ADVERSE CREDIT POLICY FOR
SHARED OWNERSHIP SALES

1 INTRODUCTION

1.1 In considering an applicant’s ability to sustain mortgage and rent payments, considera-

tion will be given to whether the applicant has any adverse credit. The business reason for

this is that the applicant’s inability to manage finance commitments creates a higher risk of
mortgage default and rent arrears.

1.2 This policy will cover all shared ownership sales where an affordability assessment is re-
quired as part of the application process.

2 Key Features

2.1 LWCL is committed to supporting applicants to purchase an affordable home. A key fea-
ture of the policy is to ensure that home ownership is sustainable for buyers, LWCL are pro-
tecting public funds, and to avoid any potential risk of repossession or future negative im-
pact on the shared ownership brand.

2.2 The following principles are encompassed in this policy:

e CCJs or Defaults over 2 years old and unsatisfied must have a
total value of less than £1000.

e No CCJ’s within the last 2 years, satisfied or unsatisfied over
£250.

e |VA’s or Bankruptcy discharged 3 years ago acceptable.

e Debt Management plans paid off over 12 months ago are ac-
ceptable.

e Live Debt Management plans allowed, provided written con-
sent from Debt Manager, to include confirmation they are
aware of deposit amount being used for purchase.

e No mortgage arrears in the previous 12 months.

e Previous repossession over 3 years ago acceptable, provided
no outstanding debt to lender and no other credit issue in the
previous 3 years. (Requires letter from repossession lender to
confirm no outstanding debt).
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2.3 If there are exceptional circumstances that explain the adverse credit and evidence can
be provided to corroborate, LWCL will use its discretion to decide if the reasons and evi-
dence provided sufficiently mitigate the risk.

2.4 In any case, the adverse credit must be settled or paid in full at point of application. Un-
satisfied adverse credit immediately demonstrates the issue is unmanaged and not under
control. It also presents a risk to Housing Association Client, in that there is potential for any
unsatisfied adverse to be subject to bankruptcy or other action, that could lead to charges
against the property.

2.5 When considering historic issues with any of the above adverse markers, the applicant’s
ability to sustain mortgage and rent payments, consideration should be given to the length
of time discharged being over 3 years and subsequent ability to manage debts since the
original event.

2.6 It would be expected to see a clear credit file (since the event) with no missed payments
or further adverse markers.

2.7 There should be a plausible explanation for the bankruptcy, IVA or debt relief order for
example a martial breakdown or poor health.

2.8 Enhanced affordability and sustainability checks should be applied, alongside evidence
of the applicants ‘ability to manage a household’ and other financial commitments.

2.9 All affordability assessments are carried out by an Independent Financial Advisor.

2.10 Sub 25% shares will require a minimum of 20% surplus.

For Internal Use Only — Logic Behind Policy Adverse Credit Policy Logic In considering an ap-
plicant’s ability to sustain the rent payments, consideration will also be given to whether the
applicant has had any adverse credit. The business reason for this is that the applicant's ina-
bility to manage finance commitments creates a higher risk of rent arrears. If there are ex-
ceptional circumstances that explain the adverse credit and evidence can be provided to
corroborate, [HA Name] will use its discretion to decide if the reasons and evidence pro-
vided sufficiently mitigate the risk. In any case, the adverse must be settled or paid in full at
point of application Applicants with outstanding/active bankruptcy, IVA’s, debt relief orders
and debt management plans cannot be offered a property due to the heightened risk of
rent arrears and/or charges being brought against the property itself. Naturally with the
afore mentioned issues, there is a debt outstanding, usually to multiple creditors, it would
not be viewed favourably by the creditors or insolvency practitioners should an applicant
use excess cash for a deposit, rather than pay down creditors, hence increasing the risk of a
charging order against the property. Historic bankruptcy or IVA or debt relief order or debt
management plans When considering historic issues of the any of the above adverse mark-
ers, and the applicants ability to sustain mortgage and rent payments, consideration should
be given to length of time discharged being over 3yrs and subsequent ability to manage
debts since the original event. If it was registered more than 6 years ago and satisfied this
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would also be acceptable. It would be expected to see a clear credit file (since the event)
with no missed payments or further adverse markers. There should be a plausible explana-
tion for the bankruptcy, IVA or debt relief order etc for example marital breakdown or poor
health. Enhanced affordability and sustainability checks should be applied, alongside evi-
dence of the applicants ‘ability to manage a household’ and other financial commitments.

High Interest Rate Lenders

2.11 LWCL will not dictate which mortgage lenders buyers use. However, we will seek to en-
sure arrangements are affordable and sustainable. For customers buying less than 25%, we
would require at least a 20% of their total net income surplus remaining on the budget plan-
ner.

2.12 There will inevitably be a variance in mortgage interest rates and deals buyers can ob-
tain depending on their circumstances and deposit size. In some situations, applicants may
only be able to obtain mortgage finance at a rate that is notably higher than average mort-
gage rates for shared ownership. This can be for multiple reasons, including employment
status and credit history. Whilst such applicants may be able to satisfy affordability and sus-
tainability, the higher mortgage rate at commencement creates a vulnerability in terms of
the potential greater impact of changes to base-rate in future that can create additional risk
for Housing Association Client and the purchaser.

2.13 LWCL will pay particular attention to any mortgage rate that is 2% above the average
rate for the closest equivalent mortgage (considering loan to value, length of fixed rate
term) of five mainstream shared ownership lenders (e.g., Leeds, Halifax, Nationwide, San-
tander, Barclays).

2.14 LWCL may then seek advice from a Mortgage Advisor to discuss whether a lower in-
come to accommodation expenditure ratio requirement, ie may require a larger surplus in-
come on the budget planner to ensure the customer is not over-stretched financially.

Lender’s deposit and terms
2.15 LWCL will only accept mortgage offers with a min 5% deposit

2.16 The Mortgage offer term should not be more than 35 years unless there are excep-
tional circumstances

2.17 The amount borrowed should not exceed the value of the share being purchased minus
any deposit

2.18 The mortgage must not offer further borrowing without Housing Association consent

or include terms and conditions which are liable to adversely affect the security of the Hous-
ing Association
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2.19 Interest only and self-certified mortgages will not be accepted

3 Equality Impact Assessment (EIA)

3.1 An Equality Impact Relevance screening has determined that a full EIA is not required.

4 Ownership, Monitoring & Review

4.1 The Adverse Credit Policy will be monitored by the LWCL in partnership with a from a
regulated financial advisor. Both parties will meet every 12 months to ensure that the policy
meets the Capital Funding audit requirements and is capturing all scenarios which could im-
pact on our purchasers and Housing Associations Clients.

4.2 The policy will be updated more frequently should new guidance or legislation be pub-
lished.
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