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CABINET 

20 DECEMBER 2012 

LOCAL AUTHORITY MORTGAGE SCHEME 

 

1 Purpose of Report 

1.1 To consider the Council’s participation in the Local Authority Mortgage Scheme. 

 

2 Recommendations 

2.1 That Council on 23 January 2013 is recommended to:- 

 (i) Approve the participation of Cannock Chase Council in the Local 
Authority Mortgage Scheme in partnership with Lloyds TSB Bank Plc. 

 (ii) Agree the following eligibility criteria for the operation of the scheme 
within the Cannock Chase area:- 

• A total indemnity value of £2 million. 

• A maximum loan of £135,000. 

• Qualifying properties comprise all dwellings which have a postcode 
within the Cannock Chase District Council area. 

 (iii) Approve additional Council borrowing of £2 million to provide the required 
indemnities in respect of the scheme. 

 (iv) Indemnify the Monitoring Officer in respect of any personal liability which 
may occur as a result of providing the required Opinion Letter to the 
Lloyds TSB Bank plc. 
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3 Key Issues and Reasons for Recommendations 

3.1 The majority of mortgage lenders are currently prepared to lend a maximum of 
75% “loan to value” to mortgage applicants.  This constrains some first time 
buyers from purchasing a dwelling due to the need for a 25% deposit. 

3.2 The Local Authority Mortgage Scheme is designed to assist first time buyers 
who can afford the mortgage payments but do not have the funds for the initial 
deposit.  A financial indemnity would be provided by the Council to a partner 
mortgage lender, which enables the potential purchaser to apply for a 95% “loan 
to value” mortgage and thus purchase a dwelling with a 5% deposit. 

3.3 Mortgages would, however, only be approved if the potential buyers meet the 
lending and credit criteria set by the partner mortgage lender. 

3.4 Funding for the mortgage indemnities would be financed through additional 
Council borrowing and deposited with the mortgage lender.  However, the 
Council would receive a deposit rate which exceeds the annual cost of the 
additional borrowing and it is therefore considered that there would be “no cost” 
to the Council’s participation in the scheme. 

3.5 It is therefore proposed that Council is recommended that Cannock Chase 
Council participate in the Local Authority Mortgage Scheme (LAMS) and select 
Lloyds TSB as their lending partner, due to the bank being the only LAMS lender 
which has branch offices in the Cannock Chase area. 

3.6 Subject to the Council’s participation in the LAMS being agreed certain local 
eligibility criteria for the scheme also needs to be determined and it is proposed 
that:- 

 (i) A maximum total indemnity of £2 million is offered under the scheme to 
enable at least 70 mortgages to be provided. 

 (ii) A maximum loan of £135,000 is agreed to enable a purchaser to buy a 
dwelling to the value of £142,000 with a 95% mortgage. 

 (iii) All properties with a postcode within the Cannock Chase District Council 
area are eligible for purchase under the scheme. 

3.7 As previously stated the mortgage indemnities will be financed through 
additional borrowing and approval is therefore sought to borrow the £2 million 
required to provide indemnities under the scheme. 

3.8 Lloyds TSB require the Council’s Monitoring Officer to provide them with an 
Opinion Letter confirming that the Council has the power to enter into, observe 
and perform the terms and obligations required under the LAMS.  It is therefore 
necessary to indemnify the Monitoring Officer for any personal liability which 
could be incurred by providing the Opinion Letter. 
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4 Relationship to Corporate Priorities 

4.1 The Council’s participation in the LAMS would contribute to the Council’s service 
aim “to increase the supply of affordable housing” which forms part of the agreed 
2012-13 “Place” Priority Delivery Plan. 

 

5 Report Detail  

5.1 The turmoil in the financial sector and the current economic situation is having a 
negative impact on the Cannock Chase housing market. 

5.2 Mortgage availability is considered to be a particular constraint, especially for 
first time buyers.  Most mortgage lenders are currently prepared to lend a 
maximum of 75% “loan to value” (LTV) even if the applicant can afford a 95% 
mortgage.  As a result, “first time” mortgage applicants are required to provide a 
substantial deposit (for example, £35,500 when purchasing a property valued at 
£142,000). 

5.3 Whilst shared ownership and Government initiatives such as “First Buy” and 
“New Buy” can assist first time buyers purchasing a newly built property they will 
not “normalise” the “first time buyer” mortgage market.  Financial commentators 
consider that this will be a gradual process as confidence in funding markets and 
lending decisions is restored in the light of a more stable market environment. 

5.4 In order to help first time buyers purchase a property a small number of local 
authorities (including Sandwell Metropolitan District Council) offer mortgages to 
potential purchasers.  Such “direct” mortgage schemes do, however, commit 
substantial financial resources and necessitate the use of staff resources to 
administer and manage the mortgage portfolio.  There are also a number of 
operational risks associated with this area of residential mortgage activity. 

5.5 As an alternative to entering into the residential mortgage market themselves, 
other local authorities have entered into partnerships with mortgage lenders 
through the Local Authority Mortgage Scheme (LAMS).  This national scheme 
has been developed by Sector Treasury Services and was launched in March 
2011.  At present 34 local authorities (including Stafford Borough Council) are 
operating the scheme, resulting in 549 mortgage completions.  A further 35 local 
authorities have also agreed to participate and are preparing to launch the 
scheme in their areas. 

5.6 The scheme is designed to assist first time buyers who can afford the mortgage 
payments, but not the initial deposit, to purchase a home of their own.  
Participating local authorities provide a sum of money to act as a financial 
indemnity for the partner mortgage lender.  This indemnity enables the potential 
purchaser to apply for a mortgage with only a 5% deposit (and thus be eligible to 
a 95% LTV mortgage) instead of the 25% deposit currently required by most 
lenders.  The indemnity also enables the applicant to obtain similar mortgage 
terms to those offered to households with a higher personal deposit. 
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5.7 Mortgages would, however, only be approved if a potential buyer meets lending 

and credit criteria applied by the partner lender and the eligibility criteria set by 
the local authority for the scheme. 

5.8 The indemnity will remain in place for a fixed 5 year period for each mortgage 
but can be extended for a further two years if a mortgage has been in arrears 
during the last 6 months of the initial five year period. 

5.9 The lender will only call upon the local authority indemnity if the mortgagee 
defaults on the mortgage and a financial loss is made upon resale of the 
repossessed property.  Any indemnity claim will be proportional to the loss made 
upon resale, with any loss in excess of the indemnity sum being met by the 
partner lender. 

5.10 Right to Buy sales are excluded from the LAMS as lenders have “alternative 
mortgage products” for households who wish to purchase their Council home. 

5.11 It is considered that participation in the LAMS would help additional first time 
buyers to access owner occupation (thus stimulating the local housing market) 
and it is therefore proposed that the Council should join the Local Authority 
Mortgage Scheme (LAMS). 

5.12 Funding for the 20% mortgage indemnities would be financed through additional 
Council borrowing which would be deposited with the partner mortgage lender 
and remain in place for the term of the indemnity.  However, the Council would 
receive a commercial deposit rate which exceeds the annual cost of the 
additional borrowing and it is therefore considered that there would be “no cost” 
to the Council participating in the scheme.  Full details of the financial 
implications are set out in paragraph 6.1. 

5.13 Subject to the Council’s participation in the scheme being agreed, it is necessary 
to determine:- 

 (i) The Council’s mortgage lender partner. 

 (ii) The local eligibility criteria for the scheme. 

5.14 Whilst all banks and building societies have been invited to participate in the 
LAMS, only 8 mortgage lenders have decided to join the “panel of lenders” at the 
present time.  However, of these only one lender (Lloyds TSB) has a branch in 
the Cannock Chase area.  As the availability of a local branch office is 
considered to be a key requirement for the scheme it is suggested that Lloyds 
TSB is selected as the Council’s partner mortgage lender.  Lloyds TSB have 
also been selected as the partner lender for 83% of the local authorities who 
currently participate in the LAMS. 

5.15 Lloyds TSB do not, however, provide mortgages for newly built properties under 
the LAMS, as 95% mortgages are already available for such properties under 
the “First Buy” and “New Buy” schemes.  Details of these schemes were 
circulated to all Members on 6 November 2012. 
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5.16 With regard to the local eligibility criteria, the following criteria are proposed in 

relation to the three factors which need to be determined:- 

 (i) The maximum limit for the total indemnity to be offered under the scheme. 

  Proposal – A total indemnity value of £2 million.  (This in conjunction with a 
maximum loan size of £135,000 would enable at least 70 mortgages to be 
provided). 

 (ii) The maximum loan size. 

  Proposal – A maximum loan of £135,000.  (This in accordance with a 95% 
mortgage would enable a purchaser to buy a property to the value of 
£142,000). 

 (iii) The qualifying postcodes for the scheme. 

  Proposal – All properties with a postcode within the Cannock Chase 
District Council area. 

5.17 The required legal documentation to implement the LAMS will take 
approximately three months to complete.  Subject to agreement to participate in 
the scheme it is therefore envisaged that the LAMS could become operational in 
the Cannock Chase area during spring/early summer 2013. 

 

6 Implications 

6.1 Financial 

 Participation in the LAMS would require the Council to provide a financial 
indemnity to Lloyds TSB for 20% of the value of the mortgages which would be 
approved under the scheme. 

 This financial indemnity would be provided through additional Council borrowing 
and deposited with Lloyds TSB.  Lloyds TSB would pay the Council a 
commercial interest rate on the indemnity which would exceed the annual cost of 
the additional Council borrowing. 

 The annual financial implications of providing a £2 million total indemnity over a 
five year period are set out below:- 

Interest payable p.a. 
Assuming 5 year maturity loan at 1.74%  

 
34,800 

 
Interest receivable p.a. 
Assuming 5 year fixed term deposit at 3% 

 
 

(60,000) 
 
Risk of Default 
Assuming 20 mortgages granted per year 
Sector advise that the risk of Default is 2% 

 
 

11,360 
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Estimated General Fund Income 

________ 
(13,840) 

 

 There would also be initial costs of £3,000 to join the LAMS and £700 for 
administration fees in respect of the additional Council borrowing.  This £3,700 
“one off” cost would be met from the agreed 2012-13 Homelessness Prevention 
Budget. 

6.2 Legal  

 Lloyds TSB will call upon the 20% local authority indemnity if a mortgagee 
defaults on the mortgage and a financial loss is made upon resale of the 
repossessed property, with any indemnity claim being proportional to the loss 
made upon resale. 

6.3 Human Resources 

 None 

6.4 Section 17 (Crime Prevention) 

 None 

6.5 Human Rights Act 

 None 

6.6 Data Protection 

 None 

6.7 Risk Management 

 A Risk Assessment of the LAMS has been undertaken by Sector Treasury 
Services.  The risks associated with the scheme are considered to be moderate 
or low and can be mitigated through a number of preventative measures. 

 In particular, lending to “sub prime” applicants will be restricted and applicant 
affordability considered through the use of the partner lenders existing credit 
criteria.  As a result, although repossessions will be limited these may be higher 
(due to the higher lending percentage) than the 0.32% repossession rate by first 
charge mortgage lenders.  A default rate of 2% has therefore been included 
within the financial analysis detailed in paragraph 6.1. 

6.8 Equality & Diversity 

 The Local Authority Mortgage Scheme is designed to help first time buyers who 
can afford a mortgage but who have an insufficient deposit under current lending 
criteria to buy a home of their own.  It would be operated by Lloyds TSB Bank 
Plc in accordance with their lending and credit criteria and as a result a number 
of considerations within this assessment are not applicable.  The outcome of this 
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assessment is that the scheme would have a positive impact for certain of the 
protected characteristics with no identified negative implications. 

6.9 Best Value 

 None 

 

7 Appendices to the Report 
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