Guidance on standards for Mortgages 

This is based on our understanding and interpretation of FCA rules.  This includes some areas of good practice in relation to the delivery of good outcomes under Consumer Duty.  These standards can be used in respect of Consumer Buy to Let transactions, whereby a similar advice process should be followed albeit using different disclosure document, fact-find and suitability report.

	SALES PROCESS – ADVISED SALES


	Disclosure Document / Services and Costs
	Is there evidence that the firm’s disclosure document has been issued to the client?
	The file should clearly evidence that the relevant disclosure document has been given to the client. 

Does this confirm the scope of service, e.g. independent or limited?
Have alternative finance options been discussed, where relevant?
Have fees and commission been confirmed?
If the firm is charging on a percentage basis is there a maximum broker fee?
Where fees are added to the loan is there evidence of the client selecting this option?   

Good outcomes recommendation
The broker should have taken time to explain all key messages contained within this document and asked the client if they have any questions around the service, e.g. around how the firm is paid, any broker charges and when they are payable, how to complain and protections that exist under regulatory system e.g. FSCS and FOS.  Where the fee is not in line with the disclosure document, is there rationale on file and has this been explained to the client? Where fees are to be added to the loan the broker should explain the impact of this decision and test that the client understands and accepts this additional cost.


	Disclosure in good time


	Has this information been provided at initial contact or in good time before providing a regulated activity?

	Has the information above been provided at the correct time and before regulated activities or any chargeable work has been carried out?

	Customer Privacy Notice 
	Has a Customer Privacy Notice been given to the client?
	The file must demonstrate that a Customer Privacy Notice has been given to the client. 

	Type of Client
	Is the client a:

· Customer
· High Net Worth Mortgage Customer
· Professional Mortgage Customer

Have the correct regulatory requirements been carried out depending on the type of client?
	The file must demonstrate the type of client and reflect the appropriate regulatory requirements. 

	Vulnerable customer assessment
	Has the firm considered whether the client may be have vulnerable characteristics or require reasonable adjustments?
	Where a client has been assessed as vulnerable, or there are verbal or non-verbal indicators to suggest a client may be in a vulnerable position, the file should confirm the nature of the vulnerability and that client was made aware of support available to them, including relevant options for third party representation and specialist support services. This should include, where appropriate, the client’s rationale for not requiring third party representation, or additional support. Firms should adopt a vulnerable person process and record keeping process, including whether they are considered vulnerable and any adjustments made.  This may include where there is a low level of knowledge and experience (e.g. first time buyers) or where the client struggles with large amounts of text or to engage with the broker in respect of delivery or receipt of key information around the recommendation (e.g. know your client/ESIS/suitability report).  


	KNOW YOUR CUSTOMER - GUIDANCE

	No advice should be given unless the needs and circumstances of the client are recorded. For MCD regulated mortgage contracts the same requirements apply to all customer types (ordinary, HNW and mortgage professional). 

In addition to a completed Fact Find or sufficient Know Your Customer information, supplementary questionnaires or separate file notes may also be used where relevant.

Existing clients – If a fact find has been previously completed within a reasonable period of time and there is adequate information to demonstrate ‘know your client’ this can be further utilised. The adviser should have noted on the fact find, the date the information was still classed as being relevant, or alternatively note the date when any changes were made to the information recorded. 

Fact finds should not have blank boxes or lines through sections. Doing so raises questions about whether or not the information has been requested in those areas, which is why the adviser should record either;

1. Client does not wish to disclose; or
1. None; or
1. N/A

It is appreciated that clients may not wish to disclose all relevant facts and may wish for advice to be limited to particular areas. In these circumstances it is essential that the file contains evidence that the client does not wish to receive a full service. The parameters, within which the advice is given, along with the possible implications in respect of suitability, should be confirmed within the suitability letter. Clients cannot opt out of disclosing information about their personal finances i.e. income and outgoings.

In cases where a client refuses to provide all relevant information, it is not necessary to pursue enquiries however the adviser should confirm this refusal in writing within the Suitability Report, which should also confirm the impact of this refusal on the adviser’s ability to comment on the suitability of the client’s financial arrangements. It is for the adviser to determine whether or not based on the level of information disclosed they are able to make a personal recommendation to the client(s).

It is important through all fact finding for the file/adviser to demonstrate the use of soft facts. Whilst fact finds gather key information, even when completed well they do not tend to give a true picture of the clients circumstances and more importantly their objectives. Reference should be made specifically to soft facts in the file review feedback.  







	
KNOW YOUR CUSTOMER

	Current Circumstances

	Details of the clients’ current personal circumstances need to be confirmed 

e.g. personal situation, dependants, occupation, assets and liabilities, details of property, Wills etc

	The file should document the clients’ current personal and financial details, and should gather sufficient soft facts about the client to be able to demonstrate a suitable knowledge of the clients’ circumstances.

	Objectives & Priorities

	Does the file clearly record the clients’ objectives and priorities, including reasons for requiring a new mortgage?

e.g. first time buyer, existing deal has expired, moving home, require additional funds for home improvements etc

	The clients’ needs and objectives should be clearly documented on the file.  There should be sufficient hard and soft facts to demonstrate how these objectives have been reached.

	
Attitude to Mortgage Risk

	Does the file clearly evidence the clients’ attitude towards repaying their mortgage? For example:

· Certainty that the mortgage will be repaid at the end of the term.
· Accumulate savings to repay the mortgage.
· Intend to sell the property before the end of the term.

	 The client’s attitude to repaying their mortgage should be clearly documented on file to help support the repayment method recommended.

	
Income & Expenditure
	Does the file demonstrate that income and expenditure have been fully discussed with the client and verified?
	A comprehensive analysis of income (from all sources) and regular outgoings should be carried out and documented on file. Income should be verified (e.g. payslips, P60’s, annual accounts etc) and it is advisable to cross reference the details provided against bank statements to help prevent mortgage fraud.

The stated expenditure should be consistent with that normally expected from a client in that situation (e.g. a family of 4 spending £100 per month on food is unlikely to be true reflection). Any discrepancies should be discussed further with the client and documented on file.

Lenders will expect advisers to provide accurate and sufficient information regarding the client’s financial situation to allow them to assess affordability.

	Existing Debts & Credit History
	Are details of any existing debts recorded on file?

Is there evidence that the client’s credit history has been discussed?
	Details of all existing debts (e.g. loans, credit cards, hire purchase, leasing contracts etc) should be recorded as this information will impact on the lender’s affordability assessment. 

Details of the client’s credit history should also be recorded (e.g. any CCJ’s, bankruptcy orders, credit applications refused, payment difficulties etc). Where relevant, full information should be obtained from the client. A poor credit history does not necessarily mean that mortgage will not be available however it will restrict the choice of lenders to consider.

This would be an indicator that the client may have vulnerable characteristics.  Where relevant, is their evidence of a need for additional support, e.g. signposting to a third party.


	Assets
	Does the file contain evidence of any existing assets the client has?
	Details of existing assets should be recorded on file as this will help demonstrate a full knowledge of the client’s financial situation. It will also assist with evidencing the source of any deposit to be used for the new mortgage.

If this is a gifted deposit, is there a letter on file that corresponds with lender requirements, e.g. confirming this is a non-repayable gift.   Has the firm conducted due diligence on the giftor.  Is there evidence the source of funds has been verified?



	Existing Mortgage
	Are details of the client’s existing mortgage recorded on file?

	Full details of any existing mortgage should be recorded on file, including any early redemption penalty and if the client is willing to pay this charge.

	Mortgage Property Details
	Are the client’s new mortgage requirements recorded?

Are details of the property to be mortgaged held on file?
	Details of the client’s new mortgage requirements should be held on file, including:

Mortgage type; new purchase / re-mortgage / first time buyer
Purchase price / valuation
Loan required
Amount and source of deposit
Any additional funds required and the reason (e.g. home improvements)
Full details of the property to be mortgaged should also be held on file (e.g. type (house, flat etc), tenure, number of bedrooms, age of property etc).


	Determining appropriateness of the mortgage

	Were all the relevant questions discussed to confirm the appropriateness of the mortgage based on the client’s needs and circumstances?
	Has the eligibility criteria of the lender been considered?
Have repayment types been covered?
The term of the loan
Does the client want initial payment stability with concerns over interest rate rising or budgeting?
Would client prefer payments minimised at outset?
Is there a need for making (early) overpayments
Has the client’s credit history been accounted for?
Were any other relevant features/requirements considered?

Has the broker sufficiently challenged or probed customers’ needs and circumstances, particularly if certain views or assertions as part of know your customer checks did not appear credible, or conflicted with other preferences or information disclosed?

	Interest Only
	Where an interest only mortgage is being recommended, is there evidence of the repayment strategy?
	The file should clearly evidence the client’s repayment strategy for an interest only mortgage, e.g. investment plan, pension, expected inheritance etc.

Does the client understand and accept risks inherent in an interest only strategy including the having a credible ability to repay.  Where the client is intending to use an existing investment plan or pension, it would be prudent for a projection to be held on file to demonstrate that it is currently on track to repay the interest only mortgage at the end of the term.  

	Term Into Retirement 
	Where the term of the mortgage runs past the client’s intended retirement age, is there evidence that the option of reducing the term has been considered?

Has the client’s projected retirement income been assessed?
	The option of reducing the term of the mortgage to end before retirement should be considered. Where this is not feasible, e.g. due to affordability, an assessment of the client’s projected retirement income should take place to evidence that the ongoing mortgage repayments will be affordable in retirement.



	Retirement Interest Only Mortgage
	Does the file demonstrate ongoing affordability?
	Is there evidence of alternatives being considered and discounted, e.g. lifetime mortgage? Whilst a qualification is required for equity release, a firm could also consider a referral where required.

	
Debt Consolidation
	Where existing debts are to be consolidated to the mortgage, is there evidence that the implications have been discussed with the client?
	In all debt consolidation cases, it is essential that the file evidences the following:

1) A comparison of the total costs over the remaining term of the existing debts against the total costs of debt consolidation over the full term of the new mortgage.

2) The reasons why it is suitable to secure previously unsecured debts (where relevant).

3) Where the client has had difficulty in repaying the existing debts, whether it would be more appropriate for the client to negotiate a special arrangement with the existing creditors.

This would be an indicator that the client may have vulnerable characteristics.  Where relevant, is their evidence of a need for additional support, e.g. signposting to a third party.


	Protection / GI
	Is there evidence that protection and GI have been discussed with the client? For example:

· Life Cover
· Critical Illness Cover
· Income Protection and / or ASU
· Private Medical Insurance
· Buildings & Contents Insurance

	The file should clearly evidence that protection and GI shortfalls/needs have been discussed with the client. This should be a basic awareness of the different types of cover that can protect the mortgage, its repayments and associated costs.

	Relevant Information

	Has all other relevant information regarding the clients been documented?

	The information on file should be sufficient to clearly demonstrate suitability of the advice provided. For example, the client may wish to utilise one of the Help to Buy schemes or purchase their council home under Right to Buy.


	Signed & Dated (to meet firm’s internal procedures)
	Has the fact find been signed and dated (as required)
	Although there is no FCA requirement to sign a fact find, where the firm has decided that fact finds should be signed i.e. by having signature boxes on their fact find, the adviser and client should clearly sign and date the document. This could include the Data Protection statement.  





	RESEARCH, LITERATURE AND PRODUCT DISCLOSURE

	Research

	Is there research on file to justify the product(s) and provider(s) being recommended?

Does the research support the scope of the firm’s service?
	It is essential that client files demonstrate the research undertaken in selecting the appropriate product(s) and lenders. It is not sufficient merely to record details of the reference source used. The file should demonstrate that the reference sources referred to have been used logically to identify a product and lender which is suited to the clients’ needs.

There should be sufficient evidence on file to substantiate the recommendation, e.g. Trigold, Mortgage Brain, Webline, Assureweb etc.

Where an adviser does not recommend the cheapest suitable mortgage from the range of products they have access to, they must explain and record why. The cheapest suitable mortgage can be determined by comparing the total amount payable over the relevant period. 
· The total amount payable is the aggregated monthly payments, including any product and arrangement fees paid directly by the customer where this is the case (but not other fees such as valuation fees)
· The relevant period is any discounted or introductory period (e.g. fixed rate for X years). 

Where the case is non-standard, the file should contain notes to explain why the lender/provider has been selected, e.g. lenders who do not credit score or insurers that provide life cover for a high risk occupation. 

	KFI / ESIS / Target Market / Value Assessments 

	Does the KFI / ESIS on file accurately reflect the product recommended?

Does the document(s) match the clients’ details and requirements? 

Is the commission / fee confirmed on the KFI/ESIS?

Has the relevant product-related Target Market / Value Assessments statement been considered
	The KFI/ESIS should correctly reflect the client’s details and the product recommended.

The mortgage KFI/ESIS should correctly show whether the product fees are being added to the loan and contain details of the commission payable, together with any advice fee which is being added to the loan.

Has the firm considered the Lenders value assessment including the relevance of any potential negative target market that has been disclosed.  Where the firm charges a fee this should be considered in the context of decency levels applied by the lender in the context of overall value to the client.

	Mortgage Offer

	Does the file contain details of the mortgage offer?
	Where the lender has already issued the mortgage offer, a copy of this should be held on file. Any difference between the offer and the recommendation should be clearly explained. 

	Application Form

	Is a copy of the completed application form(s) on file, where this was a paper based application?

Does it match the recommendations being made?
	Whilst there is no specific rule, there is an expectation that a copy of the completed application form(s) should be retained on file to evidence that the product(s) applied for match the recommendations and KFI / ESIS. 





	Suitability Report – Mortgages 

	Appropriate Opening

	Does the opening record: 

Client circumstances?
Objectives (including whether protection or GI is required)?
Priorities?
Basis of advice?

	The opening should summarise the client’s current circumstances, objectives and priorities and should clearly explain the reasons why the client needs the mortgage.

If the advice is “limited advice” this should be clearly stated and confirm this is at the client’s request and that the recommendation is based on the information provided.

If the firm has referred protection to another firm, is there a record on file.


	Foreseen Future Changes

	Does the report take into account any future foreseen changes to the client’s circumstances?
	Any foreseen future changes to the client’s circumstances should be discussed and recorded in the suitability report, together with any impact this will have on the advice provided. For example:

Intend to repay the mortgage early
Plan to move house in the near future
Expected changes to personal or financial situation (marriage, children, reduced income etc)


	Attitude to Mortgage Risk 

	Is the client’s attitude towards repaying the mortgage recorded?

	For interest only mortgages, there should be a clear description of the client’s attitude towards repaying the mortgage.

For capital repayment mortgages, a statement that they require a guarantee the mortgage will be repaid at the end of the term is sufficient.




	Recommendation


	The recommendation report should outline clear reasons why the product and lender has been recommended?

Are full details of the product included i.e.

Mortgage: amount, term, interest rate, initial payment


	The Suitability Report should provide the client with sufficient information regarding why the product and lender has been recommended.

Does it meet with all the requirements of appropriateness based on the 9 minimum questions that need to be considered as per ‘Determining appropriateness of the mortgage’ area of Know Your Client, with fee roll up concluding this?

Where the cheapest suitable mortgage (see research) within the firm’s product range has not been recommended, is there evidence that the firm has explained to the customer why it has recommended a more expensive product.

This should confirm the discussion on any associated insurance products and the client’s Will situation.

	Repayment Strategy for Interest Only 
	Where an interest only mortgage has been recommended, does the report highlight the intended repayment strategy?
	The report should include details of the client’s intended repayment strategy for an interest only mortgage, e.g. investment plan, pension, expected inheritance, sale of property etc.

Where an existing investment plan or pension is to be used, there should be comments on whether the projected value is currently sufficient to repay the loan. It should also explain there is no guarantee that it will continue to remain on-track. If a full assessment of suitability of the existing plan has not taken place, this should be highlighted together with a statement that it is the client’s responsibility to review it regularly.

	Debt Consolidation
	Does the suitability report appropriately explain the reasons for any debt consolidation?
	If the client is consolidating existing debts to the mortgage, it is essential that the report contains a comparison of the total costs over the remaining term of the existing debs with the total costs over the whole term of the new mortgage. Where the total costs of consolidation are higher, the report should confirm why this is suitable.

Where appropriate, it should also confirm why it is suitable to secure previously unsecured debts and, if the client has had payment difficulties, confirm the reasons why it was not appropriate to consider negotiating an arrangement with the existing creditors.

	Additional Borrowing
	If the client is borrowing additional funds, does the report highlight further options available from the existing lender?
	The report should confirm the alternative options available and that they may be more appropriate. It is suggested confirmation be provided that these options have not been consider where this is the case.  

	Rejected advice

	Where relevant, does the suitability report confirm that the client has rejected the advice?
	Where the client has rejected the mortgage advice given, the suitability report should confirm this and provide full details of the lender and product chosen by the client. It should confirm that the case is being processed on an Execution Only basis.

NB: THIS MUST BE SUPPORTED BY A LETTER FROM THE CLIENT SETTING OUT THE EXACT PRODUCT REQUIRED AND CONFIRMING HE/SHE UNDERSTANDS THE IMPLICATIONS OF PROCEEDING ON AN EXECUTION ONLY BASIS.

	Affordability

	Has it been confirmed the mortgage payments and any protection/insurance premiums are affordable? 
	The Suitability Report should contain confirmation that the ongoing payments for all recommendations are affordable both now and after taking account of any foreseen future changes to circumstances.

	Term into Retirement
	If the term of the mortgage extends past the client’s intended retirement age, does the report confirm ongoing affordability in retirement? 
	Where the mortgage runs into retirement, an assessment of the client’s projected retirement income is required to demonstrate the client is able to afford the mortgage repayments in retirement. The suitability report should confirm that this has been carried out and the projected income is sufficient to cover the ongoing payments.

	Other relevant information
	Does the report explain any other relevant information, e.g. Help to Buy, Right to Buy etc?
	All other information relevant to the client’s circumstances should be fully explained within the report.
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Commission / advice fee

	Any fees/commission payable must be shown in the KFI/ESIS with the client being referred to this document

Is the commission and/or fee in line with the disclosure document?

	Where the commission and/or fee is in excess of the disclosure document there must be evidence on file to demonstrate why this is the case and justify the reasons for this. The FCA will not consider it a good consumer outcome if a client has been charged more than the disclosure document states without justification which is clearly documented to the client. The FCA could deem the advice to be unsuitable.  If an additional fee is charged has the firm considered if this impacts upon the value of the product being recommended.


	Fees added to Mortgage
	Have fees been added to the mortgage borrowing?
	Where a client(s) is adding fees to the mortgage borrowing. The Suitability Report should confirm that this was a positive election by the client(s), and they were made aware of the implications of adding the fee and understood and accepted the additional cost.

	Signed & Dated by Adviser

	Has the report been signed and dated by the Adviser?
	The report must be signed by the adviser making the recommendation.

Is there evidence that the adviser has checked with the client that they understand and have read all key information contained within the report.  Has the adviser supported the client by checking if they have any questions or do they require breathing space before proceeding? 


	Feedback
	Has the client provided feedback on the service?
	While this is not required for all cases, it can be appropriate to seek feedback from a cohort of clients around whether the service met their expectations, their perception of value and where the service can be improved.




	OVERALL ADVICE

	
The overall advice should be suitable for the client, and the KYC information recorded for the client should clearly demonstrate that this is the case taking into account their personal circumstances, needs and objectives and attitude to mortgage risk.
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