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Introduction

1. Coverage of the Report

This document is a joint Report presented together by the European Industry Associations, which
signed the Code of Conduct i.e. the European Mortgage Federation, the European Banking
Federation, the European Savings Banks Group, the European Association of Cooperative Banks,
the European Federation of Building Societies and Eurofinas. The information gathered therefore
encompasses EU mortgage lenders covering approximately 100% of the mortgage market at EU

level.

2. Procedure according to the Home Loan Agreement

On 5th March 2001, the European Industry Associations and the European Consumers’
Organisations signed the Agreement on a Voluntary Code of Conduct on Home Loans, which aims
at improving and harmonising the pre-contractual information to be disclosed to consumers looking
for a Home Loan (i.e. a mortgage / secured credit for housing purposes) in the EU. This Agreement
was endorsed in EU regulation through a Commission Recommendation®. Both the Agreement on
the Code of Conduct and the Commission Recommendation provide for a number of procedures
aimed at ensuring effective, timely and satisfactory implementation of the Code of Conduct, as well

as a monitoring of the timing, level of take up and efficiency.

2.1 The procedure started with a two-step implementation procedure of the Code and a

set timeframe:

Registration: Credit institutions, which decide to adhere, must first signal their intention to do so
by registering in the specific Code of Conduct Register® created and managed by the Commission.
For credit institutions that were members of the European Industry Associations when the Code

was signed, the deadline for registration was 30th September 2001.

Implementation: Credit institutions, which have registered with the Commission, have one year
from the date of registration to effectively implement the Code. Credit institutions that were
members of the contracting European Industry Associations at the time of signature were therefore

expected to implement by 30th September 2002.

2 Brussels, 1 March 2001, C (2001) 477 final.
3 http://www.europa.eu.int/comm/internal_market/en/finances/lending/index.htm
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2.2 The second step of the procedure consisted of a report on the level of
implementation by the contracting European Industry Associations and the Commission.
According to Art. 7.1 and 7.4 of the Agreement and Art. 6 of the Recommendation, the Commission
was to monitor the uptake and effectiveness of the Code and review its operation throughout the
EU Member States two years after the adoption of its Recommendation endorsing the Code i.e. by
March 2003.

To this end, the Commission relied on both the Industry’s First Annual Progress Report, presented
at the beginning of 2003, and its own monitoring results i.e. the external Study carried out by IFF
in Hamburg, appointed by the Commission in February 2003. The Report by the Consultant results

from the Commission’s monitoring obligation stipulated by Art. 7.

The Industry’s First Annual Progress Report comprised the extent of registration and
implementation by EU credit institutions, the coverage given to the Code in the different Member
States, the types of loans it encompasses and the various ways, in which it is published. The
Report concluded that the results at the end of 2002 were satisfactory. More than 3600 credit
institutions in the EU and Norway had signaled their adherence to the Code, equating to some 95-
100% of the national market in a majority of Member States, and the large majority of registered
institutions had implemented the Agreement. Despite these results, the Industry did acknowledge
that there was some room for improvement, notably in respect of the UK, France and Spain.
Positively, since the publication of the first industry report in March 2003, the situation has
changed with both French and UK credit institutions implementing the Code. In Spain, the draft
regulation designed to enforce the Code and resolve the problem of incompatibility between the

Code and the national legislation is still outstanding.

On the other hand, the Consultant’s Report, which was published in August 2003, proved to be
extremely negative in its conclusions and reported an extremely low level of implementation of the
Code. The Industry was however concerned by the results and in its response to the Report (Annex
1), submitted to the Commission on 1 November 2003, the Industry signatories reiterated their
commitment to the Code and highlighted their misgivings with regards to the Consultant’s
conclusions and in particular his methodology. The current Annual Progress Report explores this

issue and the findings are summarized in Section 11 below.

2.3 The third step of the procedure consisted of an assessment of the implementation of
the Code by the Commission, taking into consideration the Consultant’s Report, the

Industry’s Progress Report and comments received from the Consumers’ Organisations.
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The Commission also announced that the Forum Group on Mortgage Credit would be given the task
of examining the issue of pre-contractual information and delivering a set of recommendations. In
December 2004, the Forum Group duly published its Report, together with 48 recommendations.
Positively, both Industry and Consumer representatives felt that the European Standardised
Information Sheet was an extremely useful tool for the provision of information and should be

encouraged by the Commission.

In May 2004, DG Sanco Commissioner Byrne urged the Industry to action and invited the signatory
Associations to develop a common position on the timeframe for handing over the European
Standardised Information Sheet (ESIS) to consumers. He also requested information on training
schemes and audit plans. In October 2004, EBIC sent a detailed letter (Annex Il) answering
Commissioner Byrne’s questions on its implementation. The Industry explained that the ESIS is
handed over in time for consumers to shop around, although not at a harmonised predetermined
time in the loan granting process. The current Progress Report investigates this issue and the
questions on staff training and a compliance board. Section V below summarises the Industry

Association’s findings.

In its letter, the Industry also reiterated its conviction in the Code. Indeed, the Industry remains
totally committed to the Agreement according to its current status. Huge resources have been
invested in the Code and the Industry is determined to improve the level of implementation
further. Positively, credit institutions in a number of New Member States, the Czech Republic,
Estonia, Cyprus, Hungary and Malta have already adhered to the Code and credit institutions in
Estonia, Cyprus and Malta are already implementing the Agreement. Polish credit institutions have
however, in the absence of a clear signal from the Commission concerning the future of the Code,
signalled a reluctance to make the necessary investments in order for them to comply with the
provisions of the Agreement. The Industry has, on a number of occasions, requested that the
Commission send a letter, similar to the one sent to the EU15 inviting them to adhere to the Code
back in 2001, to the New Member States. Indeed, Commission backing is vital to the satisfactory

functioning of the Agreement.

Based on experience and discussion with stakeholders, consumers’ organisations and the
Commission, the industry is also ready to review and improve the content of the Code if deemed
necessary. In this respect, the Industry would also welcome a new external study to be launched
by the Commission, provided the methodologies can be explained and discussed beforehand with

the stakeholders.
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Positively, the Commission has recently indicated to the Industry that they would grant the Code
some more time in order for it to prove its efficiency. Further to this reassurance as to the Code’s
future as well as to the Industry’s commitment, EBIC Member Associations decided to publish their

second Progress Report on Implementation.

. Take-up of the Code: Wide coverage in 19 Member States & Norway”

Adhesion to and implementation of the Code is impressive in 19 Member States and Norway.
Moreover, credit institutions in five New Member States, the Czech Republic, Estonia, Cyprus,
Hungary and Malta have adhered to the Code and credit institutions in Estonia, Cyprus and Malta
are already implementing the Agreement. What is more, on joining the EMF in 2004, the
Federation’s Romanian Member, Domenia Credit, implemented the ESIS. Based on the statistics at

the end of June 2005, the level of adhesion and implementation is as follows:

§ Belgium: 27 credit institutions® have adhered to and implemented the Code, representing
90%b of the national market.

§ Czech Republic: All 6 members of the EFBS have decided to adhere to and implement the
Code.

§ Denmark: All Danish mortgage banks (6) have adhered to and implemented the Code.
Together, they cover 94% of the national market.

§ Germany: A very large number of members of the National Associations® have adhered
to and implemented the Code.

§ Estonia: All members of the national association (6 credit institutions) have
adhered to the Code and implemented from 1 October 2005. Together, these institutions
represent 99% of the national market.

§ Greece: 21 credit institutions have adhered to and implemented the Code, representing
9590 of the national market.

§ Spain: No Spanish lender has so far adhered to the Code. Consumers are however considered
to be very well protected due to the existing national rules on transparency and consumer
protection. Spanish lenders are waiting for the government to harmonise existing national rules
with the European Code on home loans in order to assure coherency. Once this harmonisation

is in place, all lenders are expected to adhere immediately.

4 See Tables 1.1 and 1.2 below

5 For the 1st Progress Report, the number was 35. Since 2002, however, a number of mergers have taken place
in the Belgian market and other financial institutions have ceased their activities, explaining the new figure of
27 banks/financial institutions.

Sverband Deutscher Pfandbriefbanken (vdp), Bundesverband deutscher Banken (BdB), Deutscher Sparkassen-
und Giroverband (DSGV), Bundesverband der Volks- und Raiffeisenbanken (BVR), Verband der Privaten
Bausparkassen (VdpB), Landesbausparkassen (LBS).
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8§ France: 42 credit institutions have adhered to the Code and 40 credit institutions have
implemented. Adhering institutions represent 40% of the national market, while implementing
institutions represent 30%.

§ Ireland: 12 credit institutions have adhered to and implemented the Code, representing
more than 99%b of the national market.

§ Italy: 512 credit institutions have adhered to and implemented the Code. Together, they
cover 96%b of the national market.

§ Cyprus: 9 credit institutions have adhered to and implement the Code. Their total national
market share is not known.

§ Luxembourg: 15 credit institutions have adhered to and implement the Code, covering
more than 90%o of the national market.

§ Hungary: No specific information as yet.

§ Malta: No specific information as yet.

§ The Netherlands: 124 credit institutions have adhered to and implemented the Code.
Together, they cover 99%6 of the national market.

§ Austria: Almost all members of the national associations have adhered to and
implemented the Code.

§ Portugal: 217 credit institutions have adhered to and implemented the Code. Together,
they represent 95.4% of the national market (this figure also includes consumer credit, as no
separate figures are available).

§ Finland: 334 credit institutions have adhered to and implemented the Code. Together, they
cover 99%b of the national market.

§ Sweden: 85 credit institutions have adhered to and implemented the Code. Together, they
cover 90%b of the national market.

§ UK: 142 credit institutions (all of the CML’s members) have adhered to and implemented
the Code. Together, they cover 9826 of the national market.

§ Norway: 108 credit institutions have adhered to and implemented the Code, representing
approximately 7% of the total number of banks (150, of which 130 are savings banks (all
savings banks provide the ESIS at the request of the consumer) granting home loans in

Norway, amounting to 40% of the market share in the country.

Depending on the country, the source of the figures above is either the national statistics provided
by the National Authority (National Bank, national body responsible for statistics) and/or the

statistics or estimates from the national trade associations.

7 Based on 2002 figures.
8 Based on 2002 figures.
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Considering that, in general, the level of adhesion and implementation throughout the
Member States is between 90 and 100%b (excluding the particular cases of France and Spain),
not much further adhesion or implementation is expected (see point 1.3 in the tables
below). The exceptions are Belgium, Germany, Hungary and Portugal, who anticipate a small
number of additional adhesions. Provided that the regulation resolving the problem of
incompatibility between the Code and the national legislation is adopted, adhesion and

implementation will also begin in Spain.

In terms of the results of the survey published by the IFF Consultant in June 2003, 7 Member
States (BE; DK; DE (all associations); GR; IE; IT and AT (EFBS)) have been able to investigate

problems raised by the Consultant in his report.

While there are a number of explanations for the discrepancy between the IFF figures and the

figures produced by the Industry, the key points underlined by the Industry are as follows:

§ The Consultant failed to understand or take into account national specificities. This is
particularly the case for Denmark, which was completely excluded from the Report. Despite
countless explanations beforehand from Realkreditrddet, the Consultant failed to appreciate
that to obtain a loan offer and therefore an ESIS in Denmark, the consumer must own a
property, which can be mortgaged. The Consultant’s Interviewers obviously did not.

§ The Study was based on the incorrect assumption that the General Information and
the ESIS should be handed out during the first or second meeting with the client.
Credit institutions are not obliged to and do not provide the full pre-contractual information
(General and ESIS) at the first contact in order to avoid information overload and also because
in order to be able to provide an ESIS, a lender requires personal information from the
borrower, which it would not have at this stage. However, if the Consultant’s interviewer did
not receive the full set of pre-contractual information at the first contact, this was interpreted
as a failure or as incomplete information.

8§ There was an imbalance in the assessment of formal and material errors. While formal
irregularities are unfortunate, they are not by nature essential, and yet in the Consultant’s
report, they were weighted in the same way as material errors.

§ On a general basis, the Survey was carried out too soon after the deadline for
implementation. As such, more time was required for the measures taken by credit
institutions e.g. staff training, modification of IT systems etc. to fully take effect. Similar
problems would have been encountered by any new procedure, be it of a strictly commercial,

regulatory or self-regulatory nature.
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The adhering institutions in 10 Member States (BE; DK; DE; EE; GR; FR; IT; CY; SW and NO)
publicise their application of the Code. In 4 Member States (LUX; AT; PT and FI), publication
of application of the Code depends on individual institutions (see Table 1.5). Application of the
Code is generally publicised via the websites of the credit institutions, through the press and in

brochures.

The adhering institutions in 17 Member States make copies of the Code available in their
premises on a general basis. Depending on the country and the institution, copies of the Code
are either made available permanently via the institution’s website, in branches or are handed out

on request.

1l. Code’s coverage
The Report also examines whether mortgage withdrawal loans®, non-secured housing loans and
secured loans with the mixed purpose of housing and consumption are offered in the Member

States and, if so, whether they are covered by the Code.

§ Mortgage withdrawal loans are offered in 16 Member States and Norway'®: Belgium
(rare), Denmark, Germany, Estonia, Greece, Spain, Ireland, Italy, Luxembourg, the

Netherlands, Austria, Portugal, Finland, Sweden, the UK and Norway.

o In 9 of the 16 countries where they are offered, depending on the institution,
mortgage withdrawal loans are covered by the Code of Conduct: Denmark,

Germany, Ireland, Austria, Portugal, Finland, Sweden, the UK and Norway.

§ Non-secured housing loans are offered in 8 Member States: Belgium (rare), Germany,

France, Luxembourg, Austria, Portugal, Finland and the UK

o In 6 of the 8 Member States where they are offered, depending on the
institution, non-secured housing loans are covered by the Code of Conduct:

Germany, France, Luxembourg, Austria, Portugal and Finland.

§ Secured loans with the mixed purpose of housing and consumption are offered in 15
Member States®?: Belgium (rare), Denmark, Germany, Estonia, Spain, Ireland, Italy, Cyprus,

the Netherlands, Austria, Portugal, Finland, Sweden, the UK and Norway.

9 Mortgage withdrawal loans are secured loans taken out for consumer purposes.

1% Not all kinds of credit institutions in these countries offer Mortgage Withdrawal Loans
11 Not all kinds of credit institutions in these countries offer non secured loans

12 Not all kinds of credit institutions in these countries offer secured mixed loans
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o In 12 of the 15 Member States where they are offered, depending on the
institution, secured mixed loans are covered by the Code of Conduct: Belgium
(only if the housing purpose is predominant); Denmark, Germany, Estonia, Ireland,
Italy, the Netherlands, Austria, Portugal, Finland, Sweden and the UK (provided the

whole loan is secured on the property).

13 Member States (DK; DE (vdp, BDB, DSGV, BVR); GR; ES; FR; IE; IT; CY (differing views);
NL; AUT (ESBG only); PT; SW and the UK) would support the formal extension of the Code of

Conduct to include mortgage withdrawal loans.

Considering the importance of intermediaries in the loan-granting process, 13 Member States
(BE; DK; DE (vdp, BDB, DSGV and BVR); EE; GR; ES; IE; IT; CY (differing views); LUX; NL; PT
and the UK) would support a proposal to extend the application of the Code to cover credit

intermediaries.
111. Staff Training

In 13 Member States (BE; DK; DE; GR; FR; IT; CY; LUX; AT; PT; FI; SW and the UK), financial
institutions have provided their staff with training activities on how to implement the Code. In
many cases, training has taken the form of workshops or seminars. Other financial institutions
have circulated appropriate written instructions. National trade associations have disclosed
informative and explicative communications of the content of the Code to their members, while

others have offered training through the Intranets of each of their members.
1V. Difficulties Encountered

It has been/still is necessary to amend the text of the European Standardised Information Sheet

(ESIS) in only 3 Member States: Denmark, Spain and the UK.

8§ In Denmark, for practical reasons, the Consumer Credit Act, which implements the Consumer
Credit Directive, is worked into the Code of Conduct so that banks are not required to give the
same information twice.

§ The Spanish regulation is, substantially, very similar to the Code, but different in formal
aspects. Therefore, it is necessary to adapt the national law to the formal requirements of the
Code.
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§ In the UK, the Financial Services Authority (FSA) requires lenders to provide customers with a
“Key Facts lllustration”, the format of which is strictly prescribed. The FSA considers that the

KFI meets the requirements of the ESIS, albeit in a different format.

In Norway, some aspects of the Code do not correspond with the national legislation. As such,
banks have asked for the necessary regulatory changes in order to put in line the existing
information regime with the ESIS. That said, for the time-being at least, the Code remains in its

original form.

While nho amendment of the ESIS was necessary in Belgium, Belgian lenders do however make
certain precisions to the ESIS in order to reflect national specificities. These precisions relate in
particular to the nominal rate, the APRC, fixed-term loans, internal complaints schemes and the

obligation to domicile bank account and salary with lender.

Other Member States, notably France and Ireland, have noted confusion from consumers as a
result of overlaps between the ESIS and the ‘offre préalable’ in France and the ESIS and the loan

offer cover sheet in Ireland.

It has been/still is necessary to amend national legislation to allow institutions to comply with the

Code in only 2 Member States: Spain and the UK.

§ In Spain, a regulation to enforce the Code and resolve the problem of incompatibility between
the Code and the national legislation is required.

§ UK: the prescribed KFl does not make inclusion of an amortisation table mandatory. In order
to make the KFI fully compliant with the Code of Conduct, the FSA would therefore need to
make inclusion of an amortisation table compulsory. It is unlikely that the FSA will do this,

since its own consumer research indicated that such tables were not useful to UK consumers.

The Code’s provisions, or part of them (ESIS), were integrated into the national legislation of 4

Member States: Greece (indirectly); Spain; Italy and the UK.

§ Spain: The Code’s provisions will be transposed with a higher level of protection.

§ Italy: Banks, which have adopted the Code, are not obliged to comply with the Italian
regulation on Pre-contractual Information.

§ UK: The Code of Conduct was originally based on the UK's Mortgage Code, which goes well
beyond the provisions of the Code of Conduct. All the provisions of the Mortgage Code have

now been translated into the UK's statutory regime. As such, any UK lender which used to
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comply with the Mortgage Code, and which must now comply with the UK’s statutory regime, is

complying with and exceeding the requirements of the Code of Conduct.

The current Progress Report also examines the stage of the loan granting process at which credit

institutions hand over the ESIS to the consumer:

In 10 Member States (BE (+x30%); DK; DE (in the case of a binding offer); ES; FR; IE; NL; AT;
PT and SW), the ESIS is handed over to the consumer together with the loan offer.

In 6 Member States (BE (x70%); GR; IT; LUX; AT; FI and the UK), the ESIS is handed out to the
customer at the personalised contact stage, during which the candidate borrower’s details and

needs are identified.

In Norway and Estonia, the ESIS is only handed out to the consumer on request.

The timeframe, during which the consumer can ‘shop around’, varies from country to country and
depends on whether the offer is legally binding or not (for more information, see EBIC letter to
Commissioner Byrne dated 19 October 2004):

§ In Spain and Sweden, the consumer has up to 2 weeks to shop around.

§ In France, the consumer can shop around for up to 30 days.

§ In Belgium, the offer has to legally provide for a reflection period, which varies between 1
and 2 months depending on the lender.

In the Netherlands and Austria, the consumer has up to six weeks.

In Portugal, the consumer has up to 60 days.

In Denmark, the consumer has up to six months.

w W W W

In Germany, Estonia, Cyprus, Ireland, Italy, Finland and the UK, the consumer has an

unlimited period of time to shop around.
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I. Take-up of the Code

1.1 How many banks and financial institutions have adhered to and implemented the Code in your

country?
Country Adhered to Code Implemented Code
Belgium 273 27 (see footnote 2)
Czech Republic All 6 members of the EFBS | -
are currently in the process of
adhering to the Code.
Denmark 6 (all mortgage banks) 6 (all mortgage banks)
Germany A very large number of | A very large number of
members of the National | members of the National
Associations™, which | Associations, which amounts to
amounts to a wide majority of | a wide majority of credit
credit institutions  granting | institutions granting Home Loans.
Home Loans.
0o vdp: 100% of its members o vdp: 100% of its members
o BDB: vast majority of its | o BDB: vast majority of its
members members
o DSGV: more than 80% of | o DSGV: more than 80% of its
its members members
o BVR: 841 o BVR: 841
o VdpB, LBS: 27 (100% of its | o VdpB, LBS: 27 (100% of its
members) members)
Estonia 6 (10096 of its members) 6 (10096 of its members)
Greece 21 21
Spain - -
France 42 40
Ireland 12 12
Italy 512 512
Cyprus 9 9

3 For the 1st progress report, the number was 35. Since 2002, however, a number of mergers have taken
place in the Belgian market and other financial institutions have ceased their activities, explaining the new
figure of 27 banks/financial institutions.

14 Verband Deutscher Hypothekenbanken (vdp),

Bundesverband deutscher Banken (BdB), Deutscher

Sparkassen- und Giroverband (DSGV), Bundesverband der Volks- und Raiffeisenbanken (BVR), Verband der
Privaten Bausparkassen (VdpB), Landesbausparkassen (LBS).
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