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REPORT OF THE HEAD OF HOUSING 



TO THE LEAD MEMBER FOR HOUSING


ON 7th June 2007


TITLE: Approval of Agreement With SML Homes Limited For The Administration Of    Private Sector Housing Assistance Loan Products.


RECOMMENDATIONS:

That Lead Member:

1. Approves in principle the making of a legal agreement with SML Homes Limited, to facilitate the administration of all loan products under the terms set out in the current Salford City Council Private Sector Housing Assistance Policy, and any future editions of the Policy.

2. That Lead Member further approves the advance of a subordinated loan amount of £100,000 to SML Homes Ltd to facilitate compliance with the requirements of the Financial Services Authority certification scheme.

3. That Lead Member for Customer and Support Services, as a requirement of the Rules of Procedure, approves an Exceptions report in relation to the use of a Special Purpose Vehicle [SML Homes Ltd] for the administration of the Councils current Private Sector Housing Assistance Policy under the ability to do so in compliance with Contractual Standing Orders under Part 4, Section 7, {2.1}. 


EXECUTIVE SUMMARY:

1. The Council has the power to provide a number of loan products to enable the provision of a range of assistance to support homeowners and residents in Salford to improve their housing conditions.  The range of products includes provision for home improvement assistance, relocation assistance and adaptations assistance.

2. The Council does not have the capacity to comply with the requirements of the FSA to administer the scheme in-house and it is considered that the outsourcing of the administration role is the best way of delivering the aims and objectives of the Policy. To do this would require the use of a delivery agent who is FSA registered, as the equity loans market is soon to be regulated by the FSA. It is therefore necessary to safeguard the Council against accusations of misleading residents in the complicated field of financially regulated products.  

3. A number of years ago the Council worked with Salford University and Barclays Bank to establish a community-based financial institution called Salford Money Line.  The Council has, over the years, provided financial support to Salford Money Line through a range of funding streams to support the administration of non-housing loan products and to combat financial exclusion and there is an opportunity to use this organisation to administer the loan products specified in the Policy.

4. This report seeks approval to an in-principle agreement with SML Homes Ltd, a subsidiary company of Salford Money Line, to allow SML Homes Ltd to pursue registration with the Financial Services Authority.  A further report will be brought back to Lead Member to seek final approval to the agreement in due course.

5. This report also seeks approval for the necessary transfer of funds to SML Homes Ltd via a subordinated loan agreement, which is a protected sum and will be returned to the Council should the partnering agreement be liquidated in the future. [Appendix 1 Copy of Subordinated Loan Agreement.] 


BACKGROUND DOCUMENTS:

Salford City Council Private Sector Housing Assistance Policy 2006

Regulatory Reform (Housing Assistance) (England & Wales) Order 2002

ODPM Circular 05/2003 – Housing Renewal

Salford City Council Housing Strategy 2004-06

Draft Legal Agreement with SML Homes Ltd 2007


ASSESSMENT OF RISK:

1. Low – the Council will work closely with SML Homes Ltd to jointly administer the loan products, and therefore ensure that these are administered in line with the Council’s adopted Policy.  In addition, the Council will ensure that a legally binding form of SLA is developed and adhered to, which requires SML Homes Ltd to take the necessary security for the loan products in order to satisfy audit requirements.

2. Furthermore SML Homes Ltd operates as a separate company to Salford Money Line, and as such neither organisation will be responsible for each other’s liabilities. If the partnering arrangement is terminated in the future, all outstanding loans within the portfolio will be returned to Salford City Council along with any other financial securities it may have conveyed to the organisation.  

	


SOURCE OF FUNDING:  The funding will be in line with the resources identified in the Private Sector Housing Capital Programme 2007-2008.

	


COMMENTS OF THE STRATEGIC DIRECTOR OF CUSTOMER AND SUPPORT SERVICES (or his representative):

1. LEGAL IMPLICATIONS



Provided by: Norman Perry

Ian Sheard

Ongoing discussions in respect of using SML Homes Ltd have taken place with legal services, they advised amongst other points, that as the scheme was one of a specialist nature that advice should be sought from the Corporate Procurement section within Law and Administration as to the partnering arrangement proposed in respect of any procurement agreement.

Gary Amos of Corporate Services has advised that as SML Homes Ltd has been set up as a Special Purpose Vehicle, for the sole purpose of delivering the Council’s assistance policy, that is was not essential for them to enter into a competitive tender for the scheme; as they are a not for profit organisation who will bring additional community benefit, aid community cohesion and assist the council in its pledge to eradicate poverty and improve inclusion of residents within the City.

Furthermore any detailed legal arrangement between the Council and SML Homes Ltd will be drawn up with the aid of legal services and possibly outside lawyers at the request of Legal Services.

Permission is sought to an exception to Contractual Standing Orders under Part 4 Section 7, of the Councils Constitution by the Lead Member for Customer and Support Services. The reasons being that SML Homes Ltd has been specifically set up to deliver the objectives of the Councils Private Sector Housing Assistance Policy 2006 [as amended] and in accordance with the legislation governing the introduction of the Regulatory Reform Order [RRO 2002] covering all aspects of Housing Renewal.

The guidance supporting the RRO 2002 specifically states, “Local authorities or a group of local authorities could establish or support a special body, which is designed to administer not for profit schemes of financial assistance for housing renewal. They will have the advantage of specialist expertise in the field and the ability to develop specialist products, and if they can attract additional funds from the private sector, they may be able to generate more financial leverage than is possible when the local authority administers a loan fund itself. A group of authorities working with a single SPV would have the further advantage of sharing operating costs and expertise”.

This is the ultimate goal of the use of SML Homes Ltd, as the organisations Directors are also working with the Government Office North West on the option of ultimately delivering some of the initiatives Salford is proposing on a regional basis at some point in the future.

It is a requirement of the loans administration process that local authority bodies who decide to operate a policy of assistance in association with a third party, for example a Special Purpose Vehicle or Home improvement Agency, should be aware that this body may be subject to FSA regulation. It is the intention that SML Homes Ltd is fully compliant with all FSA regulation, however before they can register they need an approved Service Level Agreement with Salford City Council. Unless they get this agreement then they will not be able to register, as effectively they have no funding assets and will not be able process loans without the Councils support. It will also mean that three years of research and development on this initiative will be lost.  

It is a requirement therefore that the Lead Member for Customer and Support services must consider a written report from the appropriate Director, who shall have consulted with the Strategic Director of Customer and Support Services and the Deputy Director of Customer and Support Services and City Solicitor.  

2. FINANCIAL IMPLICATIONS


Provided by: Nigel Dickens

Discussions have taken place in respect of the subordinated loan agreement and resources are available from the Private Sector Housing Capital Programme 2007-2008.

PROPERTY (if applicable):  Not applicable as the report relates to private sector housing.

HUMAN RESOURCES (if applicable):  Not applicable

	


COMMUNICATIONS IMPLICATIONS:  

Appropriate marketing and communications will be undertaken when final agreement has been reached with SML Homes Limited.

	


CLIENT IMPLICATIONS:  Not applicable

	


CONTACT OFFICER: David Heaney Community Housing Development Team 793 2779

       Email david.heaney@salford.gov.uk


WARD(S) TO WHICH REPORT RELATE(S):  All – the Private Sector Housing Assistance Policy applies borough-wide, and all financial assistance will potentially be provided borough-wide.


KEY COUNCIL POLICIES:

Salford City Council Private Sector Housing Assistance Policy 2006

Housing Strategy

Links to Council Pledges: - 

Promoting Inclusion [6] and Creating Prosperity [7].


DETAILS 

1.0
Background

1.1
The Council has published a written policy under the provisions of the Regulatory Reform (Housing Assistance) (England and Wales) Order 2002 setting out the types of financial assistance that it will provide to assist home-owners, residents and other partners to improve housing conditions within the city.  The Salford City Council Private Sector Housing Assistance Policy 2006 sets out a range of policy tools to facilitate the repair, improvement and adaptation of homes, and the relocation of residents who are required to leave their existing home.

1.2
The Policy includes for the provision of a range of loan products to enable more effective use of Council resources through the future return and recycling of past funding assistance.  The Council currently lacks the capacity and systems to be able to effectively administer loan or mortgage products in-house as many are regulated and it is necessary to outsource the administration of these specialist products.

2.0
Administration Options

2.1
Housing Services has been exploring mechanisms for the administration of loan products with a Community Development Re-investment Trust organisation called Salford Money Line over the past 30 months, and has been working on procedures and standard documentation to facilitate this service. They have set up a company called SML Homes Ltd to solely administer financial assistance on behalf of the Council.

2.2
The Council, as part of the Manchester Salford Housing Market Renewal Pathfinder, has been working with the private sector to determine the extent of any opportunity for the use of private finance to deliver loan products, and to examine potential delivery models.  This work has determined that whilst there is interest from the private sector, no models have yet come forward that would be affordable to the Council.

2.3
There are a limited number of organisations in the country that can deliver the type of loan products that Salford wants to deliver to its residents.  Existing organisations generally have their own products and are fairly inflexible, none are based within the city. It is envisaged that residents will require the comfort of face-to-face contact in the early years of the scheme. Although the intention is that as the schemes evolve over the coming years that a streamlining of processes can take place. 

2.4 
The Regulatory Reform Order 2002 allows Councils to administer certain forms of financial assistance in partnership with other agencies and organisations where it determines it is appropriate to do so, it is the intention of Housing and Planning to use SML Homes Ltd as this partner.  

2.5 
The Council has been using a partner Registered Social Landlord, MMHA , to temporarily provide a relocation loan administration function for the Council in order to facilitate the relocation of residents within the central Salford area who are being displaced by redevelopment activity.  These have been bespoke to our policy, but this has proved expensive.  However, this has enabled the Council to establish a baseline cost for administering the loan function on its behalf.  SML Homes Ltd can provide this function at less of a unit cost, which will reduce the costs pro-rata the more loans that go through the proposed system.

2.6
In particular, the Council may make loan assistance available through SML Homes Ltd, a subsidiary of Salford Money Line, which is a partner agency of the Council.  Where this applies, the applicant may be required to provide any information specified in the Private Sector Housing Assistance Policy to SML Homes Ltd, in addition to the Council and any legal charge may be registered in favour of SML Homes Ltd instead of the Council.  Where this is the case, the terms and conditions of any assistance will apply as though they were registered in favour of the Council, and the applicant will not be in any way disadvantaged as a result and will receive the same protections as though the assistance has come direct from the Council. These conditions will be subject to a further contractual arrangement in the form of a Service Level Agreement between the Council & SML Homes Ltd.  Furthermore the Council will take out a floating debenture against the loans book of the organisation to further protect its interest. 

2.7
However, in the long term if additional private finance is attracted to the scheme, funders may wish for this debenture to be subordinated in favour of their legal charges, in such instances a further agreement and approval for this would be sought from Lead Member.

2.8
The Council, in conjunction with relevant partner agencies and organisations, will administer assistance with the benefit of a range of funding sources.  Such funding sources may include Salford City Council capital receipts, Housing Market Renewal Funding, New Deal for Communities Funding and private finance where appropriate to do so.  Regardless of the source of the funding, it will be used to deliver assistance as set out in the Policy, and the terms and conditions herein shall apply.

3.0
Salford Money Line and SML Homes Limited Details

3.1
Salford Money Line was established as a community based financial institution a number of years ago, and the Council was involved in their establishment.  One of its primary aims is to tackle social exclusion, and as such they contribute to the Council’s social exclusion agenda. Salford Money Line has been providing unsecured personal loans and business loans for a number of years to residents in the city and employ local people to deliver their services. 

3.2
The organisation is fundamentally focused on its ability to attract and promote social enterprise schemes, and has a number or initiatives ongoing at present that promote community and social benefit for the residents and the City of Salford. These schemes tend not to be funded by the council but other agencies that SML has successfully bid to. 

3.3
It promotes community cohesion in that it targets those less able to help themselves financially, but it can also help protect residents who are going through either relocation or home improvement schemes that may require access to a non-traditional lender.

3.4
The ethos of the organisation ties into at least two of the Council’s seven pledges of promoting “social inclusion and prosperity” for the residents of Salford.

3.5
The subsidiary company of Salford Money Line called SML Homes Ltd has been set up solely with the purpose of administering loans on behalf of the Council and acting as the Council’s agent in all such matters. This type of “Special Purpose Vehicle” has been promoted, for some years now, by Government as a means of drawing down additional funding to help in the regeneration of inner cities, where HMRF funding has been used to facilitate  the early phases of regeneration. 

3.6
Such vehicles are intended to provide long term solutions to some of the more vulnerable residents who cannot gain access to traditional forms of finance or who are classed as a poor risk by mainstream lenders. As they are not for profit any recycled funds would subsequently promote both community and individual benefit.

3.7
SML Homes Ltd will also have the objective of improving access to services and support mechanisms for vulnerable members of the community by working in partnership with the council and other organisations on a not for profit basis. Any recycled capital is to be reinvested in schemes that support renewal within the city and would ultimately be controlled by the Lead Member for Housing.

3.8
It will also aim to maximise public and private investment to regenerate the city by not solely being reliant on the council to fund its initiatives, but also drawing in finance from private lenders, RSL partners, Government agencies [such as The DWP] and other agencies that have an interest in funding innovative uses of public monies.  Another example is the dormant bank accounts task force that has been set up and is using the Scarman Trust to help facilitate its aims of creating added value especially in Housing Market Renewal areas.  

3.9
The Council has provided support to Salford Money Line through a range of funding sources, in particular ERDF and SRB5, together with Council revenue funding. It is believed that without this form of financial support from the council many more residents in the City would have to resort to using “doorstop lenders and loan sharks” who charge extortionate rates of interest, and thus compound the financial difficulties of individuals and families.

3.10
The use of SML Homes ltd provides an opportunity for the Council to gain additional value from the investment it has so far made. By using SML Homes ltd to provide housing loans the Council will gain additional value from its investment in SML. In turn SML hopes to add value by attracting private finance for the Council’s housing loan schemes thereby enabling more residents within the City to improve their homes to the Decent Homes Standard and to provide additional finance for relocation schemes. 

3.11
SML Homes Ltd, is a company limited by guarantee and therefore has no share capital. It is a requirement of the FSA that capital is made available for a five-year period and as such a figure of £100,000 has been negotiated with them.  Effectively it could be termed “quasi capital” as it does not have to sit in a bank account untouched and can actually be used for the provision of loans.

3.12
SML Homes Ltd has no assets and cannot satisfy this requirement without up front funding of the subordinated loan.

3.13
Salford Money Line and SML Homes Ltd, are two separate organisations and each has a board made up of parties that have a stake in each company. The parties include RSL partners and other statutory organisations. The council has both political representation on the boards and officer representation for oversight purposes.[Appendix 2]

3.14
The service level agreement will set the parameters of what the loans procedure is, and it will also specify what happens to any re-cycled funds. SML Homes Ltd has a professional approach to company audit and also welcomes any input from the council’s own internal or district audit for the sake of transparency.  

3.15
The company has also been working with its IT provider to set up systems to cope with the expected demand for loans that the scheme will generate. A member of its staff has been put through IFA training and successfully completed the course. 

4.0
Provision of Financial Advice to Residents



Protection for Applicants
4.1
The use of Independent Financial Advisors (IFAs) is seen as one of the minimum requirements in order that the Council fulfils its duties to residents and to tackle some of the anti-poverty issues that exist within certain parts of the City.  It is also proposed to use the existing debt counselling services provided by Welfare Rights for some of the more complicated cases of debt.

4.2
The RRO requires that a local authority giving assistance to a person under such a policy should ensure that the person understands any conditions that are attached to any assistance that is given, and that they understand the implications of such conditions.  This is particularly important in the case of loan products.  The Council provides an open standing list of IFAs who can give advice to applicants on the assistance being offered by the Council.

4.3
All the advice of the individual IFA’s is governed by the strict criteria of compliance regulations of the Financial Services Industry (FSA), as will the operation of SML Homes Ltd. Each will have their own liability insurance should any claims arise in the future.

4.4
Additionally, complaints of poor advice would have the opportunity to be referred to the Financial Services Ombudsman Scheme.

4.5
SML Homes Ltd can also offer mortgages to residents who would be unable to secure replacement mortgages when they have to relocate, by virtue of them having a poor credit score or where the amount is less than £25,000, which makes it commercially unattractive, thereby helping to facilitate the wider delivery of the Council’s regeneration agenda in Central Salford.

4.6
Steve Unsted, one of the SML directors, is playing a leading role in the development of housing loan products at a national level through his role on the expert group chaired by Newheartlands in conjunction with the Government Office North West. The group intends to look at various innovative ways to bring additional finance to the realms of urban regeneration that do not solely rely on the use of the public purse for funding.

4.7 This is a high profile group of practitioners that have come together to improve the national approach and profile of products to attract private finance. Salford Council will gain recognition by gaining experience of working with a Special Purpose Vehicle such as SML Homes Ltd that has positioned itself to be fit for the future purposes of loans administration  

5.0 Management and Monitoring Arrangements

5.1 It is proposed to set up a quarterly contract management group chaired by a senior officer of SCC familiar with the relocation loans policy and procedures, with appropriate representatives from both the HCP and Salix Homes as well as the loans manager from SML Homes Ltd.

5.1.1 The frequency and control of the meetings will be set out in the service level agreement, which is in the process of being drawn up by Housing Services and legal services.

5.1.2 The purpose of the meetings will be to monitor spend, monitor income form repayment of loans and raise any policy issues arising out of individual cases.  It will also consider any issues of bad debt or fraudulent applications. SML will also have the opportunity of keeping SCC updated on any potential business opportunities and new initiatives that may be able to draw down additional monies to help residents access funds and so add value to the process. The meeting will also facilitate discussions between partners regarding the ongoing development of the City Council’s Private Sector Housing Renewal Policy.

5.1.3 Re-cycled funds will be placed in a secure account, that can only be subsequently used will the express permission of Lead Member or Head of Housing Services. Every effort will be taken to make sure that recycled funds that are subject to claw-back from the relevant funding bodies are notified to the council as soon as practicable.

5.1.4 As the stock options spilt will have some practical implications in respect of approvals, it would be intended that each organisation involved in financial assistance of any type satisfies itself of each responsible senior officer for approval sign offs and follows the guidance laid down in the policies surrounding all such matters.

6.0 Capacity

6.1 It is considered that using SML Homes Ltd’s to administer loans, will not only bring added value to the process of financial provision to homeowners within the City, but also that they will bring much needed financial expertise and fully comply with the Financial Services Authority in respect of compliance matters. 

6.2
This in turn will benefit the City in the form of efficiency savings in the way that it delivers its loans assistance. SML Homes ltd already has trained and qualified staff and has back office software that is capable of dealing with the current loans schemes. SML have the capacity to cope with the anticipated level of business and have made it clear that they can expand the staffing resource as required to meet any unexpected peaks in calls for assistance.
7.0
Conclusion

7.1
In conclusion, entering a legal agreement with SML Homes Ltd appears to be the most effective means of ensuring that people have access to an appropriate organisation, to support their applications for loans to relocate, improve or adapt their homes.

7.2
It is envisaged that the contract to use SML Homes Ltd to facilitate the administration of loan products under the terms set out in the current Salford City Council Private Sector Housing Assistance Policy 2006 [as amended], and any future editions of the Policy should be for a period of at least 5 years to be reviewed no later that 12 months before the expiry of the contract.

Report prepared by  
David Heaney

Reviewed by                      John Wooderson     

7th June 2007. 
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