
AGENDA ITEM NQ- 

Date: 8 August 2003 

NORTH LANARKSHIRE COUNCIL 

ReETMcWAWSR 

REPORT 

Subject: Mortgage to Rent Scheme 

1. 

1.1 

2. 

2.1 

2.2 

3. 

3.1 

3.2 

Introduction 

The purpose of this report is advise members of the implications of the Scottish Executive’s 
Mortgage to Rent Scheme, and seek approval for the Council’s participation in the scheme. 

Background 

‘The Scottish Executive launched the Mortgage to Rent scheme in January 2003. It intends to 
provide help to homeowners who are in danger of having their home repossessed by offering 
them an opportunity to continue to live in their home by changing tenure from ownership to a 
Scottish Secure Tenancy. 

The scheme is part funded by the Scottish Executive and will be administered by a National Co- 
ordinator, based in Communities Scotland. Resources will be made available to participating 
social landlords to meet a proportion of the valuation and conveyancing costs, to buy properties, 
to subsidise the rent to the equivalent social rent and to meet repair costs. 

Scheme Eligibility 

The scheme would assist the Council in its aim to prevent homelessness. It is designed to help 
those who need to remain in their local area but are unable to do so without assistance. As the 
scheme has limited resources, it will try to help those with the greatest need. To make sure this 
happens, homeowners must meet gJ of the criteria set out by the Executive to be considered for 
help through the scheme. Homeowners must specifically seek advice from organisations such as 
Citizens Advice Bureaux, National Debtline, and Money Advice Scotland before applying to the 
scheme. 

There are factors that will exclude people from the scheme such as the length of time they have 
been resident in their property or if value of their property is higher than average in the local 
area. However the scheme does consider individual circumstances. A full list of criteria and 
exclusions from the scheme are included in the information leaflet appendiced to this report 
(Appendix 1). 
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When cases have been accepted by the National Co-ordinator they will be passed to landlords 
who are participating in the scheme based on their geographical location. Examples attached in 
Appendix 2 illustrate the types of cases which can or cannot be considered for the Mortgage to 
Rent scheme. 

Subsidies 

There are two types of subsidy available from the Scottish Executive for participating landlords. 
These are a ’purchase subsidy’ and a ‘repairs subsidy’. The maximum combined subsidy available, 
(the purchase subsidy plus the repairs subsidy), is 67.25% of the open market value of the 
property. This figure is based on the 2001/02 average HAG rate and includes an adjustment 
assuming that the house is improved to the standard specified by the scheme. Therefore 
participating landlords need to provide a financial contribution of at least 32.75% towards the 
open market purchase. The actual amount of contribution will vary dependent upon individual 
cases. 

The purchase subsidy is a one off payment, which incorporates allowances for management 
costs, future major repair and administration costs and can be put towards the purchase of the 
property. 

The repairs subsidy is a one off payment to a maximum of &6,000, which allows the landlord to 
bring the property up to a lettable standard and ensure that the property is wind, watertight, safe 
and secure. 

The landlord would be responsible for carrying out an assessment of the repairs the property 
requires, the cost of these repairs and gas and electricity safety checks. They would also be 
responsible for setting the annual rental charge and carrying out pre tenancy administration. 

As a Scottish Secure Tenant, the tenant would have the ‘modernised’ right to buy back the 
property after five years. 

Implications of Participating in the Scheme 

All registered social landlords and local authorities with a landlord function are eligible to 
participate in the scheme. It is not mandatory. Once an application has passed the initial 
assessment stage, the scheme’s National Co-ordinator will approach landlords who have noted an 
interest in participating. The landlord will be chosen on a geographical basis. In North 
Lanarkshire, this may mean that where there are participating registered social landlords 
operating, it is they who will process the application. However it is likely that there will be areas 
where the Council is the only participating landlord and where no other options exist. It is these 
areas where the Council could participate as a landlord of ‘last resort’. 

The number of people who will be eligible and wishing to participate in the scheme is currently 
unquantified. To date there have been five enquiries from households in North Lanarkshire. One 
‘live’ application has been referred to the Council. 



5.3 Despite the availability of subsidies from the Scottish Executive there would be resource 
implications for the Council both financial and others such as: 

. . 

. 
Additional financial resources when purchasing the property; 
Possible increase in the level of additional funding required through the HRA for repairs and 
maintenance; and 
Staff costs in relation to the administration of referrals, legal work assessment and costing of 
repairs, management of the tenancy and training for staff and elected members. 

5.4 These costs must be considered igainst the benefits of participating in the scheme, which include 
the prevention of homelessness avoiding the requirement to provide alternative from the 
Council’s stock. 

5.5 It is proposed that where appropriate, due to the lack of other social landlords in a particular area 
that the Council should participate in this scheme with the required ‘deficit’ funding being met 
fiom monies allocated, by the Scottish Executive, for the implementation of the Council’s 
Homelessness Strategy. Participation will be on a ‘pilot’ basis and funding will be restricted to a 
maximum of &50,000 in year 2003/2004. Council’s participation will be reviewed at end of this 
financial year. 

5.6 Each case will be considered on its merits. Individual cases where applicants may receive an 
‘equity gain’ fiom the scheme will be reported to Committee for approval. 

6. Recommendations 

6.1 It is recommended the Committee approves participation, as a landlord of ‘last resort’, in the 
Mortgage to Rent scheme as outlined in section 5.5 and 5.6 of this report. 

7. Background Information 

7.1 Background papers are available within the Housing and Property Services Department. 
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We want to  make it as easy as possible for you to  get 
information about Mortgage to Rent.You can ask for this 
document in large print, Braille or on audio cassette, 

and we can also provide translations into other languages. 



how do I know if it’s for me? 

Mortgage t o  Rent will not be the  best 
option for everyone. To find out if it is  right 
for your situation you should seek advice. 
You must get L advice before you can apply. 
You can get advice from: 

Citizens Advice Scotland 
Citizens Advice Scotland will give you the nearest contact name 
and telephone number of a Citizens Advice Bureau in your area. 
All bureaux provide free, confidential and independent advice. 
t 0845 4500 351 
w www.CAS.org.uk 

Citizens Advice Bureaux (CAB) 
w www.nacab.org.uk 

National Debtline 
Provides a free, confidential and independent phone service 
t 0808 808 4000 (freephone) 
w www. n a t  io n a Ide bt  I i ne.co.u k 

Money Advice Scotland 
Money Advice Scotland will give you the nearest contact 
name and telephone number of a Money Advice outlet. 
t 0141 572 0237 
w www.moneyadvicescotland.org.uk 

Consumer Credit Counselling Service.(CCilS) 
CCCS offers a structured programme on how to manage your 
money and can offer a structured repayment plan to creditors. 
t 0800 138 1111 (freephone) 

I 

Credit Action 
Provides information and guidance for people with debt 
or money worries. 
t 0800 591 084 (freephone) 
w www.creditaction.com 

Shelter Housing Aid Centres 
Shelter provide advice on all housing issues and can give this 
over the phone or face to  face. The four centres are: 
Aberdeen 01224 645586 
Dundee 01382 225544 
Edinburgh 0131 466 8031 
Glasgow 0141 221 8995 
w www.she1terscotland.org.uk 

Shelterline 
A free 24-hour telephone helpline for people with any 
kind of housing problem. 
t 0808 800 4444 (freephone) 
w www.she1ter.org.u k 

Legal Services Agency 
One of Scotland’s largest law centres. Has expertise in dealing 
with housing problems. 
t 0141 353 3354 
w www.lsa.org.uk 

Your local authority 
You can find the telephone number for your local authority 
in the phone book. Their homelessness team, welfare rights team, 
housing advice team or equivalent may be able to  help you. 

These sources will be able to tell you what your options are and discuss 
them with you. It may not be necessary for you to  sell your home in order to 
continue living there. For example, if you are in mortgage difficulties because 
of other debts, it may be possible for those other debts to be restructured 
and for you to get back on track with your mortgage payments. 
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1 can I apply t o  the Mortgage to Rent Scheme? 
I 

e definition on page 8) 

greater than f 12,000. 

re t h a n  five people in your household 



Who pays for me to get advice? 

Most of the agencies listed on pages 4 and 5 provide free advice. 
You may wish t o  get advice from your solicitor or from another 
source, but you must meet any costs that you incur. 

Who receives funding under the scheme? 

The landlord wh.0 buys your home will receive funding t o  enable 
them to  charge you a social rent and t o  make any necessary repairs 
to  the property. 

How much will I be paid for my home? 

The landlord will payyou the open market value for your home, 
adjusted t o  take account of any repairs that will be made to  the 
property as a result of Mortgage t o  Rent, less the cost of  making 
these repairs. 

What happens to this money? 

The money that you get for your home will first be used to  repay 
al l  of  the loans that are secured against your property. Your mortgage 
is an example of a secured loan. Any arrears that have been built 
up will also be repaid from this money. 

What if my property is not worth enough for me to repay 
all of my secured loans? 

lfyou have more secured debt than the value ofyour propertythen 
you will still be liable to  pay the balance of that debt. It will be up to  
you and the lender t o  negotiate repayment of  any remaining debt. 
The advice agencies listed on page 3 may be able to  help you with this. 
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What if there is  money left over after al l  of the secured debts 
have been repaid? 

ft over after al l  secured debts have been repaid is called 
equity. Equity to which you are entitled, together with the surrender 
values of any savings or endowment policies to which you are entitled 
and that were linked 6 the property, will be added to  the amount 
of capital that you have. lfyou and your partner are under 60,you 
can keep a maximum of f8,OOO. lfyou or your partner are over 60, 
you can keep a maximum o f f  12,000. Any capital you have in excess 
of these amounts must be paid to  the scheme to assist with our 
subsidies and costs.The amount you are required to  contribute may 
be adjusted if you have loans secured against your property that 
were not used for housing purposes. If there is money left after 
the subsidies and costs have been met in full,you will be able to 
keep it. We will detail exactly what this means for you before 
you agree to  proceed with the sale. 

Will I be eligible for Housing Benefit? 

You must make any claim for Housing Benefit to the local authority 
in the normal manner.There is a regulation that could exclude you 
from receiving benefit where you previously owned the home that 
you now rent unless you satisfy the authority that you could not 
remain there without selling it. We will contact the local authority 
on your belialf to  minimise the risk of this regulation being applied. 

I 

What does it mean to  become a tenant? 

As a tenant,you will sign the rental agreement, be responsible 
for paying the rent and for meeting other conditions to do with 
the upkeep of the property. 

Will I be able buy my house back in the future? 
I 

You will normally have the right to  buy back your property after 
you have been a tenant for five years. However, special conditions 
apply in some areas and to  some social landlords which would. 
mean that you did not have the right to  buy your house back. 
We will detail exactly what this means for you before you 
agree to  proceed with the sale. 

I 

I 
i Will my individual circumstances be taken into account? 

Our aim is to  provide equal access to Mortgage to  Rent for everyone. 
For example, households with more than five people will be allowed 
a higher property value to remain eligible. Disabilities and learning 
difficulties will be taken into account when assessing the need 
to  stay in the property, the local area and the ability of the 
household to  trade down. 

Before applyingyou must obtain advice about your 
financial situation. The advice agencies listed on pages 
4 and 5 can provide this. If you wish to  apply to  the scheme 
after taking advice you can get an application form from 
one of these agencies, or from Communities Scotland 
a t  www.communitiesscotland.gov.uk or by e-mailing 
mortgagetore nt @ com m u n it iesscot I a nd gov. u k. 

Alternatively, you can call on 0131 479 5188 or write to 
Mortgage to  Rent, Communities Scotland, Thistle House 
91  Haymarket Terrace, Edinburgh, EH12 5HE. 
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Mortgage to Rent Scheme 
Case studies 

Appendix 2 

Case 1 

Mr. Smith owns the property. Mr. Smith, Miss Jones and their 3 children have occupied the property for 
4 years but now Mr. Smith has moved out and the property is threatened with repossession. Miss Jones 
needs to remain in the local area because of her job and the children’s schooling. She has no means to 
buy a property of her own. Mr. Smith agrees to the case being considered and has signed the application 
form. - This case is eligible for consideration 

Case 2 

Mr. & Mrs. Brown have lived in their property for 6 months and have made only 3 mortgage payments, 
as Mrs. Brown was made redundant after one month in the property. They moved from a smaller 
property in the same local area and have 2 children who go to the local school. - The Brown’s would be 
eligible for consideration for the scheme even although they have lived in the property for less than 
12 months because of their social networks and the fact that they are unable to make mortgage 
payments because of redundancy. 

Case 3 

Mr. Hall and Ms Oates and the four other members of their household are threatened with repossession. 
The value of their property is higher than the local authority area average house price. If their property 
is worth more than the average price of a property of the size that they need in the local area, they 
will be ineligible for consideration for the scheme, if its worth less they will be considered for the 
scheme. 

Case 4 

Mrs. Jack owns her property and is being threatened with repossession. She has sufficient equity in the 
property to enable her to trade down locally. However, she has had the property significantly adapted to 
suit her physical disability. - This case is eligible for consideration because of the adaptations made 
to the property. 

Case 5 

Miss East and Miss West jointly own the property and are threatened with repossession. Between them, 
they have capital (excluding equity from the property and the surrender value of the policy linked to the 
mortgage) of &10,000.- They are not eligible for the scheme because they have too much capital to 
be considered. It is expected that those with capital over the allowable limits should use the capital 
to secure their homes. 



THE MORTGAGE TO RENT SCHEME 

Worked Examples 

The following worked examples use median house price figures and social rents for 2001, based on 
the local authorities specified and Scotland as a whole. 

The cost of landlord’s capital is assumed to be 7%. The current Housing Association Grant (HAG) 
rates for the Management Allowance and Future Major Repairs Allowance have been used. 

The MA payable is dependent on the number of units managed by the landlord. The rates are: 

a Up to 250 units E340 
a 251-500 units E310 
a 501-1000 units E294 
a Over 1000 units E276 

The FMRA as applied to the Scheme is dependent on the age of the property. If the property was 
built (completed) within the last 10 years, the FMRA will be 0.8% of the adjusted open market value 
of the property. If the property was built (completed) over 10 years ago, the FMRA will be 0.9% of 
the adjusted open market value of the property. 

The administration allowance is 5750. 

The purchase subsidy formula is: 

Purchase Subsidy = (V - RC) - (ASR) + MA + FMRA + AA 

Where: 
(CC) 

V = Valuation 
RC = Repairs Costs 
ASR = Annual Social Rent 
CC = Cost of Capital 
MA = Management Allowance 
FMRA= Future Major Repairs Allowance 
AA= Administration Allowance 

The examples here assume the landlord has over 1000 units and that the properties were built within 
the last 10 years. 



East Ayrshire 

The median property valuation for East Ayrshire in 2001 was 236,000. Therefore the assumed open 
market valuation in this example is 236,000. 

This example assumes the repairs costs are 26,000 and that these repairs have increased the value of 
the property by 26,000. 

The open market value subject to the special assumption that the house is improved to the standard 
specified by the Mortgage to Rent scheme is therefore 242,000. 

In this example, the borrower has an outstanding mortgage of 230,000 and arrears of 22,000. There is 
no additional secured debt. 

Purchase subsidy = 242,000-26,000-~2,207.40+2276+2336 +2750 

Purchase Subsidy = 25,827.71 
Repairs Subsidy = 26,000 

7% 

Total Subsidy = 21 1,827.71 

Check that total subsidy is less than or equal to 67.25% of valuation: 
21 1,827.71 = 28.16% of 242,000 therefore full subsidy can be paid. 

Purchase Price = Open market value subject to special assumption that house improved to the 
standard specified by the Mortgage to Rent Scheme, minus repairs costs. 

Purchase Price = 242,000 - 26,000 

Purchase Price = 236,000 

The purchase price would be used to pay off the secured debt of &30,000 plus the arrears of 22,000. 
The borrower would receive the remaining equity of 24,000. The borrower has no additional capital. 

The landlord would receive the purchase subsidy of 25,827.71 and the repairs subsidy of 26,000. 



Edinburgh 

The median property valuation for Edinburgh in 2001 was 575,000. Therefore the assumed open 
market valuation in this example is 575,000 

This example assumes the repairs cost are 54,000, however, this has only increased the value of the 
property by 53,000. 

The Open market value subject to the special assumption that the house is improved to the standard 
specified by the Mortgage to Rent scheme is therefore 578,000. 

In this example, the borrower, who is over 60 years of age, has an outstanding mortgage of 550,000 
and arrears of 52,000. There is also an additional secured debt to a double-glazing company over the 
property of 57,000, for which there are arrears of 52,000. 

Purchase subsidy = 578,000-54,000-52,297.36+5276+&624+5750 

Purchase Subsidy= 542,830.57 
Repairs Subsidy=54,000 

7% 

Total subsidy = 546,830.57 

Check that total subsidy is less than or equal to 67.25% of valuation: 
546,830.57 = 60.04% of &78,000 therefore full subsidy can be paid. 

Purchase Price = Open market value subject to special assumption that house improved to the 
standard specified by the Mortgage to Rent Scheme, minus repairs costs. 

Purchase Price = 578,000 - 54,000 
Purchase Price = 574,000 

The purchase price would be used to pay off the first charge debt of 550,000 plus the arrears of 
52,000 and the second charge debt of 57,000 plus the arrears of 52,000. This leaves the borrower 
with the equity of 513,000. The borrower has no additional capital. Given the borrower’s age, under 
the scheme eligibility he/she is allowed to retain capital of 512,000. Therefore 51,000 of the 513,000 
equity would have to be used to contribute to the scheme subsidies. 

The landlord would receive the purchase subsidy of 542,830.57 and the repairs subsidy of 54,000. 



Scotland 

Variable 
V 
RC 
ASR 
cc 
MA 
FMRA 
AA 

The median property valuation for Scotland in 2001 was 550,000. Therefore the assumed open 
market valuation in this example is 550,000 

Meaning Value 
Valuation 557,000 
Repairs Costs 56,000 
Annual Social Rent 22,089.88 

Management Allowance 5276 
Future Major Repairs Allowance 5456 
Administration Allowance 2750 

Cost of Capital 7% 

This example assumes the repairs cost have been 56,000, however, this has increased the value of the 
property by 57,000. 

The Open market value subject to the special assumption that the house is improved to the standard 
specified by the Mortgage to Rent scheme is therefore 557,000. 

In this example, the borrower has an outstanding mortgage of 558,000 and arrears of 52,000. There is 
no additional secured debt. 

Purchase subsidy = &57,000-56,000-~2,089.88+5276+~456+5750 

Purchase Subsidy= 522,626.57 
Repairs Subsidy=56,000 

7% 

Total subsidy = 528,626.57 

Check that total subsidy is less then or equal to 67.25% of valuation: 
528,626.57 = 50.22% of 557,000 therefore full subsidy can be paid. 

Purchase Price = Open market value subject to special assumption that house improved to the 
standard specified by the Mortgage to Rent Scheme, minus repairs costs. 

Purchase Price = 557,000 - 56,000 
Purchase Price = 25 1,000 

The 551,000 would be used to repay the secured debt of 558,000 plus arrears of 52,000. This leaves 
a balance of 29,000 owed by the borrower to the lender. The lender and the borrower will come to 
their own arrangement regarding the repayment of this debt. The borrower has 53,000 of capital in 
the form of a savings account. As this is within the threshold of allowable capital, no contribution 
requires to be made to the scheme subsidies. 

The landlord would receive the purchase subsidy of &22,626.57 and the repairs subsidy of 
26,000. 


