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Introduction   
  
UK Finance is the collective voice for the banking and finance industry in the UK. Representing more 

than 250 firms, we act to enhance competitiveness, support customers and facilitate innovation. Our 

members are large and small, national and regional, domestic and international, corporate and 

mutual, retail and wholesale, physical and virtual, banks and non-banks. We represent the full range 

of the mortgage industry from the largest lenders to the smallest, high street and challenger banks, 

building societies as well as non-banks and the regulated third-party administrators who service 

inactive lenders. Our members include lenders who are fully intermediated and lenders who provide 

advice directly to customers.   

  
We are pleased to respond to Chapter 5 of the PRA’s Occasional Consultation Paper 

25/19. It is relevant to members that either are, or are considering, offering Retirement Interest Only 

(RIO) mortgages to customers.  Members’ views differ in a number of areas, mostly based on their 

chosen business model for the provision of RIO mortgages, so we have reflected both views in our 

response to reflect this.  

  

RIO Mortgages  
  
RIO mortgages are loans for more mature borrowers. The lender will not seek repayment of the loan 

until a specified life event, usually the customer’s death or move into residential care. At that point 

the loan is repaid through the sale of the property. The FCA implemented a rule change to the 

Mortgages and Home Finance: Conduct of Business Sourcebook (MCOB) in March 2018, in 

response to increased demand for mortgage borrowing among older 

customers. Factors1 impacting on demand includes customers taking debt into retirement, interest-

only mortgages maturing without adequate savings to fully repay, and pension savings shortfalls. A 

RIO mortgage is a potentially appropriate solution for older customers with borrowing needs and 

good pension income. While the number of firms offering RIOs has increased since the rule 

change, completions are low, and the market is not yet mature. Member feedback indicates that the 

decline rate is high due to the affordability requirements (i.e. customers are not passing affordability 

when income is assessed on the remaining life).  

 

https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/consultation-paper/2019/cp2519.pdf?la=en&hash=B4283FB827F7DBF67008FDDD79A6E98EE1DCCEFB
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Reporting of RIO mortgages to the FCA via Mortgage Product Sales Data form PSD001 is not yet 

robust. UK Finance has reached out to members to ensure full and accurate reporting via PSD, 

however there are some RIO lenders who are not its members. So, any conclusions made about 

performance of a RIO loan are immature.       

  

Conversion to RIO mortgages - indicators of distress  
  

The PRA proposes, in paragraph 5.9, that firms should classify conversions of exposures to RIO 

mortgages as being distressed restructuring in cases where:  

  

a. the exposure is in default as a result of being a past-term interest only (PTIO) mortgage; or  

b. the firm has assessed that the obligor is unlikely to be able to make outstanding principal 

payments in respect of the exposure.  

  

The PRA also proposes, in paragraph 5.10, that a customer exiting from PTIO to a RIO mortgage 

must pay a portion of the principal at least equal to the amount that would be sufficient to reduce the 

loan to value (LTV) to the maximum at which the lender will offer a RIO product to exit default. 

  

Members view varies regarding these two paragraphs. Whilst some members accept that any 

modification offered to a customer already in default  (whether due to past due criteria or unlikeliness 

to pay) should be considered a distressed restructuring in accordance with EBA GL2017/06 

paragraph 53; they note that upon conversion to RIO, the lender has already established 

creditworthiness of the borrower and the borrower’s ability to maintain the new terms of loan for the 

remaining lifetime and therefore, the RIO loan should not be considered distressed. 

 

Views from other members is that neither of conditions outlined in paragraph 5.9 is applicable to RIO 

loans (after conversion), in particular: 

   

a. The rationale for continuing to treat the mortgage as distressed restructuring once converted 

to a RIO mortgage is unclear. There is currently no loss data available to ascertain the risk 

profile of a RIO mortgage, irrespective of which type of mortgage the customer 

previously had. In our view a customer in default due to having a PTIO mortgage but with no 

history of arrears, is no different to any other customer with no history of arrears. Additionally, 

lenders apply prudent scoring and underwriting criteria to assess ability and willingness to 

pay, perhaps with greater conservatism than an ordinary Interest-Only mortgage. For 

instance, advances are subject to borrower age and LTV restrictions. Some members are of 

the view that if the customer meets the lending criteria and passes affordability tests, 

upon origination or product transfer, the RIO mortgage should not be treated as being in any 

kind of default. Furthermore, it is our view that there should no difference in treatment 

between existing borrowers switching to RIO mortgages and new RIO borrowers as long 

as LTV and affordability requirements are met.  

 

b. Point (b) becomes redundant after conversion to RIO, as the outstanding principal payment 

is settled upon sale of the property following death or move into long-term care of the last 

surviving borrower. Unlike a lifetime mortgage (i.e. equity release), interest is paid over the 

term rather than being roll-up, so there is little to no risk of negative equity/equity erosion. 

These members recommend removal of this condition.  
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It follows that those members that believe conversion to an RIO should not be considered a 

distressed restructuring, also express the view that the proposal at paragraph 5.10 appears to 

be unnecessary. A lender would not allow a switch (or re-mortgage) to a RIO mortgage unless the 

customer is already eligible in terms of LTV and affordability. Also, there are cases where the LTV 

may already be within the lender’s criteria, so a reduction in balance is not required.   

 

There is however a different view shared by some members who agree with the PRA that the 

conversion to RIO mortgages should not automatically result in exit from default of a PTIO. As the 

conversion is offered to a customer already in default, members expect that the customer should 

maintain a minimum of 12 months payment as probation period where no other indication of 

unlikeliness to pay is present (in accordance with EBA/GL/2016/06, paragraphs 72 and 73).  

 

They also argue that no additional payment of principal is necessary for the customer to exit default 

after successful completion of probation period. This is because:  

  
• Following conversion to a RIO mortgage for eligible customers, which requires stringent 

affordability criteria and low LTV requirements to be met, the repayment of principal through 

sale of property is an integral part of the product design and not a recourse due to unlikeliness 

to pay, therefore no indication of default remains present.   

  

• If the PTIO mortgage is already eligible for RIO mortgage but the existing lender cannot allow 

exit from default without a material payment of principal, it follows that new lender should 

treat such loans as Purchased or Originated Credit Impaired. This would result in higher cost 

of lending which may lead to change in market dynamic and unfair customer outcome. It is 

also unclear how this should be controlled in future.  

The current wording of paragraph 5.9 and 5.10 will result in the same customer receiving different 

treatment from the current lender vs. new lender. Furthermore, in paragraph 5.10, where it is 

specified that “the borrower should at least make a material payment of the principal of the IO loan 

such as is necessary to meet the lender’s RIO underwriting criteria.” it is not clear whether such 

underwriting criteria must have been available to new borrowers or the existing IO customers  not 

yet in default .  In other word, would paragraph 5.10 requires the lender to offer RIO in open market 

with the same condition as those offered to PTIO in order to be able to allow exit from default after 

minimum 12 months post conversion to RIO?  

We ask that the PRA amends the wording of paragraph 5.10 clarify that where the borrower already 

meets the lender’s RIO underwriting criteria, a zero payment of principal is acceptable regardless of 

whether RIO is currently offered to new customers.  

 

Notwithstanding the expectation outlined in paragraph 5.12, our members have concerns that 

calculation of loss given cure for past term IO mortgages that exit to not-in-default status due to 

conversion to RIO is unclear and would be excessively penal and unrealistic if considered in 

conjunction with paragraphs 2.19 of the consultation CP 21/19 ( Credit risk: Probability of Default 

and Loss Given Default estimation) where total outstanding principal should be discounted at 

minimum 9% for the duration of default.  

 

 

https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/consultation-paper/2019/cp2119.pdf?la=en&hash=A241D325B94DEFFE3B5DDD7B87AEF9672ED9C439
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Risk weighting of RIO mortgages  
  
The PRA further proposes, in paragraph 5.12, that RIO mortgages should be separated from current 

IRB ratings systems and risk-weights be calculated on standardised approach (SA) until such time 

that IRB permission is granted by the PRA. We note that requiring RIO mortgages to be 

risked weighted using the SA at overall level (portfolio level) increases capital requirements 

compared to those determined by IRB models. Given the nascent nature of the market, it is unclear 

whether this will have a dampening effect on supply or not.   

  

There may be reasons why current IRB models are unlikely to be suitable for RIO 

mortgages. Estimation of probability of possession given default (PPGD), which forms part of the 

LGD estimation for IRB is different between RIO and other type of mortgages, in the absence of 

adequate historic data may be problematic as possession of RIO collateral would follow FCA-

specified ‘life events’ such as death or move into residential care, so the drivers of this are not the 

same as other Interest-Only possessions, such as credit worthiness and repayment 

history. It is also unclear whether the Forced Sale Discount (FSD) model for RIO mortgages will be 

different to Interest-Only mortgages. Hypothetically, the nature of the product and behaviour of the 

borrower may be different, but there is no loss data available to support this. We suggest that the 

PRA considers how firms are to run an FSD model in the absence of data. Without sufficient data or 

loss experience for lenders to build bespoke ratings systems for RIO mortgages, it may be valid to 

consider that a RIO mortgage is a subset of Interest-Only mortgages. Without further certainty from 

the PRA, it may be challenging for firms to evidence how an IRB model would be appropriate for RIO 

mortgages. We also note that the potential capital benefit from using IRB over SA will become 

smaller with the introduction of Basel III output floors.   

  

It is useful for the PRA to re-iterate in paragraph 5.13 that firms are required to report data on RIO 

mortgages in their PSD001 submissions. As described above, reporting on RIO mortgages through 

PSD001 is currently incomplete and UK Finance actively encourages all of our members to report 

fully and accurately. We are of the view that not all firms will have the capability to isolate borrowers 

transferring from existing IO stock (pre and post maturity) to new RIO lending. Firms will know if the 

customer seeking an RIO mortgage has a PTIO mortgage when underwriting the new contract, 

however there is little capability for firms to track the borrowers’ previous IO mortgage history unless 

the customer is seeking an internal product transfer. We ask that the PRA amends paragraph 5.13 

to make clear that their expectations are limited to internal product transfers and not new regulated 

mortgage contracts.  

  

Overall, we acknowledge that the evidence to support how firms should (or should not) treat RIO 

mortgages is limited. We support the PRA’s efforts to promote consistency in practice across firms, 

noting that the likely impacts of the proposals are largely hypothetical until further evidence 

exists, and we would be delighted to engage further with the PRA on this topic 

as experience of this mortgage product evolves.  

 

  
Responsible Executives 
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