	Part 1 (Open to the public)
	ITEM NO.9




REPORT OF THE HEAD OF FINANCE TO THE LEAD MEMBER FOR CUSTOMER AND SUPPORT SERVICES



Monday 19th February, 2007


TITLE: MORTGAGES INTEREST RATE CHANGE


RECOMMENDATIONS:

1. THAT approval be given to reduce the interest rate charged for City Council mortgages from 8.05% to 6.89% as determined by the Housing Act 1985, Section 438 and Section 16. This is the higher rate between the Standard National Rate and Local Average Rate.

2. THAT the mortgage rate be applied to take effect from 12th February 2007 and for the respective mortgagees to be informed of the reduction in the rate accordingly.

3. THAT approval is given to retrospectively adjust mortgage accounts to take into account the incorrect rate of interest changed from November 2002.


EXECUTIVE SUMMARY:

This report advises of interest changes in both the Standard National Rate and Local Average Rate applicable to City Council Mortgages to take effect from 12th February 2007 and the measures to be taken to re-adjust accounts due to the incorrect interest rate charged.


BACKGROUND DOCUMENTS:

(Available for public inspection)


Housing Act 1985

Letter from Communities & Government: 5th February 2007


ASSESSMENT OF RISK:

Medium

	


SOURCE OF FUNDING:

Revenue Budget

	


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

1. FINANCIAL IMPLICATIONS



Provided by :John Spink

PROPERTY (if applicable):

HUMAN RESOURCES (if applicable):

	


CONTACT OFFICER :

Tony Hennessy – Debtors & Creditors Manager


WARD(S) TO WHICH REPORT RELATE(S):

Most wards within the Council will be affected


KEY COUNCIL POLICIES:


DETAILS (Continued Overleaf)

DETAILS:

1. ALTERNATIVE INTEREST RATES

1.1. Paragraph 1 of Schedule 16 to the Housing Act 1985 specifies how local authorities must set interest rates on mortgages arranged since 3rd October 1980.  Authorities must charge whichever is the higher of:


a) the Standard National Rate, which is set by the Secretary of State, or

b) the applicable local average rate, based on the Authority’s own borrowing costs. The Housing Act 1985 determines how the local average rate is to be calculated, the rate reflecting the anticipated cost to a local authority of raising its own long term capital finance. Based on the rate used for the City Council’s budget for 2006/07, plus an option for a 0.25% margin, the City Council’s local average rate is currently set at 6.31% with the margin applied. The local national rate for 2007/08 is currently set at 6.42% with the margin applied.

1.2. The Secretary of State has to set the Standard National Rate of interest “after taking into account interest rates charged by building societies in the United Kingdom and any movement in those rates.”  The major building societies have announced interest rates ranging from 6.64% to 7.34% for existing borrowers. 

The Secretary of State has taken into account increases in mortgage interest rates announced recently by the building societies and,

In accordance with paragraph 2 of Schedule 16 to, the Housing Act 1985, the Secretary of State declared that the Standard National Rate of interest is increased to 6.89% per year with effect from 12th February 2007.

This declaration supersedes that given in the ODPM letter of 16th September 2004.

2. RETROSPECTIVE INTEREST RATE CHANGE

2.1. Unfortunately, due to no record of notification being received from the ODPM or the DETR, nor reviews of the applicable local interest rate having been carried out, it has transpired that an incorrect interest rate has been applied to the mortgages system since 1st April 2004. 

2.2. To resolve this issue the correct rates of interest will be applied and accounts will be adjusted, accordingly, with mortgagees having the option to using the appropriate credit to reduce balances, or in the case of redeemed mortgages, a cash refund will be offered.

2.3. The table, below, illustrates the variation in the interest rate for the respective period.

	Date
	Applicable local interest rate + 0.25%
	Standard National

Rate
	Correct rate

Higher of two
	Rate actually charged
	Difference

	From 1.4.2003
	8.05%
	5.19%
	8.05%
	8.05%
	-

	From 1.4.2004 to 30.9.04
	6.4%
	5.19%
	6.4%
	8.05%
	1.65%

	From 1.10.2004 to 31.3.2005
	6.4%
	6.28%
	6.4%
	8.05%
	1.65%

	From 1.4.2005
	6.42%
	6.28%
	6.42%
	8.05%
	1.63%

	From 1.4.2006 to 12.2.07
	6.31%
	6.28%
	6.31%
	8.05%
	1.74%

	From 12.2.07 to 31.3.07
	6.31%
	6.89%
	6.89%
	6.89%
	-

	From 1.4.2007
	6.42%
	6.89%
	6.89%
	6.89%
	-


JOHN SPINK

Head of Finance


