
Star letter: Reversion rates and hidden self-cert make B2L risky

17 October 2011

Mortgage Strategy’s cover feature last week on buy-to-let made the case that the sector is a bit of a double-edged sword.

The feature argued that while rents are continuing to boom and making buy-to-let increasingly attractive as an investment, memories of lax lending and fraud still haunt
the industry.

As I see it, there are two fundamental problems with buy-to-let that make it a more risky proposition than residential lending.

Lenders are more than aware of both of issues - they simply want to keep business flowing at higher margins.

The first issue is that no proof of income is required. Typically, as long as clients have an income above £25,000, which is self-declared and not checked, they can borrow
providing the rental yield is OK. I have seen customers borrowing 8x income on a buy-to-let on this basis.

The second issue is the high reversion rates linked to just 125% cover.

The first issue leads to hidden self-cert, which is an increasing problem, as well as a lack of income in the eventuality that a void period occurs.

The second is an issue when interest rates rise. Rents are relatively inelastic. An increase of 1% to 1.5% in the Bank of England base rate is going to mean that most
lenders’ 125% rental cover slips quickly below 100%.

Unlike the good old days an increase in house prices isn’t going to be the saving grace.

Name and address supplied

Mistakes seem to come in threes for novice landlords

With regard to last week’s cover feature, I would argue that there has always been opportunity for buy-to-let investors even in the past few years when things have been
tougher.

Also getting access to cash is not hard if you know what you are doing. In my view, the three mistakes people new to buy-to-let commit are:

 Not being educated. Education in any business is a key requirement if you don’t want to lose your shirt.
 Not understanding cash flow. Any business is dependant on cash flow and property investment is not different. Cash is king.
 Not having knowledge. Investors will need to know how to buy their chosen property at the best price.

Brent Tavistock

Most equity release lenders in Australia do join trade body

I was interested to read the column from Jon King, managing director of More 2 Life and former director-general of Safe Home Income Plans, in last week’s Mortgage
Strategy.

I would like to add my congratulations to King’s tribute to Andrea Rozario, the current director-general of SHIP, and her team.

Having just returned to Australia from the UK where I caught up with Rozario to compare notes on our equity release markets, my first task was to welcome the new
Australian regulations.

In his column King describes how Australia, while following many of the SHIP standards via its own trade body Senior Australians Equity Release Association of Lenders,
has a more fragmented market where nearly half of the lenders do not subscribe to the standards.

“The result, either directly or indirectly, is a new piece of legislation that is going through the Australian parliament now,” King states. “This is to amend consumer credit
laws to enhance disclosure and most importantly to insist on a no negative equity guarantee.”

On this I feel King may have missed an important point. The majority of active equity release providers in Australia are members of trade body, SEQUAL.

As its chief executive I am proud of our contribution towards an ethical and efficient market in this country.

We have worked closely with the government to ensure the market was not burdened with unnecessary regulation and are pleased that SEQUAL’s self-regulatory
initiatives have now been uplifted into legislation.

You might be interested to know what Bill Shorten, the Australian assistant treasurer, recently had to say.

“Development of the reverse mortgage reforms has been assisted by the mature and constructive approach taken by the reverse mortgage industry and SEQUAL,” he
says. “The reverse mortgage industry anticipated the need for consumer protections and acted by introducing a robust industry code - some aspects of which are
reflected in our legislation.”

Again, my best wishes to SHIP members. It is important that well designed equity release products are available to those wishing to live the life they choose in retirement.

Kevin Conlon
Chief executive SEQUAL

Political meddling will not help small firms access finance

The government is producing one initiative after the other to help arrange finance for small businesses and its brilliant idea of credit easing is another one to add to the
pile.
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Under chancellor George Osborne’s credit easing plan, the Treasury will buy company bonds in an attempt to cut the cost of credit for struggling firms and boost the
supply of credit.

But if it is as complicated as the Enterprise Finance Guarantee scheme, which took over from the Small Firms Loan Guarantee Scheme, we are likely to have another
failed initiative to add to the list.

It’s apparent most of the schemes are so riddled with red tape it discourages businesses from applying. Take for example a quote from a government publication.

“Community investment tax relief accredited community development finance institutions are able to raise lending capital through the Community Investment Tax Relief
Scheme” - if you understand this please contact me.

I wonder if the government should leave lending to banks and borrowers and concentrate on creating conditions that make people want to do business as then borrowing
and lending will follow automatically.

The fact is that the small and medium enterprise sector has currently net cash on deposit because it has learnt that over-gearing is not sensible.

The other fact is that weakening world economies, deepening doubts over the competence of business leaders and confusing messages from politicians do not increase
confidence.

Confidence is the key motivator for small businesses to invest. They will do so when they see a benefit for the business operation, not just because a politician has a great
idea.

Henry Ejdelbaum
ASC Finance for Business

Brokers do a great job already and don’t need more brochures

I was interested to read the story about MEP Sharon Bowles’ suggestion that first-time buyers should be provided with brochures to assist them.

I understand why some brokers are against Bowles’ suggestion. Official legislation is not necessary and the additional paperwork is unlikely to be welcomed by advisers.
Some lenders are already capable of giving first-time buyers good information without being forced into doing it.

Coincidentally, brokers would have noticed that Nationwide recently relaunched its first-time buyer guide and made it available to them.

Importantly, it is a generic guide and is aimed at informing prospective borrowers regardless of which distribution channel they choose so we hope advisers will find it
useful.

The main point is that most brokers already do a great job of educating first-time borrowers.

Paul Howard
Head of corporate accounts
Nationwide and The Mortgage Works

Mortgage scheme could not help us as its funds ran out

Some six months ago the National Audit Office revealed rather unsurprisingly that the government’s Mortgage Rescue Scheme has helped fewer than half the number of
people avoid repossession than originally planned.

In October 2010 my husband and I started the process of getting help from the scheme. After a lengthy process our local authority sent our application off, only for it to be
sent back and be told there was no funding available. We are now hoping to get help when the next year’s budget is decided.

It is distressing, as you wouldn’t apply unless things are desperate, fingers crossed for next year.

Name and address supplied

Predictions on house prices are no more than just guesswork

Capital Economics last week predicted that house prices will fall 10% by 2013.

This seems to be just another report using selective historical statistics to justify a predicted outcome in unprecedented times.

There are so many unknowns that no prediction is more than a guess, as previous ones in the past couple of years have proved.

The lack of new building and increasing demand, for example, might suggest other outcomes.

On the other hand, there are many who will regret previous beliefs that you can never lose out on bricks and mortar.

David Tyler

Online searches for loans fell in July as it is holiday season

Social marketing agency Greenlight last week revealed that the number of online searches for mortgages fell 14% in July, compared with January 2011.

It’s called seasonal variation and has happened every year since I’ve been monitoring it for the past 10 years.

January is a peak time for mortgage enquiries, which is why the lead price is often lower.

What happens in July? Maybe it’s peak time for going on holiday.

Simon Baker
Lead Co-op
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