
  

  

  

  EXECUTIVE COMMITTEE -  4 SEPTEMBER 2006
PART   I -   DELEGATED   
7.  
  MORTGAGE ADVANCES -    INTEREST RATE


(  DCR)


  
1.
Summary
1.1
  The purpose of this report is to seek approval to the rate of interest charged on mortgages granted by the Council.

2. Details


Mortgage Advances made after 3 October 1980
2.1
  Under Section 438 of the Housing Act 1985, local authorities are required to determine a local rate of interest applying to mortgage advances made after 3 October 1980 under the Right to Buy legislation.

2.2
The locally determined rate as defined by Schedule 16 of the Housing Act 1985 and amended by Schedule 11 of the Local Government and Housing Act 1989 is calculated by adding 0.25% to the average rate at which the authority itself borrows.

2.3
Schedule 16 of the Housing Act 1985 requires a local authority to declare its local rate for every period of six months. The relevant periods for this Council are 1 April to 30 September and 1 October to 31 March. 

2.4
Having calculated its locally determined rate, the Authority is required to charge the higher of that rate and a standard national interest rate declared by the Secretary of State. 

2.5
The Council has repaid all of its debt and therefore has an average borrowing rate of nil. The current Local Average rate Determination (1993) states that in relation to a local authority which has no borrowing, other than short-term borrowing, on the date of the declaration, the local average rate shall be 0%. 

2.6
The standard national interest rate was last declared by the Secretary of State on 16 Sept 2004 at 6.28% which was effective from 1 October 2004. This rate will vary in accordance with further declarations made by the Secretary of State.


Mortgage Advances made prior to 3 October 1980

2.7
A local authority has the discretion to fix such interest rates as it considers appropriate on advances which are subject to variable rates and which were made prior to 3 October 1980. 

2.8
As a result of going debt free, the Committee at its meeting on 9 April 2001 resolved that the rate of interest for variable mortgage advances made prior to 3 October 1980 be set at the interest rate declared by the Secretary of State (Minute Reference EX314/00 refers). As the standard national interest rate is currently 6.28% and is higher than the locally determined rate, it becomes the rate charged to the Council’s mortgagors. No further declaration has yet been published by the Secretary of State following the change in the Bank of England base rate on 3 August 2006 although the recommendation has allowed for this if a declaration is published before 1 October 2006.

3.
Options/Reasons for Recommendation
3.1
   A local authority is required to declare its local rate for every period of six months.

4.
Policy/Budget Implications
4.1
The recommendations in this report are within the Council’s agreed policy and budgets.  
  5.
Financial Implications

5.1
As detailed above. There are no changes to the budget or cashable / non-cashable efficiencies.

6.
Legal Implications

6.1
The requirements of the Housing Act 1985.

7.
Staffing, Environmental, Community Safety, Customer Services Centre, and Website Implications

  7.1
None specific.

8. Risk Management Implications

8.1
The Council has agreed its risk management strategy which can be found on the website at  http//www.threerivers.gov.uk . The risk management implications of this report are detailed below. 

8.2
The subject of this report is covered by the Exchequer Services plan. Any risks resulting from this report will be included in the risk register and, if necessary, managed within this plan.
8.3

The following table gives the risks if the recommendation(s) are agreed, together with a scored assessment of their impact and likelihood: 

Description of Risk
Impact
Likelihood

1
Mortgagors default
       II
      E

8.4
The following table gives the risks that would exist if the recommendation is rejected, together with a scored assessment of their impact and likelihood:

Description of Risk
Impact
Likelihood

2
Failure to declare a local interest rate with effect from 1 October 2006 
     III
      F

8.5
Of the risks above the following are already included in service plans:

Description of Risk
Service Plan

No
1 (Mortgagors default)
        Exchequer

8.6
The above risks are plotted on the matrix below depending on the scored assessments of impact and likelihood, detailed definitions of which are included in the risk management strategy. The Council has determined its aversion to risk and is prepared to tolerate risks where the combination of impact and likelihood are plotted in the shaded area of the matrix. The remaining risks require a treatment plan. 
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8.7
In the officers’ opinion none of the new risks above, were they to come about, would seriously prejudice the achievement of the Strategic Plan, and are therefore operational risks. The effectiveness of treatment plans are reviewed by the Audit Committee annually.

9.  
Recommendation
9.1
   That the Council declares a local average rate of 0% from 1 October 2006

9.2
That the rate of interest for variable mortgage advances made prior to 3 October 1980 remains at 6.28% with the proviso that should any further declaration be made by the Secretary of State prior to 1 October 2006, that rate shall take effect from 1 October 2006.


Background Papers


  Declaration of Standard National Interest Rate, Housing Act 1985, Local Government and Housing Act 1989, Local Authority Mortgage Interest Rates Determination 1993, Local Average rate Determination (1993).


Report prepared by:
  Cliff Kearey, Senior Income Officer


The recommendations contained in this report DO NOT constitute a KEY DECISION.
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