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1. Executive Summary
This impact assessment has been conducted from end to end (from the on boarding of a new Residential Mortgage customer product up until maturity of that product) assessing the impacts to HSBC Residential Mortgage Products. This assessment has identified the following areas listed below as areas that are impacted when the business changes from HSBC Residential Standard Variable Rate (SVR) as its default reversionary rate to Bank of England Base Rate (BBR) for new residential mortgage products:

· Products (All Residential Mortgage products will be impacted).

· Systems (part of the functionality of Phoebus, DPR Legacy/ DPR Premium Bank, Bastion and Standalone ESIS that relates Residential Mortgage product relating to SVR will all be impacted).

· All documents/literature sent out to customers/brokers/solicitors that reference SVR will be impacted.

· Websites: HSBC for Intermediaries (KRFI) and HSBC (KR) websites that reference SVR will be impacted.

· Calculators: Internal and external financial calculators/calculations that are used to calculate SVR that reference SVR will be impacted.

· Processes: IT Processes, Operations processes, Documentation Processes and Reporting processes will all be impacted.

· Departments: 
· Marketing: HSBC Product Guide, HSBC Further Advance Guide, HSBC Criteria Guide, HSBC Interest Rate Sheet, Residential General Mortgage Information booklet that all references SVR will all be impacted.
· Reporting: Management Information (MI): MI will be impacted when there is the need to differentiate the various accounts in Phoebus, make changes to choices letter, make changes to scheduled reports will all be impacted when the business decides to reduce, replace or change HSBC Residential Standard Variable Rate (SVR) as the default reversionary rate to Bank of England Base Rate (BBR).
· Legal: Update to terms and conditions for new customers.
· Compliance/ Regulatory: Update to terms and conditions for new customers.

2. Background
SVR stands for Standard Variable Rate, which is the interest rate charged by Banks and Building Societies on mortgages that do not have a fixed, capped or discounted rate. It is usually based on the Bank of England Base Rate (BBR) and is usually a percentage point or more above it. At the moment, the current Bank of England Base Rate is 0.75%, and has been 0.75% since 2nd of August 2018 (Bankofengland.co.uk, 2019). This is the highest it has been in nine years. Before August, it had stood at 0.5% since November 2017. 
When the Bank of England increases the BBR, lenders and savings providers will usually respond by increasing their SVR rate in order to match the Bank of England Base Rate. Lenders and savings providers often pass the costs associated with servicing higher lending rates onto consumers, by raising the interest rates on loans. Alternatively, when the Bank of England reduces the base rate, Banks and Building Societies are not obliged to change their rates in line with the BBR, except on accounts where the interest rate is linked to the base rate (The Guardian, 2006). 

The SVR a lender sets are determined by several other factors apart from the reference base rate; these factors could include
:

· The lender’s cost of borrowing;

· The lender’s risk management; and 

· The lender’s internal financial targets.

The Mortgage Proposition Team has identified that the calculations that drive the HSBC Standard Variable Rate are not robust enough leading to complications whenever HSBC wants to change the SVR rates. In line with the Financial Policy Committee (FPC) Financial Stability Report policy recommendation, HSBC has decided to use the BOE base rate as the reference rate for its SVRs rather than the current internal calculations.

HSBC uses an SVR for both residential and buy-to-let mortgages. 
NOTE: All other OneSavings Bank brands and systems are out of scope for the impact assessment presented in this document.
3. Methodology

In order to complete this impact assessment, the following Teams have been engaged with: 
· IT

· Mortgage Proposition Team 

· Compliance & Conduct Risk

· Marketing

· Management Information (MI)

· Legal

4. Document Purpose

The purpose of this paper is to identify the impacts to HSBC when the business changes from HSBC Residential Standard Variable rate as the default reversionary rate to Bank of England Base Rate.
4.1
Business Drivers

The business drivers for this impact analysis are listed below:

· To enable the mortgage proposition Team, raise a BCRF to PMC
· To get clarity on the impact to HSBC when this change proceeds and; 

· To understand the scope of work that needs to be carried out.




5. Assumptions 

Listed below are the assumptions that have been considered before embarking on the impact analysis assessment in order to change HSBC SVR:

a. Only the impact to HSBC systems and HSBC brand are within scope for this assessment.

b. Only impacts to the Residential SVR are within scope for this assessment. 

c. The impact to the Standalone ESIS system is within scope for this assessment.

d. Any impact to the Phoebus system is within scope for this assessment.

e. Any impact to the Bastion system is within scope for this assessment

f. Any impacts to the DPR system (Legacy and Premium Bank) are within scope for this assessment. 

g. Updates to the HSBC for Intermediaries websites & HSBC websites are within scope for this assessment.

h. Any updates to the HSBC for Intermediaries websites & HSBC Website Calculators are within scope for this assessment.

i. Any updates to the financial internal and external calculators are within scope for this assessment.

j. Any analysis on how marketing will communicate this change to customers is within scope for this assessment.
k. Any impact to the literature (e.g. Owner occupier mortgages – general information on HSBC for Intermediaries websites) is within scope for this assessment.
6. The impact of changing HSBC Residential Standard Variable Rate (SVR)

This impact assessment will consider the end to end (from the on boarding of a new Residential Mortgage customer product up until maturity of that product) what the impacts will be to HSBC when HSBC Residential mortgage products changes from SVR as its default reversionary rate to Bank of England Base Rate.  
The following areas listed below will be impact-assessed and documented within this report:
· Brand (HSBC ONLY)

· Products (Residential Mortgage Products only)

· Systems (Phoebus, DPR Legacy/ DPR Premium Bank, Bastion and Standalone ESIS)

· Any document/ literature sent out to customers/ brokers/ solicitors that references SVR
· Websites: HSBC for Intermediaries and HSBC websites only
· Calculators: internal and external financial calculators/ calculations 
· Processes: IT Processes, Operations processes, Documentation and reporting processes
· Departments: 
· Marketing: HSBC Product Guide, HSBC Further Advance Guide, HSBC Criteria Guide, HSBC Interest Rate Sheet, Residential General Mortgage Information booklet.
· Reporting (MI): Differentiating accounts in Phoebus, Changes to choices letter and Changes to scheduled reports. 
· Legal: Update to terms and conditions for new customers.
· Compliance/ Regulatory: Update to terms and conditions for new customers.
Below is a high-level summary of how the change from SVR to BBR will impact HSBC Residential Mortgage products. 
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6.1 Brand
If the business decides to reduce, replace or change the HSBC Residential Standard Variable Rate (SVR) as the default reversionary rate for HSBC residential originated loans, and starts using Bank of England Base Rate, a detailed impact assessment to the following business brands will not be impact assessed as these brands are agreed by the business are regarded as out of scope for this analysis: 
· Prestige Finance Ltd

· InterBay

· Heritable

· Asset Finance

· Jersey

· Guernsey

· Reliance Property

All aspects within HSBC as a brand will be fully assessed; these are listed below and will be elaborated upon in subsequent subsections:
· All HSBC Residential Mortgage products
· HSBC for Intermediaries website & HSBC website

· Systems: DPR, Phoebus, Bastion and ESIS

· Documents sent by HSBC to customers/ brokers/ solicitors that references SVR

· Internal/ external financial calculators that uses SVR in its formula to carry out any calculations

· The risk implications to HSBC if this change is carried out

6.2 Products
There are various products that utilises the SVR as the base rate. However, for this impact assessment, the products that will be assessed following HSBC changing from SVR to BBR are only HSBC Residential Mortgage products. The residential mortgage products to be assessed are listed below:
i. Residential Standard 

ii. Residential near prime 1-3 mortgage 

iii. Residential shared ownership mortgage

iv. Residential product transfer mortgage (choices)

v. Further Advance residential mortgage 
The impacts to all these products are:

a. The literature on all residential standard mortgage documents (e.g. Ts & Cs) which are sent to new customers, to brokers and solicitors will need updating to reflect the revised change from SVR to Bank of England Base Rate Tracker.

b. The formula used in the calculation of all listed residential standard mortgage product for new customers will be impacted (further analysis will need to be carried out).

6.3 Systems
As a result of the business decision to use Bank of England Base Rate as its base rate, the following systems listed below will be impact assessed: 
· ESIS

· Bastion

· DPR Legacy/ DPR Premium Bank

· Phoebus

· ESIS
The standalone ESIS tool which is the system that the business uses in producing the mortgage offer pack for post-contract variations will be impacted. 
The ESIS development team (Veena Lekshmy) confirms that the following recommendations will need to be implemented in order to fulfil this change:
a. Coding change carried out to the standalone ESIS tool.

b. The wordings to any document sent to customers from the Standalone ESIS tool will need updating from SVR to Bank of England Base Rate Tracker.

c. Any wordings on the standalone ESIS tool that reference SVR will need updating to Bank of England Base Rate Tracker.

d. The formula used in the calculation for residential mortgage products may be impacted (further analysis will need to be carried out).

e. The ESIS pack and the Mortgage Offer pack will need to be specifically tailored for any new residential mortgage product.
· Phoebus
The Phoebus system is HSBC’s mortgage servicing system. One of the in-house Phoebus system owners (Paul Smithers) highlights the changes below in order to reflect the change from SVR to Bank of England Base Rate that Phoebus will be impacted:

a. There is no code development required however there will be the need to build new base rates, interest rates and products within the Phoebus system.

b. The wording on any letter generated out of the Phoebus system that mentions SVR as the rate will be impacted.

c. Wordings to the Phoebus system that references SVR will need reviewing.

d. The product build template and base rate matrix will need to be updated. 
· DPR (DPR Legacy/ DPR Premium Bank)
DPR is One Savings Bank (OSB) mortgage origination system that processes all HSBC branded mortgages from initial application to completion. DPR legacy is live and DPR Premium Bank is yet to be deployed.

If the change to the SVR is to be implemented prior to the deployment of DPR Premium Bank, then both DPR Legacy and DPR Premium Bank will both be impacted.
However, if this change is to be carried out post deployment of DPR premium bank, only DPR Premium Bank will be impacted. The in-house system owner (Connor Downey) recommends that the following will need to be implemented within DPR premium Bank in order to fulfil this change:
a. There will be coding required for the offer and illustration documents and further analysis on this will need to be carried out to confirm this (confirmation from Legal & Compliance will be required).
b. Also, there will be an impact to the binding offer cover letter which can be delivered in-house (confirmation from Legal & Compliance will be required).
c. The wordings on any document sent to customers from DPR will need updating from SVR to Bank of England Base Rate Tracker.

d. The product build template and base rate matrix will need to be updated. 
e. There will be the need to create a new base rate tracker.
DPR Premium Bank was due to go live on 5th April 2019. It is still in testing stage due to some difficulties; however, it is anticipated that Premium Bank will definitely be in live by the time SVR is revised (i.e. if the business decides to progress this as a project).

· Bastion
Bastion will not be impacted if HSBC decides to revise its Residential Standard Variable Rate (SVR). This is because as of today, no products are built in Bastion anymore as the business is 100% boarding to Phoebus. Also, the mortgage servicing team key the Bastion rate codes for product builds into Bastion.
6.4 Documents/ Literature
If HSBC was to stop using the SVR rates for new products and start using the Bank of England Base rate as the rate used in the calculation for new products, the wording relating to SVR within the following documents sent to customers, brokers and solicitors listed below will all be impacted: 
· All Offer packs and ESIS packs generated through the ESIS engine sent to customers that mention SVR as the base rate on residential mortgage products will be impacted.
· All Illustration packs generated through the ESIS engine sent to customers that mention SVR as the base rate on residential mortgage products will be impacted.
· The wordings to any downloadable document within HSBC website (www.hsbc.co.uk/mortgages) that mention SVR as the base rate on residential mortgage products will be impacted.
· The Terms and Conditions in any document sent to customers that mentions SVR as the base rate on residential mortgage products will be impacted (Mortgage T&C’s).
· Any contract sent to customers that mentions SVR as the base rate on residential mortgage products will be impacted.
· All correspondence sent to customers and brokers that mention SVR as the base rate on residential mortgage products will be impacted.
6.5 Websites
The areas listed below will be impacted with a change to HSBC Standard Variable Rate:
· Any section within HSBC for Intermediaries domain that references SVR as the base rate on residential mortgage products (www.hsbc.co.uk/residential).
· Any section within HSBC domain that references SVR as the base rate on residential mortgage products (www.hsbc.co.uk/mortgages).
6.6 Calculators
The calculators that will be impacted if HSBC decides to revise its Residential SVR are listed below:

· All calculators within the standalone ESIS tool that calculates the SVR as its base rate on residential mortgage products may be impacted (further analysis will need to be carried out on this to look at the Monthly, APRC and APRC2 calculators). 
· The sample calculation table explained on HSBC website detailed in ‘’our mortgage offerings’’ (http://www.hsbc.co.uk/mortgages) that used SVR as its base rate on residential mortgage products will all be impacted. 
· The sample calculation table explained on HSBC for Intermediaries website in the ‘’detailed residential products types’’ (www.hsbc.co.uk/residential) that uses SVR as its base rate on residential mortgage products will all be impacted. 
6.7 Processes

The impacts to various processes as a result of the SVR Residential Mortgage change to Bank of England Base Rate are highlighted below:
From an IT perspective: -

· For Phoebus, there will be changes to processes such as - the product build process using a new interest code instead of the existing 050899GBP Residential SVR Code (further analysis will be required for this).
· There is no significant process change that will be different from what is currently done today within the DPR system, Standalone ESIS and Bastion system.
From a documentation perspective: -

· There are no impacts to the mailing house processes as the same processes will still be used as of today to send communications to brokers and customers after this change has been implemented.
From Operations perspective: -

· There are no impacts to processes within operations as the same processes will still be used as of today after this change has been implemented.
From Marketing perspective: -

· There is no different process for Marketing to capture and upload BBR tracker rate from what is currently done today.
From Reporting (MI) perspective: -

· No Management Information (MI) reporting process will be impacted if this change goes ahead. 
6.8 Departments:

6.8.1 Marketing

The impacts to marketing as a result of the SVR Residential Mortgage change to Bank of England Base Rate are highlighted below (further analysis will be required):

· HSBC Product Guide

· HSBC Further Advance Guide

· HSBC Criteria Guide

· HSBC Interest Rate Sheet

· Residential General Mortgage Information booklet
6.8.2 Management Information Reporting (MI)
There will be minimal impact to the operational MI reports as a result of the SVR Residential Mortgage change to Bank of England Base Rate. The impacts are limited to:
· Differentiating accounts in Phoebus 

· Changes to choices letter 

· Changes to scheduled reports 
6.8.3 Legal
From Legal perspective, the impact will be to ensure the terms and conditions sent to new customers are clear about the circumstances in which the interest rate will vary.
6.8.4 Compliance/ Regulatory

From Compliance perspective, this change will impact the T’s & C’s sent out to new HSBC Residential Mortgage Products customers about changes in rates to BBR. It will also impact the T’s & C’s sent out to existing Residential Mortgage Products customers providing them with the option to move to BBR product(s) upon the maturity of their products through choices.
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8.1
Key stakeholder engagement summary

	Team/ Departments
	Reason/ Comments

	IT:

Phoebus - Paul Smithers

DPR - Connor Downey

ESIS - Veena Lekshmy
	To find out what impact if any, will impact HSBC systems (DPR Legacy/ DPR Premium Bank, Phoebus, Standalone ESIS, Bastion) if HSBC starts using the Bank of England Base Rate Tracker.

	Legal:
Michael Webber

Denise Wells

Heena Thacker
	From a Legal perspective as outlined in the attached SVR Note FINAL JAN paper, Legal states that ‘’If the bank were to consider proceeding with this, the regulatory and conduct aspects need to be considered’’. These are driven by current FCA policy and the experience with FOS and customer complaints regarding the dual SVR issue in the early 2000s. 

	Mortgage Proposition:
Tony Davis
	Engaged with the mortgage proposition team in order to confirm the mortgage products that will be impacted due to HSBC SVR change to BBR.

	Compliance/ Regulatory 
Tamasin Springett

David Randall
	From a Conduct Risk perspective as outlined in the attached SVR Note FINAL JAN paper, Compliance is supportive of the recommended option to change from SVR to BBR for new HSBC Residential Mortgage customers on the basis:

· There are no barriers in place for all eligible customers on current SVR related products (e.g. discount, SVR) to transfer to the BBR product(s).

	People Development

Monika Stolowska
	Due the change to be implemented, training of staffs will be required.

	Marketing

Amy Rowland
	To get clarity on the impact to Marketing if this change was delivered to HSBC.

	Management Information (MI):
Twinkle Thondickal

Kain Busfield
	To get clarity on the impact to MI if this change was delivered to HSBC.


8.2
Approvals/ Distribution List
	Name
	Company/ Department/ Role
	Sign Off/ Review/ For Information

	Tony Davis
	Head Mortgage Proposition
	Review

	Leigh Centracchio        
	Group Head of Credit Risk Strategy and Assurance              
	Information

	Tamasin Springett        
	Snr Regulatory Advisory Manager                                          
	Information

	Heena Thaker              
	Senior Legal Counsel Mortgage Lending Operation
	Information


8.3
Amendment History

	Version
	Reason for Changing/ Description
	Author
	Date

	v0.1
	Created 1st draft outline
	Ese Elakama
	28/03/2019

	v0.2
	Updated the Marketing, Processes and DPR sections within section 6 of the SVR impact assessment report. 
	Ese Elakama
	11/04/2019

	v0.3
	Update to Section 6 (The impact from Legal and Compliance perspective)
	Ese Elakama
	18/08/2019

	v1.0
	Formal acceptance of document received from Tony D
	Ese Elakama
	18/08/2019


8.4 Reference Documents/ Resources

	No.
	Document/ Resource Name
	Document Location/ Link

	i
	HSBC Website
	http://www.hsbc.co.uk/

	ii
	
	

	iii
	
	


9  Glossary of Terms

	Term
	Definition

	APRC
	Annual Percentage Rate of Charge

	BCRF
	Business Change Request Forum

	BoE
	Bank of England

	BBR
	Bank of England Base rate

	FCA
	Financial Conduct Authority

	FPC
	Financial Policy Committee

	Fig
	Figure

	FOS
	Financial Ombudsman Service 

	IT
	Information Technology

	KRFI
	HSBC for Intermediaries

	LMA
	Loan Market Association

	MCD
	Mortgage Credit Directive 

	MI
	Management Information

	MPC
	Monetary Policy Committee

	OTT
	Operations Transformation Team

	PCC
	Project Change Committee

	PFL
	Prestige Finance Ltd

	PMC
	Program Management Committee

	RFR
	Risk Free Rate 

	RMC
	Regulated Mortgage Contracts

	SVR
	Standard Variable Rate


10  Reference
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