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Heads of Terms for the HomeBuy Direct Grant Agreement

Parties

(1)

1.2

1.3

1.4
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2.3

2.3.1

The Housing Corporation, a body corporate under Section 74 of the Housing Associations
Act 1985, of Maple House, 149 Tottenham Court Road, London W1T 7BN (including any
statutory successor) (the Corporation)

[ ] (company registration number [ ]) whose registered office is at [
] (the Developer)

Purpose

The Corporation is making grant available to developers pursuant to its power under
Section 27A of the Housing Act 1996 (the Grant) for the provision of loans to individuals to
be secured by way of mortgage to assist such persons to acquire properties for their own
occupation subject to the conditions set out in the HomeBuy Direct Grant Agreement (the
Grant Agreement) and as further described herein.

Grant will be awarded on a unit-by unit basis for new-build housing sold to eligible buyers.
Individuals who are eligible to purchase units under the HomeBuy Direct Scheme shall
comprise those persons buying for the first time or returning to the market, with a
household income not exceeding £60,000 who cannot otherwise afford to buy a property
on the open market (an Eligible Purchaser). Priority shall be given to any social tenants,
individuals on a local authority housing waiting list and key workers.

It is intended that the eligible new-build housing will be completed and available for sale by
31 December 2009 and that all units designated for Eligible Purchasers will be sold by 31
March 2010.

It is a condition of the Corporation's provision of funding that the Grant will be secured on
the title of the unit purchased by a Eligible Purchaser by an equity charge in favour of the
Corporation.

Terms of the Grant

Payment by the Corporation to the Developer is subject to satisfaction of the conditions
precedent specified in the Grant Agreement (as detailed in clause 4).

The parties shall agree the amount of Grant payable in aggregate for all the Eligible Units
in a particular development (the Scheme) which shall be capped at a fixed maximum level
for that Scheme (the Maximum Corporation Payment). This amount shall be set out in
the Scheme Details and can be changed in accordance with the terms of the Grant
Agreement.

Upon any of the following events, the Corporation can require Grant to be repaid by the
Developer in whole or in part:

over-payment to the extent that such overpayment is due to either a misrepresentation,
any prohibited act or any manifest error which the Developer was or should have been
aware of;
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wrongful payment due to misrepresentation or a prohibited act; or

termination of the Grant Agreement (save for any Grant secured on an Eligible Unit by an
equity charge in favour of the Corporation).

The Grant shall be applied solely for the purpose of providing Equity Mortgages to Eligible
Purchasers to purchase Eligible Units.

Eligible Units are units which immediately prior to drawdown of Grant shall:

be fit for beneficial occupation as a residential development in accordance with the
requirements of the National Housing Builders' Council (NHBC) or equivalent
requirements;

will have the benefit of a NHBC guarantee or similar warranty by a reputable insurance
company as agreed by the Corporation;

comply with all relevant statutory and/or planning requirements, including current building
regulations;

have a Market Value below the maximum limit set by the Corporation (currently £300,000);

are not and have not been marketed as having an enhanced specification or as a
"penthouse" (or equivalent); and

comply with any specific standards and/or requirements agreed between the Developer
and the Corporation and set out in the Scheme Details annexed to the Grant Agreement.

The Corporation's obligation to pay any Grant and the Developer's obligations to market
and dispose of Eligible Units to Eligible Purchasers in respect of each Scheme cease upon
the earlier of:

the date specified in the Grant Agreement as the longstop date; and
the payments of Grant in aggregate reaching the Maximum Corporation Payment.

Eligible Units are to be disposed of at a purchase price equal to the Market Value. The
Market Value shall be the best price reasonably obtainable in the open market for each
Unit (disregarding the existence of the Grant Agreement, the availability of the Equity
Mortgages from the Corporation and the Developer, and HomeBuy Direct).

Where the parties agree that a scheme is suitable for additional Grant funding and/or
extended marketing to Eligible Purchasers, the Corporation may increase its Maximum
Corporation Payment and extend the exclusive marketing period in relation to a Scheme.
Any such variations shall be subject to the agreement of the parties and the terms of the
Grant Agreement.

Schemes to be funded
All the Schemes are to be agreed by the Corporation.

Details of all Schemes are to be set out in the Scheme Details in a schedule to the Grant
Agreement. These details will include:







4.41

442

443

444

445

5.1

5.2

5.2.1

522

523

524

5.2.5

5.2.6

5.2.7

5.2.8

5.2.9

5.2.10

6.1

6.2

6.3

the Market Value equals or is no less than the first mortgagee's valuation of the Eligible
Unit and that they are in receipt of a copy of the first mortgagee's offer and valuation of the
Eligible Unit;

the Eligible Purchaser is paying the Market Value taking into account the value of both the
Corporation's and the Developer's Equity Mortgages;

they have received a satisfactory Certificate of Title for the Eligible Unit;

exchange of contracts for the relevant Eligible Unit with the Eligible Purchaser has taken
place; and

they are in receipt of the required undertakings from the Eligible Purchaser's solicitor.
Warranties

Warranties shall be given on the date of the Grant Agreement and repeated on every date
of a disposal to a Eligible Purchaser.

The warranties shall cover the following matters:

incorporation;

vires;

enforcement and validity of obligations;

no adverse litigation taking place, pending or, to the developer's knowledge, threatened;
accuracy of information;

no prohibited act;

all required consents held;

no third party with security over site intending to enforce it;

nothing to the developer's knowledge threatening success of project; and
no event of default subsisting.

Marketing

The Marketing shall be undertaken by the Developer at its own cost and shall comply with
the Corporation's marketing requirements as notified to the Developer.

There shall be a 6 month exclusivity period in relation to Eligible Units during which the
Developer shall not take reservations or deposits from persons other than Eligible
Purchasers

Eligibility of Eligible Purchasers shall be assessed by the relevant HomeBuy Agent. All
potential Eligible Purchasers shall be required to complete assessment forms /
applications. Completed forms returned to the Developer shall be forwarded promptly by
the Developer to the HomeBuy Agent.
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The Developer shall be entitled to offer incentives provided any such incentives:

a comply with the requirements of the Council of Mortgage Lenders;
b do not impact on the valuation of the Eligible Unit; and
c do not exceed 5% of the Market Value.

For the avoidance of doubt, the provision of any such incentives shall be in addition to the
Developer's Contribution.

Any reservation by a potential Eligible Purchaser is subject to the outcome of the
assessment by the HomeBuy Agent. The Developer may charge a reservation fee for such
reservations subject to a capped amount notified to the Developer by the Corporation. The
Developer agrees to return any reservation fee to the prospective purchaser in the event
any such assessment determines that they do not qualify as a Eligible Purchaser.

The Developer may sell potentially Eligible Units off plan conditional on such units meeting
the Corporation's requirements under this Agreement.

Where the Eligible Purchaser seeks to purchase a potentially Eligible Unit off plan but the
Corporation's requirements are not satisfied, the reservation fee or deposit shall be repaid
by the Developer to the Eligible Purchaser together with interest on such amount.

Disposals

The Developer shall be obliged to procure that the Target Mix of the Target Number of
Eligible Units is sold to Eligible Purchasers.

All disposals to Eligible Purchasers shall be on the basis of:

the Eligible Purchaser purchasing the freehold title or a long lease of the Eligible Unit;
the Eligible Purchaser taking out a first mortgage;

the contract for sale including any term required by the Corporation;

the Developer and the Corporation each providing equal contributions in value for between
7.5% and 15% of the Market Value of the Eligible Unit (to be secured by an Equity
Mortgage as defined in clause 16) which will be set off against the purchase price (the
Developer's Contribution and the Corporation's Contribution respectively; together the
Contributions); and

the Eligible Purchaser giving two Equity Mortgages (ranking pari passu but behind the first
mortgage) to each of the Corporation and the Developer for their respective Contributions.

The Developer shall not complete the disposal until the conditions precedent relevant to
that Eligible Unit are satisfied.

The Developer shall use its reasonable endeavours to complete the disposal within 3
months of receiving notification from the HomeBuy Agent that a Eligible Purchaser has
qualified. If the disposal does not complete within such period revised authority to proceed
with the disposal will need to be obtained from the relevant HomeBuy Agent.




7.5

8.1

8.2

8.2.1

8.2.2

8.2.3

8.3

8.4

8.5

9.1

9.2

9.3

9.4

The Developer shall notify the HomeBuy Agent upon any delay in the disposal or any
withdrawal by the Eligible Purchaser.

Role of HomeBuy Agent

The Corporation shall appoint an agent (the HomeBuy Agent) to administer eligibility
checks on prospective Eligible Purchasers and to act on the Corporation's behalf in
ensuring that the conveyancing process prescribed by the Grant Agreement is complied
with.

The role of the HomeBuy Agent shall (inter alia) include responsibility for :
reviewing applications from potential Eligible Purchasers;

determining whether an applicant qualifies as a Eligible Purchaser;

once the relevant Eligible Unit has been identified by an Eligible Purchaser:

a determining the level of the Contributions (ensuring that the Eligible Purchaser
purchases as much equity as possible based on the Market Value and the
purchaser's household income and any other financial commitments) provided that
the level of Contributions shall not exceed 30% of the Market Value; and

b notifying the Corporation and the Developer of any approved Eligible Purchaser
and the levels of Contributions (via a Notice to Proceed).

The HomeBuy Agent, in accordance with the instructions of the Corporation, may at any
time prior to exchange of contracts withdraw or amend a Notice to Proceed and shall give
reasons for such withdrawal or amendment.

The Developer shall be obliged to co-operate with and to provide, as expeditiously as
possible, assistance and all necessary information to the HomeBuy Agent.

The Corporation shall use all reasonable endeavours to procure that the HomeBuy Agent
acts expeditiously and provides all reasonable assistance and cooperation to the
Developer.

Payment

Each of the Corporation and the Developer shall contribute between 7.5% and 15% of the
Market Value of the Unit depending on the Market Value and the household income of the
Eligible Purchaser. The Corporation's Contribution shall be made by way of Grant and the
respective Contributions shall be secured by way of an Equity Mortgage both of which are
to be set off against the Market Value.

The minimum level of combined Contributions shall be 15%.

The Developer shall notify the Corporation of the proposed date of completion after
exchange of contracts but no less than 15 Business Days before proposed completion.

The Corporation shall upon satisfaction of Conditions Precedent pay the Grant to the
Developer's solicitor.
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The Grant shall be held by the Developer's Solicitor to the Corporation's order on the
terms of the Undertaking in an interest bearing account. Any interest shall accrue for the
benefit of the Corporation.

The Eligible Purchaser shall pay the Market Value setting off against that amount the
Corporation's and Developer's Contributions.

Notwithstanding any Event of Default, the Corporation and the Developer's obligations to
make the Contributions shall continue to apply to any Eligible Purchaser who has
exchanged contracts provided the sale of the Eligible Unit to that Eligible Purchaser
completes.

Monitoring, reviews and reporting
The Developer is to provide a monthly Report covering the following information:

construction progress for the Scheme in relation to the planned construction completion
date;

the reasons for, and any actions to, mitigate any delays;
any health and safety issues;

any breach of an obligation or warranty under this Agreement or change in warranted
information;

any co-operation or assistance required from the HomeBuy Agent;
any change in status (which shall include any change in financial standing or control);

a breakdown of all Eligible Units released for sale for each Scheme on a month by month
basis showing, in respect of each Eligible Unit:

a size and value;

b status (whether it is under offer or sold);

c the level of the Contributions (if known); and
d the incentives offered,;

in respect of Eligible Units which are either under offer or sold:

a the purchase price and Market Value;

b income level of the Eligible Purchaser;

c percentage and amount of the Developer's Contribution and the Corporation's
Contribution;

d amount advanced under the first mortgage from a commercial lender; and

e deposit amount and any incentives;
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whether the proportion of the Target Mix is satisfied (or is likely to be);
whether the Target Number is satisfied (or is likely to be);

whether the Target Mix and Target Numbers are in the reasonable opinion of the
Developer not likely to be met, proposals to increase likelihood of them being met; and

the aggregate level of Contributions to date.

The Corporation may request a meeting to discuss the terms of the monthly report (or
otherwise).

Where the Target Mix and Target Numbers are in the opinion of the Corporation (at its
absolute discretion) unlikely to be met, the Corporation may:

require proposals from the Developer on marketing initiatives to increase sales; or
reduce the Maximum Corporation Payment.
Accounts and Information

The Developer's accounts shall be maintained for 10 years and available for inspection on
an open book basis.

Scheme specific accounts shall demonstrate levels of Public Sector Subsidy as well as a
full record of income and expenditure in relation to the construction and disposal of the
Eligible Units.

The Developer shall promptly provide all information and documentation where reasonably
requested by the Corporation in relation to this Agreement.

The Developer shall be required to keep the information stored on the Corporation's
Investment Management System (IMS) updated and will be required to enter into the
Corporation's standard user licence agreement in relation to its use of such system.

Events of Default

There shall be the following Events of Default which will operate either in relation to the
specific Scheme or in relation to the whole Grant Agreement:

insolvency (whole Grant Agreement);

change in status (control or financial standing) not approved by the Corporation (whole
Grant Agreement);

material breach (whole Grant Agreement);
breach of warranty (whole Grant Agreement);
Prohibited Act (whole Grant Agreement);

loss of licence (whole Agreement);
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material delay being a failure to meet the planned construction completion date (specific
Scheme);

material inaccuracy in any certificate or confirmation given on a Scheme (specific
Scheme);

any disposal of the property within a Scheme in breach of the Grant Agreement (specific
Scheme);

failure to meet a longstop date (specific Scheme); and

material failure to comply with any applicable conditions set out in the Scheme Details
(specific Scheme).

The Corporation shall be entitled, following an Event of Default, to:
suspend or terminate payments of Grant (save where clause 9.6 applies);
terminate the Grant Agreement;

require repayment of the Grant, in whole or part (save for any Grant secured on an Eligible
Unit by an equity charge in favour of the Corporation);

vary the Maximum Corporation Payment;
re-allocate funding to other Schemes within Grant Agreement;

replace the Scheme in default with an alternative Scheme agreed with the Developer;
and/or

require payment by the Developer of all its losses incurred as a result of the Event of
Default (whether or not the Grant Agreement has been terminated).

Dispute Resolution Procedure
All disputes to be handled on the following system:
Stage 1 — negotiation.

Stage 2 — adjudication (for construction and non disputes); expert determination (for
financial disputes) which shall be binding save in the case of fraud or manifest error.

Publicity

Save as specified in the Corporation's marketing requirements, no publicity relating to the
Grant Agreement or HomeBuy Direct shall be permitted without the Corporation's consent.

All press releases shall contain prescribed wording provided by the Corporation.

All standard literature shall contain prescribed wording provided by the Corporation (where
applicable).

Boilerplate Clauses
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The Agreement shall include the following standard boilerplate clauses:
confidentiality / freedom of information;

waiver / no fetter / severability / survival;

exclusion from legislation / law and jurisdiction;

alienation / agency;

co-operation / notices; and

variations by agreement in writing.

Form of Equity Mortgage

It is intended that the same prescribed form of the Equity Mortgage will be used to secure
both the Developer's and the Corporation's Contributions. The form of Equity Mortgage will
be annexed to the Grant Agreement and will need to be approved by the OFT for the grant
of a s60(3) direction (the Equity Mortgage).

The Developer will only be permitted to use the prescribed form of Equity Mortgage.
The Equity Mortgage shall incorporate the following terms:

The entire loan shall become repayable upon whichever is the earliest to occur:

a following the expiry of a default notice (under the Equity Mortgage documents);

b following a disposal on death or divorce to a non-qualifying person;

c on any other disposal of the Eligible Purchaser’s interest in the Eligible Unit;

d on the insolvency of the Eligible Purchaser;

e if the Eligible Purchaser ceases to be resident at the property;

f upon repayment in full of the first mortgage loan (unless that loan is immediately

refinanced), or
g on expiry of the 25 year fixed term.

In each case the Eligible Purchaser or his/her estate shall repay the amount outstanding
under the Equity Mortgage, calculated by reference to the market value of the property at
the time of redemption (as agreed and recorded in the Equity Mortgage agreement).

Each valuation will be:

a carried out by an independent valuer on the basis of market value with vacant
possession (in the case of second and subsequent valuations, disregarding any
improvements made by the Eligible Purchaser);

b valid for such period as the relevant valuer shall confirm to be appropriate subject
to an initial maximum period of six months; and
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c carried out by a valuer agreed between the parties or selected (if not agreed) by
the President of RICS.

The validity period for a valuation may be extended for a further period (not exceeding one
month) where the relevant valuer provides written confirmation that he considers his
valuation to be valid. This confirmation may be on a desktop basis.

The Eligible Purchaser will meet the cost of any valuations (including any extensions).

The initial valuation for an Eligible Unit may comprise a mortgage valuation but all
subsequent valuations shall comprise a homebuyer’s report. The relevant HomeBuy Agent
(or the Corporation's nominated agent where relevant) must be supplied with a copy of
any valuation and/or valuation extension.

No partial redemptions of the Equity Mortgages shall be permitted within the first 12
months following completion of the Eligible Purchaser's purchase of the Eligible Unit.

Any partial redemption must increase the Eligible Purchaser's share of their total equity in
the Eligible Unit by a minimum and a multiple of ten (10) per cent. If this would leave a
smaller share than ten (10) per cent of the total property value remaining, the Equity
Mortgage must be fully redeemed.

The amount due on any increase in the Eligible Purchaser’s equity interest is calculated on
a similar basis to clause 16.3.1 and the conditions relating to the valuation of the property
set out in clauses 16.3.2 to 16.3.5 shall apply.

Both Equity Mortgages shall be secured as second fixed charges over the purchased
property. These will rank pari passu with each other behind the first fixed charge securing
the Eligible Purchaser’s first mortgage. The Equity Mortgages will provide that the amount
secured by the first mortgagee’s first fixed charge is limited to the amount required by the
Eligible Purchaser (in addition to the Contributions and any deposit):

a to fund the initial purchase the property;

b to fund any improvements to the property (where such additional funding has
been approved by the Corporation's nominated agent);

c to fund an increase in the Eligible Purchaser’s equity interest; or
d to refinance a loan made for any of these purposes.

Any first mortgagee (including on a refinancing) must be a qualifying lender (as defined in
the Grant Agreement) and any refinancing shall not be in excess of the amount required
as set out in clause 16.3.9.

Interest due shall be nil up to the end of year 5, then commencing at an annual gross rate
of interest of 1.75% of the initial Market Value of the Eligible Unit (increased annually by
RPI plus 1%), charged proportionately on the outstanding percentage amount under the
Equity Mortgages. The interest will be calculated and applied as a daily rate to the relevant
amount on a defined day of each month. Failure to make an interest payment on time will
affect the amount of interest due. The Eligible Purchaser will make payment by direct debit
on an optional date of the month to the HomeBuy Agent referred to in Clause 17. The
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Eligible Purchaser will be liable for any legal and other out-of-pocket set-up costs and
expenses such as valuation fees, CHAPS fees, etc. No other interest or fee is charged on
the Equity Mortgages.

The Equity Mortgages shall be personal to the Eligible Purchaser and is not transferable
save to an eligible person in the event of death / divorce. An eligible person will include a
partner living with a Eligible Purchaser at the time of their death whether or not that partner
would otherwise be eligible.

In the event that the proceeds of disposal of the property, after sums due to the first
mortgagee (and secured by its first mortgage) have been repaid, are insufficient to repay
the amount repayable in respect of the Equity Mortgages, then the Developer will have no
further recourse against the Eligible Purchaser in respect of such shortfall unless the
Corporation so agrees or requires, acting reasonably.

Post completion administration

The Corporation shall appoint a national HomeBuy Agent (to cover the nine regions of
England) to deal with:

the discharge and redemption (in full or part) of any Equity Mortgage,
payment of the fees due under the Equity Mortgages, and

any other administrative issue which may arise under the Equity Mortgages
on behalf of the Developer and the Corporation.

Confidentiality of these heads of terms

The Developer and the Corporation will keep confidential all discussions, agreements and
documents between them and all information which is supplied by or on behalf of each
other party in connection with the negotiations contemplated by these heads, and shall not
divulge the same to any third party without the prior written consent of each other relevant

party.

The provisions of this clause shall not apply to any information which is in the public
domain otherwise than by breach of this clause, or lawfully in the possession of the
receiving party thereof before divulgence, or obtained from a third party who is free to
divulge the same, or is disclosed in pursuance of a legal obligation (including freedom of
information) or the requirement of any court of competent jurisdiction.

This clause 18 is legally binding.
No legal effect

Save for clause 18 no provision of these Heads shall have legally binding effect on any
party.

These Heads are subject to contract and subject to negotiation.




Signed for the Housing Corporation by
Signature

Name

Date

Signed for the Developer by
Signature

Name

Date




