Private Sector Renewal Assistance Policy

Salford is jointly working on a Private Sector Renewal Assistance Policy with Manchester City Council to align both Councils policies across the Pathfinder area, but also recognising the need to build in local flexibilities to reflect their local housing conditions.

The delivery of the following products is likely to be carried out by SML Homes Ltd, who are a subsidiary company of Salford Money Line and organisation set up to help Salford residents access loans that they may otherwise not be able to do with a high street lender. There have been a number of legal issues that have come to light, which restrict the way that Salford was initially going to pilot the equity share loan as part of its relocation assistance for owner-occupiers subject to clearance activity.

If the function of processing loans and equity shares is carried out by SML Homes Ltd it allows them to be more flexible in its processes for recovering interest and also setting the terms of the loan. Currently SML can provide equitable mortgages, which would revert to a first or second charge mortgage [life-time mortgages] once its Financial Service Authority [FSA] registration is approved. Salford is currently awaiting further information from Counsel as to the legality of this scheme being provided on the Councils behalf.

The reason FSA registration is appropriate it two fold: -

· Loans and mortgages are complicated and it’s felt appropriate to have FSA approval as this would give a degree of comfort to both the applicant and the Council that the correct form of advice, financial assistance and legal safe guards are in place to protect the lender and debtor. It is also likely that in the future SPV’s will be encouraged to follow the legislation that surrounds these types of products so it is felt appropriate to get this done sooner, rather than later. 

· It was also necessary to close some minor loopholes that have been raised through the Homeswap scheme and to limit issues of profiteering and potential scope for fraudulent applications. It also gives the Council, through its agents SML, the power to recover loans through the legal agreements that are signed before funds are registered as legal charges against properties. This works for both relocation assistance and repair loans and limits the ability of the charge to be reduced in priority by additional borrowing.

The repair loans could take the following forms: -

Repair Loans

Home Repairs Assistance Loan [to replace the HRA grant] up to £5k.

Who is it for- residents that would previously have been able to access a nil/or partial contribution grant by virtue of being on a pass-ported benefit or pension.

Main features-Monthly interest only loan/ or nil interest depending personal financial circumstances of resident, with capital registered against property payable on sale, transfer or death.

Interest rate at 6.5% over 5-year period. NB it maybe that the DWP will pay interest on essential repairs loans that would enable SML to have a small revolving fund of interest

Alternatively could just be a Consumer Credit Agreement [CCA] with no need to register a legal charge.

Variant- Faith Loan where an admin charge is levied at the beginning of the loan period and apportioned equivalent to what the interest charge would have been over a set period. If loan redeemed before 5yr period the admin charge is only apportioned at what the assumed charge would have been.

-----------------------------------------------------------------------------------------------------

Home Repairs Assistance Repayment loan up to £5k

Who is it for- residents that can afford to make regular payments but maybe over a longer term than traditional lenders would allow, say ten years.

Main features- Monthly repayment of capital and interest that is payable on sale, transfer or death. Or  SML could build in the flexibility to allow transfer of debt to new property if the resident moves. 

Alternatively could just be a Consumer Credit Agreement [CCA] with no need to register a legal charge.

Interest rate at 6.5% over 5yr period.

Access to loans- initially dependent on the Council referring residents in areas of focus through to SML Homes ltd. Longer term it is envisaged that the rest of the City will be able to access these types of loan from SML who will have to draw down borrowing from private lenders and so make arrangements separately for the interest and capital to come back. Or alternatively have funds apportioned to it by the Council for areas outside the main focus areas.

-----------------------------------------------------------------------------------------------------

Renovation/ Conversion loan [to replace the larger renovation grants for fitness/ essential works] works above £5 -£20k [with Director approval for discretion above this amount]

Who is it for- residents that would previously have been able to access a nil/or partial contribution grant by virtue of being on a pass-ported benefit or pension.

Main features- there is two possible ways to administer these loans:-

With an equity share scenario where whatever is lent to the resident is taken as a percentage of the unimproved property. When the property is sold the original capital and any increase as a percentage is repaid to SML Homes Ltd. There is no cap put on the potential increase.

Or

Where a cap of 6.5% per annum is placed on any potential increase in SML [Homes] Ltd equity stake in the property. This is to guard against any adverse publicity towards the scheme where SML [Homes] Ltd could be accused over making excessive profit.

DFG Loans And Assistance

To help facilitate residents contributions above the £25k limit or where they cannot access traditional lenders.

The City currently has discretion on assistance above £25k subject to Lead member approval, but re-housing or relocation to more suitable property will also be more robustly considered as part of the OT assessment.

Main features would be a combination of DFG grant and a loan in the form of either the HRA loan or renovation/ conversion loan. The loan type would be dependent on the type of adaptation that takes place i.e.: if an additional bedroom or extension this is likely to add value to the house. A ramp or walk in wet room may not increase value and the applicant’s ability to borrow may also impact on the type of loan.

Additional assistance could be in the form of paying the residents reasonable expenses for moving to more suitable alternative property in the rented sector that would include the reasonable costs of moving to alternative property, and tie in with the current policy on disturbance payments.

Background Note

Salford currently gets 60% of mandatory DFG grants subsidised by the Treasury, so for every £25k grant Salford receives £15k. It contributes the difference, £10k, itself. On any grant above 25k Salford has previously made a discretionary payment of usually up to £10k although it can increase with Lead Member approval. Salford cannot attract subsidy on these payments and so is considering registering them as loans/ equity charges. Salford needs to consider the justification for this in line with its policy attempting to help the most vulnerable in its community.

-------------------------------------------------------------------------------------------------------



Relocation Assistance Loans

There is ongoing debate between the two Councils, which currently surrounds the appropriate level of relocation grant. Clarification on this will be provided once agreement is reached.

Who is it for- owner-occupiers displaced by clearance action who wish to retain tenure in focus areas.

Main features- rolled up simple interest on capital that does not require servicing until sale or transfer of property or death of resident. There is going to be a ceiling on the cost of property the loan can be secured against, this will be set locally depending on the circumstances. 

The interest is capped and fixed at 6.5% per annum and protections are built in to protect residents in a falling or static housing market.

Access to loans will be limited to main Clearance focus area

Alternative to above

Equity share loan where SML take straight equity share as a percentage of their loan on a property and recover percentage on sale, transfer or death.

Main features are that no cap is used as there is an argument that there is an element of betterment within the context of the new property and that SML are only taking any increase in the original loan and not on the existing equity that the resident originally held. This approach also mirrors that of Government under its Homebuy scheme where any uplift is taken as a straight percentage of the equity share.

If the intention of these schemes is to lever in private finance then to put a cap on the returns may also limit private sector lender interest, as it’s potentially a long-term investment with no regular interest payments.

New Tools Work With Price Waterhouse Cooper Looking At Longer-Term Solutions To Encourage First Time Buyers And Those Wishing To Get On The Property Ladder 

Homebuy

HomeBuy will help key workers, social tenants and other first time buyers to buy a share of a home and so get a first step on the housing ladder - with three variants offering choice in the type of home people can buy: 

• New Build HomeBuy and Open Market HomeBuy would take elements of existing low cost home ownership schemes to offer simpler, fairer assistance to those who want to buy a share of a new home built with public subsidy, or a share of a home that is for sale on the open market 

• Social HomeBuy would introduce new opportunities for thousands of social tenants who cannot afford or do not have the Right to Buy to buy a share of their existing home with a discount on their share - and would protect the supply of social homes by enabling landlords to reinvest sales proceeds 

Homes for All announced that over 80,000 households will be helped into home ownership by 2010. The Government now proposes to go even further. It is at an advanced stage of discussions with the Council of Mortgage Lenders to help an extra 20,000 first time buyers by introducing private finance to fund equity loans - meaning that New Build and Open Market HomeBuy could help up to 100,000 into home ownership by 2010.

The Government is looking at ways in which the resources of the private sector can be used to bolster the ODPM's low cost homeownership schemes and help more hard working families own their own homes. 

  The new scheme would be based on a modification of the current HomeBuy scheme;

  Buyers would purchase a proportion of their home with a standard mortgage from a bank or building society;

  The remainder would be purchased with the help of an equity loan, as at present, but with a proportion of the equity loan provided by a private lender;

  This private lender would be the same bank or building society that provided the standard mortgage. There will need to be enough lenders supporting the scheme to ensure choice and value for money for borrowers;

  Eligibility will continue for all groups currently accessing our low cost home ownership schemes;

  The Government's share of the equity loan would be used as a cushion, to protect the value of the lender's share in the event of any house price falls; 

Once agreement on the details of the scheme is reached, the ODPM is proposing to modify a proportion of its low cost home ownership programme to test it. If successful, the modified scheme could potentially be rolled out across the whole programme. 

Working with the private sector in this way it would be possible to help at least a further 20,000 people into low cost homeownership, bringing the total number of people helped during the next five years to over 100,000.

Homesave

Nevertheless, despite the government's proposals there are millions of council and housing association tenants who will still not be in a position to purchase even a part of their home through any of the Homebuy schemes announced. The CIH and Shelter are currently working on a proposal, called Homesave, which aims to fill this gap by helping social housing tenants build housing assets.

Information on the new schemes is due to come out in 2006.

Independent Financial Advice

IFA is a must and SML Homes ltd are currently working on procuring and IFA and training up in house staff to deal with this area of work. They will be covered under the companies liability insurance and also the FSA Ombudsman scheme.
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