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	What incentives require disclosure to mortgage lenders?

 

Mortgage offers made after 1 September 2008 in connection with new builds, renovations and conversions require a disclosure of incentives form to be completed and sent unsigned to the surveyor prior to valuation and signed to the lender’s conveyancer “as early as possible”.

 

The new guidelines apply to the social housing and private sector.  Any amendments or re-issues of existing mortgage offers will not be impacted.  Although, not a legal requirement, failure to comply with the new guidelines are likely to result in the refusal of mortgage funds.  

 

The initiative is backed by several other trade bodies including the Royal Institution of Chartered Surveyors (RICS), the Law Society and the Home Builder’s Federation.

 

The two page form (available to download from The Council of Mortgage Lenders (CML) website) is designed to extract details that should make it easier for surveyors and lenders to accurately value new build properties.

 

The form requires twelve responses, which should include as much detail as possible.  “Unknown” will not be accepted as an adequate response.   

 

Shared ownership and shared equity details must be provided with details of the percentages being sold/retained.  Other details to be provided include the identity of the seller (including any sub-seller), the number of units on site, any investment company/club involved in sales, parking arrangements, shared amenities, any introductory/finders fees payable, applicable discounts, applicable incentives and any part exchange details. 

 

Care must be taken when completing the form.  The unwary can repeat disclosure information inadvertently resulting in a subdued valuation.  For example, discounts need only be declared once in the discounts section and not again within the incentives section.  

 

The form must be signed by an “authorised person” although no further definition is provided.  The replies will be considered accurate and complete.  The form will also be considered confidential save to the surveyor and the lender’s conveyancer.  The form should not be sent to the purchaser directly.  

 

Failure to properly complete the form or advise of any subsequent discounts/incentives offered may result in liability for the organisation and/or the individual completing the form.

 

Historically, housebuilders have been reluctant to discount the sales price as the next buyer will expect the same or better.  Incentives provided a possible way around this problem.  A £20,000 discount might devalue a number of future sales whilst £20,000 worth of incentives would work to maintain values.

 

Calls from lenders have resulted in the new guidelines to avoid such artificial means of inflating new build values and to ensure greater transparency in the sales process.   Michael Coogan, director-general at the CML says these measures are designed to “reinforce confidence in the accuracy of valuations of new-build properties.  This is particularly important at a time of limited funding availability for house purchase transactions.  If developers ensure that they are transparent, and disclose any discounts or incentives on offer to buyers, lenders’ confidence should start to return.”

 

Social housing providers need to consider their approach in providing discounts/incentives from both a commercial and liability perspective.  In particular, by appointing a suitably trained “authorised person” to sign the disclosure form who will conduct all appropriate checks on discounts/incentives and ensure that any subsequent changes are notified to the lender’s conveyancer (not the surveyor) by way of a revised form or updating letter.

 

The impact of the new disclosure guidelines will be clearer over time.  Currently, most lenders require disclosure of incentives in excess of five percent of the reported purchase price.  

 

It is hoped that the use of the disclosure form will result in greater willingness by lenders to fund new build housing.  Although, revised new build valuation guidelines will be published by RICS later this year it is likely that a move towards fewer incentives or greater disclosure of such incentives will generally result in lower valuations.  The lower “real price” of new build property should encourage more first time buyers and other owner occupiers.    

 

In the interim, it is likely that developers and social housing providers will continue to offer a combination of both discounts and incentives as a result of the prevailing market conditions.

 

For further information, please do not hesitate to contact Mr Bill Dhariwal, Managing Partner, Lawcomm Solicitors E: bill.dhariwal@lawcomm.co.uk T: 01489 864117. 
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