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To the: Cabinet

On:
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TITLE: Homeswaps in Seedley & Langworthy

RECOMMENDATIONS:
That Cabinet notes progress to date on the Homeswaps Pilot

That Cabinet notes the General Consent from the Secretary of State

That Cabinet approves the continuation of the Homeswaps Pilot

EXECUTIVE SUMMARY:
That Cabinet notes progress to date on the Homeswaps Pilot

That Cabinet notes the General Consent from the Secretary of State

That Cabinet approves the continuation of the Homeswaps Pilot
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None

CONTACT OFFICER:
Mark Glynn
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Langworthy; 

KEY COUNCIL POLICIES:
Housing Strategy; 

DETAILS:
TITLE:  Homeswaps in Seedley and Langworthy  

1. Purpose of Report

To inform Cabinet of 

i) The outcome of discussions with Department of Transport, Local Government and the Regions

ii) The progress of the Pilot

To seek approval for 

i) The Continuation of the pilot
2. Background

Cabinet will be aware that permission was given in April 2001 to start work on a pilot of homeswaps in the Seedley and Langworthy area.

Homeswaps is an innovative scheme developed by Salford City Council, in partnership with Department of Transport Local Government and the Regions (DTLR), the Council of Mortgage Lenders (CML), the Local Government Association (LGA), 4 major lenders and the Seedley and Langworthy Partnership. 

Since the report in April 2001 a range of discussions have taken place with the District Auditor and DTLR on the detail of the scheme, and the details have resulted in the initiative developing and the procedures being altered accordingly.

This report will detail the developments, provide an update on the pilot and seek Cabinet approval for the next steps. 

3. The Benefits of Homeswaps

Parts of Salford, like parts of many cities in the north of England, have in very recent years suffered rapid and serious decline which has led to large scale abandonment of whole areas.  This problem has affected the public sector as well as the owner occupied sector but the tools to deal with it in the public sector are better developed.  In the owner occupied sector the main problem is that because of collapse of the market for pre 1919 terraced housing in these areas property prices have tumbled.  If traditional clearance methods are used (purchase by the council at market prices followed by demolition) the owner occupiers would not be able to purchase another property and for some people they would also be left paying off substantial mortgage debts as well as rent on a new home.

Traditional clearance methods also do little to pro-actively stabilise adjacent areas.  Residents generally take the open market value for their home, the £1,500 Home Loss,  whichever Disturbance payments are due and then re-locate. 

Homeswaps provides two major benefits for the local authority. Firstly, it aids the authority’s ability to strategically clear areas of market decline with greater support from existing owner-occupiers. The traditional method of clearance would leave many owner-occupiers with no asset once their home has been acquired, and possibly a debt to a lender as often there is a large outstanding loan that exceeds the value of the house. In Seedley and Langworthy in particular about 2,500 of the 3,300 properties are occupied, in the core areas terraces remain with only one or two occupants per row.   In these areas property values have dropped as low as £6,000 with the average value being £7,500.  Some people still hold mortgages as high as £28,000.

Secondly, it maximises the investment of funds in areas of regeneration. A major benefit of Homeswaps is that regeneration funds are used to renovate unoccupied and poorly repaired properties in the more stable parts of the area.  This also allows communities to remain intact. 

The first Clearance area is due to be declared after ratification from Lead Member on 1st February. It is intended to clear the area in a systematic way phasing the work to create an impact through demolition and creating development opportunities.  Homeswaps would allow the Seedley and Langworthy Partnership to systematically empty blocks of owner-occupiers.  As clearance areas are identified they will be subject to further reports.

Broughton also has been subject to these market changes and successful operation of the Homeswap scheme in Seedley and Langworthy could be rolled out to other areas. 

4. What is Homeswaps?

At its simplest Homeswaps is a scheme which buys the homes of owner occupiers within clearance areas and sells them a refurbished home within a more stable part of the area.  Regeneration resources are required to purchase the properties and to refurbish the Homeswap property. This is one of the benefits of Homeswaps over Relocation Grants in that the poorest properties in the better streets can be brought back up to an improved standard.  This will hopefully stop the further deterioration and emptying out of these streets.  

The Homeswaps scheme also ensures that residents with a commitment to the area can remain within the community.  Their commitment along with the regeneration resources will hopefully halt further decline.

In December 2001 Salford City Council was given the consent of the Secretary of State for Transport, Local Government and the Regions to operate the Homeswap scheme.  The consent was given under sections 32-34 of the Housing Act 1985.  The terms and conditions are outlined in the letters from the DTLR, the Director of Housing and the report to the DTLR which are all attached at Appendix 1.

The DTLR report includes background to the scheme and benefits of it but below is a summary which outlines the key elements of the Homeswaps scheme as defined by Salford City Council.  The scheme is described from the perspective of the Homeswapper,  the Council and the mortgage lender.

For a resident living in a clearance area

An owner-occupier who lives in a clearance area in Seedley & Langworthy will be given the option of participating in the Homeswap scheme.  From their perspective they will be asked about the areas within Seedley and Langworthy they would choose to live in and they will be shown the properties within that area which have already been acquired by the Council on behalf of the Partnership.  The reason for keeping the Homeswap acquisitions within Seedley and Langworthy is to ensure the wider benefit to the rest of the community.    When the authority rolls the initiative out to other parts of Salford it will need to consider whether the market collapse suffered is sufficient to warrant homeswaps being offered.

In Seedley & Langworthy once an owner-occupier has identified a property owned by the Council the house would be surveyed by their own independent surveyor and separately by a member of the council’s staff.  Necessary work would be agreed by both parties plus the Building Society if relevant and the work would be carried out by a builder appointed by the Council.

The Homeswap house would be valued in its renovated condition (which in areas of market collapse is little more than the value of the house prior to renovation) by the District Valuer.  The Council’s valuer and the resident (and their surveyor) would agree the value of the existing home and the Disturbance package to be paid.  In addition a £1,500 Home Loss payment will be made.

The difference between the 2 values will then be placed as a secondary charge (as well as, and after, any mortgage or other charges) against the deeds of the house.

To make the scheme more affordable to the owner occupiers the Council and the Partnership wish to apply a discount to the valuation figure for the Homeswap house. This discount will be applied at 6% of the valuation cost each year up to a maximum of 5 years worth of discount (a total of 30% off the Homeswap purchase price). 


Examples of Homeswap Transactions










Value of Existing House
Value of Homeswap house
Charge on Completion of Homeswap
Discount after 5 years
Charge after 5 years

£7,500
£12,000
£4,500
£3,600
£900

£7,500
£17,500
£10,000
£5,250
£4,750

£8,500
£12,000
£3,500
£3,600
Nil

£8,500
£17,500
£9,000
£5,250
£3,750

Note:  The discount will cease to be applied in cases where the Balancing Charge reduces to nil before the fifth year.

The Charge against the property will not be recovered while the resident remains living in the house. It is only at the point of sale that the Council would look to recover what remained of the Charge (the Charge would have been reducing each year as a direct effect of the discount being applied).

An important feature of the scheme is that nobody should be worse off as a result of Homeswapping.  To ensure this, the Council has sought the permission of Government to waive the recovery of the Charge if the property prices in the area continue to fall.  The waiver would be implemented if,  at the point of sale the Homeswap house value has fallen to, or below, the value of the first property plus any remaining charge.

The detailed explanation of how the waiving of the charge will work is included in Appendix 1 (the application for Consent - Appendix 1 Waiving of Charge). 

For the Council

It is useful to use the example of Seedley and Langworthy to explain how Homeswaps works for the Council.  The Council is working to acquire all the properties in the proposed clearance areas for demolition.  This will allow the council to assemble land on a sufficient scale to attract long term quality developers.  However, in areas of extreme market collapse owner-occupiers are in a position where there are few benefits for them should their home be subject to a CPO. The financial package available to them is insufficient to buy elsewhere. Therefore there is little possibility of community support for widespread clearance. It is usual in Clearance to have formal appeals against the process and the Council has to conduct a time consuming and expensive inquiry to set about proving that the clearance declaration is the correct and appropriate course of action.  It is hoped that a scheme such as Homeswaps will increase the likelihood of support for clearance and will therefore enable effective demolition to remove blight in the short term and high quality redevelopment of the area in the medium term.

The main benefit of Homeswaps over a scheme such as Relocation Grants is that it gives the council an opportunity to strategically improve the wider area.  In Seedley and Langworthy there are areas already identified through consultation with the local community for demolition.  The remaining areas are designated improvement areas.  Homeswaps gives the Council the opportunity to purchase the worst properties, whether in terms of repair condition or landlord management, to improve them and sell them on for owner occupation.  This is anticipated to have the effect of reversing the decline in these streets and limiting the likelihood of further rounds of abandonment.

It is anticipated that should the city council make homeswaps available to other parts of the city there will be an increased incentive for owner-occupiers to remain in their homes, thereby reducing the likely need for widespread clearance.

Although the cost of Homeswaps appears to have greater financial implications for the Council it is important to recognise the potential for sustaining the community and the increased likelihood of stabilising the wider area. 

For the lender

In the current situation lenders from both large and small financial institutions have made advances which were secured against houses which only a few years ago had substantially higher values.  There are examples of home owners who still owe amounts such as £28,000 and have a house valued at £7,500. 

From the perspective of the lender any improvement in the value of the house represents a reduced risk in terms of the money advanced.

For this reason lenders are open to co operating with the scheme and transferring mortgages from one property in the area to another.  Looking at the examples below the lender in the bottom example starts with a loan of £26,000 secured by an asset of £8,500 (leaving £17,500 unsecured).  After Homeswap the asset increases to £17,500  (leaving £8,500 unsecured) but more importantly for the lender there is a good prospect of this gap decreasing with time as property prices rise.

The Effect of Homeswap on Negative Equity (or from the perspective of the lender – unsecured lending)













Value of Existing House
Value of Existing Mortgage
Initial Negative Equity
Value of Homeswap House
Negative Equity after homeswaps

£7,500
£0
n/a
£12,000
n/a

£7,500
£8,000
£500
£17,500
n/a

£8,500
£26,000
£17,500
£12,000
£14,000

£8,500
£26,000
£17,500
£17,500
£8,500







The Charge will not affect the first mortgage as this would still be redeemed first after any sale.   If, at the point of sale, prices had not recovered sufficiently to repay outstanding first mortgage the Council would not try to recover the remaining Charge.

Summarising the legal position

The Council is using authority given by Section 32 – 34 of the Housing Act 1985 to acquire and dispose of properties for the purposes of clearance and housing people as their principal home.

Salford City Council now has the individual Consent from the Secretary of State for the DTLR to operate the Homeswap scheme and apply both a discount and waive charges should the area decline further. 

For more detail on these aspects of the scheme please see Appendix 1. (The application for Consent – Section 5 The Legal Position )

5. Pilot Update

Originally 13 households agreed to participate in the pilot scheme. 

At this moment nine of the Homeswap properties have been surveyed by the Council and the Homeswapper’s independent surveyors.  The surveys have identified works needed and schedules of required works have been drawn up.  These schedules of work have now gone out to tender – a request to do this was the subject of a separate Lead Member report.

The works required includes any necessary building work, a damp proof course, a new kitchen, a new bathroom, a new boiler and other central heating components where needed, a burglar alarm and redecoration to a painted finish.   Each Homeswapper will have agreed the level of work ordered to their prospective home.

The remaining Homeswappers are in the process of choosing a home because either their requirements have been difficult to meet (larger properties), or the property they chose initially has proven to be unsuitable.  These have all been useful points to learn during the pilot.

The legal Homeswap contracts have been drafted by the appointed solicitors (Davies,  Wallis and Foyster) and now require some amendments to contain references to the terms of the Government consents.  Once these are finalised they will be issued to the lenders and the solicitors appointed by the Homeswappers to do their side of the conveyancing.

Officers have primarily liased with the Halifax Building Society over the transfer of existing mortgages.  Their response has been favourable and they are basically now waiting for the first pilot case to come through to them.  Once the legal contract is drafted to include references to the Government Consents meetings will be set up with the other 2 lenders involved in the pilot.

Two show houses have been completed to the Homeswap Quality standard.  Residents living in the Clearance area have viewed one of these houses and initial reactions have been very positive. 

6. Next stages

Once permission to go out to tender has been obtained the specification of works will be issued to builders from the approved list.  The builders will be expected to take 8 weeks to complete work but some properties need minimal work and we anticipate having them ready for Homeswapping by the end of the financial year.

The legal contracts will be amended to reflect the Consents and will be given to Homeswappers’ solicitors and lenders for their opinion as soon as possible.

Both the above tasks will need to be co-ordinated to enable the Homeswap process to be effective.

7. Procedural Issues

There are various aspects to the Homeswaps scheme which are best described as procedural issues.  Most of these issues apply to the scheme as it will operate within Seedley and Langworthy and they may need to be varied with time at different stages of the scheme.  If the scheme is used in future clearances the City Council will also need to consider the appropriateness of each point to that area. 

a.  Acquisition Policy

The local authority has been purchasing properties within the clearance areas for some time now. Each property acquired is subject to Lead Member for Housing scrutiny. A policy to guide officers in the process of acquisitions has now been approved by Lead Member for Housing.  Any future variations to the policy will only be made subject to the approval of Lead Member for Housing.

The aims of the policy are to:

· Ensure properties are available to allow the effective operation of the scheme

· Make the acquisitions process transparent to owners and to anybody else who wishes to scrutinise the process

· Define the rules for the majority of acquisitions but also to identify which cases might be treated as exceptions

The policy is included as Appendix 2 

b.  Sequencing Policy

The issues around sequencing are twofold:  

· Who would be Homeswapped first within the Clearance area  

· In the situation where two Homeswappers want the same property,  who should be given priority?

It is proposed that Homeswaps are offered in a straightforward property sequence,  working up one street and then down the next across the clearance area.

If Homeswappers are offered choice from the existing portfolio of acquired properties on a like for like basis it could be argued that the choice will be limited unfairly to those later in the sequence.  However, the Acquisitions process will be an ongoing one and further properties should be available to those later on in the Homeswap sequence.

The logic of this process should extend to say that in the event of two Homeswappers wanting the same property that the Homeswapper earlier in the sequence would get priority.

The advantage of this process is that it mirrors the overall clearance process which has already achieved a degree of acceptance in the area.  

Although we are currently offering homeswaps along the above lines the Sequencing Policy still needs some refining, the Homeswaps Working Group are to help guide a process. This will be subject to Lead Member for Housing approval.

c.  Eligibility for the scheme

For the piloting of the initiative eligibility has been based upon the original general consent given by the Secretary of State in 1999,  this Consent (A3.3) allowed for the Council to dispose of property to a ‘priority purchaser’.  A priority purchaser  is defined as being an owner occupier within a clearance area who would not reasonably be able to purchase another home for their occupation.  For the future it will be necessary to think about partners and relatives of owners and whether they should be eligible, defining certain circumstances when they should be.

Any changes to the eligibility of the scheme will be subject to Lead Member for Housing approval.

d.  Nuisance restrictions

In principle it would be desirable to exclude from the scheme any owner occupier who has acted in an anti social way in the neighbourhood. Discussions with Police have already taken place but this needs further work. The city council wish to ensure a policy is developed to ensure that none of the individuals partly responsible for an area’s decline benefit from this innovative scheme. It is anticipated that this policy will be in place before the next phase.

The policy will be subject to Lead Member for Housing approval.

e.  Houses with gardens and trading up

In the pilot scheme it was a requirement to look for like for like properties.  However there has been discussion about the possibility of people getting a ‘better’ property in terms of size or features and whether they would pay in real terms for this.  However the pilot has already shown that a lot of properties which were assumed to be 2 bedroomed have been converted to 3 bedrooms and it has proved difficult to identify 3 bedroomed Homeswap properties.

This issue is being considered by the Seedley & Langworthy Homeswap Working Group and will be subject to Lead Member for Housing approval.

f. Management of Balancing Charges

Once the Balancing charge, which represents the difference in value between the existing house and the Homeswap house, has been the subject of a charge, future transactions will require input from the legal team to recover outstanding monies on sale of the property.  The process of recovery will be the subject of further consideration.

8. Financial Implications

1. This year’s Living Environment programme (2001/2) includes a budget of £150,000 for homeswaps within the H.I.P. and SRBV elements of the programme. A budget of £500,000 is available during 2002/3. This is in addition to the acquisition budget of £2.6 million in 2001/2 and £2.2 million in 2002/3.

2. Homeswaps will cost the authority approximately an average of an additional £20,000 per owner-occupied property over and above the cost of traditional clearance assuming there is no decrease in the number of objections received during the clearance process. In Seedley & Langworthy this is expected to equate to a total additional clearance cost of approximately £5 million over the course of the programme. This cost will be borne at the point of contract exchange by SRB V and Private Sector H.I.P. 

3. It is estimated that a range of £4,000 -£16,000 (at an average of £10,000) per property of this additional cost will be initially in the form of a balancing charge and potentially recoverable at the point of sale. This will equate to approximately £2.5 million of balancing charges across the area in total. However the balancing charges will reduce by 30% of the value of the homeswap house (in the region of £6,000 per property and totalling approximately £1.5 million across the area). This will leave potentially recoverable residual balancing charges totalling approximately £1 million. 

4. If the residual charges are paid back at a later date the potential clawback arrangements will be governed by SRB V and/or HIP regulations.

5. Although each Homeswap case will cost at least double the price of the traditional acquisition of vacant properties, in Seedley & Langworthy, because of the high vacancy levels, the overall price of homeswap represents an additional clearance cost of 30 - 40%.  Assuming comparable vacancy levels exist in areas of similar market collapse it is fair to assume Salford City Council will have increased liabilities in areas of proposed clearance of 30 – 40%. 

6. Current estimates suggest the City Council is anticipating the clearance of approximately 1000 homes in similar areas of market collapse over the next 5 – 10 years. This is estimated to cost £ 15 – 20 million at current market prices. However if the City Council adopts the Homeswap model in these clearance areas the estimated cost will be £20 – 28 million, which represents an increased liability for the City Council of up to £8 million. Funding will be subject to successful capital programme bids.

7. It is important to note the reduced risk of public inquiries being triggered due to greater opportunities for residents and the local authority finding amicable solutions to the clearance process with Homeswap’s availability.

8. Subject to a satisfactory pilot initiative in Seedley & Langworthy it is intended to extend this initiative into other private sector areas of Salford where owner-occupiers are experiencing negative equity. This will be dependant upon agreement with lenders, DTLR and the LGA. Extension will not be possible without government recognising the scale of the problem, and the necessary level of financial support to owner-occupiers in such areas. 

9. Recommendations

1. That Cabinet approves the scheme including the discounting and waiving proposals contained within the Consent granted to Salford City Council by the Secretary of State for the DTLR in December 2001.

2. That Cabinet notes the progress that has been made in developing the scheme and the pilot cases.

3. That Cabinet approves the next stages of the pilot and the definition of the procedures relevant to Homeswaps.

