was that arrears continued to build where the accounts
were in a legal process and no restructuring agreement could be found betiheebank and

borrower.

Figure5 shows the quarteyt additions tothe total number of accounts for which court proceedings

have been issued for PDH properties since Q1 2012. The significant increase evident in Q3 2013 is
attributable to a number of factors, including tl2©13 Actand the imposition of thdMART earliem

2013 It was recognised at the time of the introduction of MART that, in certain cases, the only avenue
available to thebank may involve legal action for repossessibaving consideredhe 6 2 NN2 6 S N &
degree of ceoperation and/orthe boN2 4 SN & | OdGdzZl £ FyR LINR&ALISOGADS

Given the high levels of mortgage distress at the time and the fact that repossession proceedings
effectively could not be initiated prior to migl013, it wasexpectedthat there would be an inease

in repossessiomelated activity.The stock of accounts with court proceedings issued against them at
the end of each quarter is also shown, and has remaateabproximatelyl4,000 accounts over the

past 18 months’

16 Start Mortgages & Ors v Gunn & Ors [2011] IEHC 275.
171t is important to notethat the Central Bank data and data available from the Court Service will differ as court service
data refers to properties not accountand the former is larger
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Figure 5 - PDH Court Proceedings
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There was a noticeable decrease in fhaee of issuance of court proceedinggainst PDH accounts
during the second half of 201potentially affectedby a numlter of factors including the introduction
of new court rules in September 2015 which reqdisolicitors to comply with moreonsistent
documentation standards when issuing legal proceedimgs. level of proceedings issued durthg

first half 0of2016 wasbroadly consistent with average volumes during 2015.

Banks cite borrower ncenooperation as the most common reason for beginning repossession
proceedingsOf the PDH accounts reported by banks in the repossession cated@22iil 6,70 per

cent of proceedings were initiated due to the borrower being deemed-tonperating in line with
provision 29 of the CCMA.

The most recen€Central Bank loan level data submissi@hse2016) can be used to provide insights
into the loan and borrower characteriss forPDHaccountsn arrears over 90 DPD currentgported
in the repossession category by the retail bafésluding cases where the property has already been

repossessed}® Of theaccounts currently in a legal procespproximatelyl2,000)°:

9 87 percentof the accountsare over 720 DPwhile overhalf are over 4 yaa in arrears;

9 60 per centhave had some type of forbearance / modification;

18] panlevel data argorovided semiannually by AIB, Bol, PTSB, UBIL and KBCI.

19Based on Q2016 data, there are 14,134 accounts for which court proceedings have been issued to enforce the
debt/security on a mortgage. Approximatel,000 relate to the retail banks with the remainder attributable to other
banks no longer actively lending in the Irish market and-bank entities.
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1 66 per centwere originated between 2005 and ef2D08, witha further29 per centrelating
to pre-2005 loans;

f ¢KS | @SNI IS 19200¢whitelthe dvgrdySarréass badancevere B,000;

9 53 per centof the number ofaccountsvere innegative equityat that datebased on indexed

property valueqalthough this rises to 65 per cent when based on loanrzas)

Central Bank of Ireland data provide a breakdowrradsons forwhere court proceedings have
concluded®® On average (based on proceedings concluding from Q1 2013 onveaatisg to over
8,600 accounts just over 40percent of legal proceedings arconcluded due to an order for
possession or sale being granted. A furthgres centof cases relate to accounts where the property
has been surrendered or abandoned. Terms and conditions were renegotiated$iricturing) in

19 per centof cases concluded his suggests that initiation of legal proceedings is resulting in some

level of restructuring. The remaining B@r centare settled on other termgt

Figure 6 - Concluding PDH Court Proceedings Figure 7 - Reasons for Concluding Court Proceedings
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3.5 Properties Repossessed

The number of Irish residential properties that were voluntarily surrendéedsindoned or
repossessetbased oma court orderare shown in Figuré. This graph also illustratélse number of
properties sold and thetock of properties in possession at the end of each quarter. Since Q3 2009,
6,214PDH properties have been repossessed in Irel@wer the period since data collection began,
the majority of propertieg66 per centyepossesseavere voluntarily surrendexd or abandonedy

the borrower.

20 Mortgage Arrears and Repossessions Statistics
21 This covers a number of different scenarios includargexamplecases whergroceedings arstruck outand cases
wherethe arrears are cleared in full by the borrower.
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The number of PDH properties repossessed each quarter during 2015 and 2016 has increased from
previous years, albeit from a low bagehe averageuarterly PDH repossession rate in Irelaisd.7

per cent base@n the6 most recent quarterand the number of PDH accounts in arrears over 90 days
(which are converted to an equivalentproperty figure. The equivalent ifure in the UK is
approximatelyl.7 per cent(based oninternal calculations using UK Council of Mortgagedeza
publisheddata).?? The UKrepossessionate is well above the Irish figureyen taking into account that

the level of arrears in the UK is at the lowest level since 1994

There has been aimcrease inenderrelated property sales sinamid-2014 andto date 4609 PDH
properties have been sold aggregate by banks and nbanks In aggregate, 683 properties were

in the possession of the various banks and-bank entities at the end dp2 2016

Figure 8 - PDH Properties Repossessed and Sold
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3.6 Mortgage to Rent

The mortgage to rentMTR scheme was launched by the Government in 2012 to provide support to
borrowers at risk of losing their homes who engaged with tlstitution through the MARP but
whose mortgages were deemed unsustainable. The scheme was subsequently ame2@48 to
make t more flexible and accessible for borrowansluding flexibility in relation to property size and
allowing some cases with marginal positive equity. diengesalsoincluded increasing the valuation

threshold of properties located in certain counti@s.

22 https://lwww.cml.org.uk/news/pressreleases/arrearsandpossessionsontinuingto-fall-reportscmi/
23 Cork, Dublin, Galway, Kildare, Louth, Meath and Wicklow.
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Two schemes are currently overseen by the Department of the Environment: the local authority MTR
scheme is for borrowers with unsustainatlecal Authority (LA mortgages, while theApproved
HousingBody AHB MTR scheme is for borrowers with mortgages issued by traditional lenders (e.g.
banks and retail credit firms). Based on the most recently available statistitether information

162 AHB MTR cases haveeassfully completed since the scheme launched in 2012 while 193 LA MTR

cases have completed®

3.7 Personal Insolvency / Bankruptcy

The personal insolvency regime in Ireland nesently undergoneseveralchange. The Personal
Insolvency Act 201ihtroducedthree types of debt resolution mechanisms: the Debt Relief Notice
(DRN, the Debt Settlement Arrangemerd§A and thePersonalinsolvencyArrangement(P1A). A PIA
can include secured (e.g. a mortgage on a PDH or BTL) and/or unsecureddittional legislative
changes were introduced in 20iricluding provisions allowng for a debtor to request a review by the

Court where @P1Awas rejected by creditor¥.

The PIA 2012 achodified the personalbankruptcy regimeOne of the main changesducedthe
duration of bankruptcyfrom twelve to three years The bankruptcy term was subsequently reduced
to one year via the Bankruptcy (Amendment) Act 2015, which became effective in JanuarAR016.
the end of Q3 20161365 PIAs have been approved vehithere have been B30 bankruptcy

adjudications’’

24 AHB MTR Statisti¢end April 2016)
http://oireachtasdebates.oireachtas.ie/debates%20authoring/debateswebpack.nsf/takes/dail2016061400067?opendocum
ent

25 A MTR Statistieshttp://www.housing.gov.ie/housing/homewnership/schemeservice/locauthority-mortgagerent-
lamtr-scheme(December 2015).

26 The Personal Insolvency (Amendment) Act 2015.

27 https://www.isi.gov.ie/en/ISI/IS]_Statistics_2016_Quarter_3.pdf/Files/ISI_Statistics_2016_Quarter_3.pdf
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