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1. INTRODUCTION 

1.1 The Study Brief 

The David Tolson Partnership was appointed by the Isle of Man Government in 
October 2012 to undertake a programme of work to carry forward the 
recommendations of the review of the Housing System completed by the team in 
February 2012.  This report sets out findings and recommendations arising from work 
on options for the provision of affordable housing other than by development of 
conventional public sector housing.   

The brief for the work was as follows: 

 To review models of affordable housing provision, particularly those in use in 
Britain; 

 To assess the feasibility of applying these models within the Isle of Man context; 

 To produce financial modelling showing the implications of adopting alternative 
models for the Isle of Man Public Finances. 

This report details the findings of the work and recommendations for action by the Isle 
of Man Government. 

1.2 Study approach  

The study approach has involved the following: 

 An analysis of the operation of the existing House Purchase Assistance Scheme 
(the First time Buyer Scheme) on the Island and of data relating to that scheme 
building on work undertaken for the Housing Review Study, 2012.  

 A review of affordable housing models being operated in the UK; 

 Identification of a ‘short list’ of potential alternatives to the First Time Buyer 
Scheme; 

 Financial modelling of a hypothetical programme of affordable housing 
development using the alternative approaches and focussing on the impact on 
the public finances and affordability to potential users of the schemes; 

 A survey of persons on the First Time Buyers Register and a focus group 
involving potential first time buyers; 

 Consultations with representatives of house purchase lenders on the Island and 
with the construction forum. 

1.3 Report Structure  

The report is set out as follows: 

 Section 3 reviews the existing approach in operation on the Island, usually termed 

the ‘First Time Buyer Scheme’; 

 Section 4 details the alternative options identified and considered; 

 Section 5 sets out the results of the financial modelling of these options; 

 Section 6 presents relevant findings from the survey work, focus groups and from 

the consultations; 

 Section 7 provides an appraisal of the options considered relevant to the Isle of 

Man and makes recommendations for future policy.   
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2. EXECUTIVE SUMMARY 

2.1 The First Time Buyer Scheme has become an established part of access to the 
housing system on the Isle of Man.  Consultations with lenders on the Island and data 
analysis suggest that the scheme is assisting at least 25% of first time buyers.  For 
comparison, we estimate that First Buy Scheme in England assists around 5% of first 
time buyers. 

2.2 While the scheme is popular, we consider that it is not well targeted on need – some 
beneficiaries could have bought without the use of the scheme.  It confers a large 
benefit on assisted households.  

2.3 A spreadsheet model was constructed to compare the public expenditure implications 
of the alternative models and to compare the financial impact on participating 
households.  The aim of this work was to provide a like for like comparison of the costs 
of alternative approaches.  The following options were modelled: 

 Shared Equity; 

 Mid Rent; 

 Rent to Buy. 

2.4 The results of the modelling show that a shared equity scheme of the same size would 
involve far lower net costs to Government than the existing House Purchase 
Assistance Scheme (HPAS) while remaining as affordable as the HPAS for new 
buyers.  Shared Equity is, over a five or ten year period, much less favourable to the 
purchaser but it does not adversely affect affordability.  

2.5 Turning to options for rented housing, it is evident that providing affordable housing at 
‘mid rents’ would offer substantial savings in public spending as compared with the 
traditional public sector model.  However, a general rise in public sector rents would 
achieve some of that outcome.  

2.6 It is evident that the rent to buy option has by far the lowest public spending costs in 
the long term, though it involves initial spending levels per unit which are comparable 
to those for public rented housing.  Indeed, it would provide a net return, thus implying 
zero public sector cost over the long term.  The speed with which savings, as compared 
to the alternatives, emerge depends upon how quickly people move from renting to 
buying.  We have modelled a five year gap which is common in schemes which exist 
in the UK.  There are also models of rent to buy, in which part of the funding needed 
to cover the ‘rental period’, is provided by developers.  

2.7 While the existing First Time Buyer Scheme has proven popular, the financial 
modelling work demonstrates that alternative models, notably shared equity, offer 
better Value for Money (vfm) in public spending terms.  The consultations and survey 
work show evidence of a receptiveness to such initiatives on the part of households 
presently seeking support from the First Time Buyer Scheme and, indeed from the 
Public Rented Sector.   

2.8 Moreover, all the main lending institutions are positively disposed to replacing the 
existing first Time Buyer Scheme with Shared Equity.    

2.9 The study conclusions and findings lead to two principal recommendations. These are:  

 That the HPAS (new build and open market) is replaced by a shared equity 
scheme as soon as possible; and 
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 That a rent to buy scheme is developed, possibly in partnership with private 
developers.   

3 THE FIRST TIME BUYER SCHEME 

3.1 Introduction 

The First Time Buyer Scheme (correctly known as the House Purchase Assistance 
Scheme) is intended to assist people who would not otherwise be able to purchase a 
house.  In the words of the explanatory leaflet, it exists to ‘bridge any shortfall between 
the funds you have or could reasonably expect to obtain from your mortgage lender 
and the purchase price’.  

3.2 Eligibility and Conditions  

Applicants for support under the scheme must not have owned a property and must 
have an income of under £35,000 per annum (raised from £25,000 for Open Market 
Purchasers in 2012).  There are restrictions on the type of property which may be 
bought.  Properties can be new or bought second hand on the open market. New 
properties must be drawn from the houses provided by developers under the affordable 
housing policy. About 12 years ago a Voluntary Affordable Housing Requirement was 
introduced to the planning process whereby developers were asked to offer up 5%-
10% of any new development for affordable housing.  By 2006 a compulsory system 
was introduced requiring developments of 8 or more units to provide 25% units for 
affordable purposes either for rent or first time buyers.   

The prices paid for a house under the scheme (new or second hand) cannot exceed a 
maximum of £150,000.  There are other restrictions on purchases.  Dwellings must 
comply with minimum spatial standards and should not be less than 55 square metres 
in total floor area.  They must have at least one bedroom and a separate bathroom.  
However, properties with over four bedrooms may be refused by the scheme. 

Purchasers are expected to obtain the highest loan possible from commercial sources 
and to use 90% of any savings over £5,000. Subject to that, assistance is provided in 
three ways: 

 Through the operation of the affordable housing policy, new build houses are 

priced below market levels; 

 Applicants buying new properties may receive a ‘top up loan’ of up to 30% of 

price at an interest rate 1% below Base Rate (thus interest free at present); 

 Grants of up to £25,000 are available depending on income (grants are higher at 

each income level for open market properties).    

Grants and loans are repayable on sale of the property though the amount of grant to 
be repaid falls by 20% each five years.  If a new property is resold within ten years it 
must be sold back to the scheme at a price below market value: after ten years owners 
can sell on the open market.  

These features are reflected in the modelling reported below. 
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3.3 Operation of the Scheme         

Since the year 2000 the scheme has assisted 1301 purchasers, an average of 92 per 
annum.  In the last two years activity has fallen to about 50 per annum, possibly 
reflecting economic conditions. 

Considering the period from 2007/08 onwards, the average grant paid has been 
£17,476 and the average loan £29,186.  About 5% of buyers using the scheme have 
required no financial assistance (the low price being sufficient to enable purchase). 

We consider below the costs of the scheme in more detail but as a broad estimate we 
may consider a property bought with the average grant and the average top up loan 
which is sold after ten years.  At that point the 60% of the grant and the loan are 
repayable.  If we assume that the cost of an interest free loan to the Government is 
given by a real opportunity cost of capital of 3% per annum (and inflation is assumed 
to be 3% per annum) the subsidy cash cost of assisting that household is £25,500.  
This is far less than the subsidy cost of a public rented house which was estimated in 
the previous review to be well over £100,000. 

The aim of the scheme is, as stated, to assist people who would not otherwise be able 
to buy to do so.  The previous review provided evidence that some people assisted 
under the scheme could have afforded to buy without assistance or access to 
‘discounted’ housing.   

Data relating to the operation of the scheme from 2007 up to 2011 show the following 
for buyers of new property.  

 Average purchase price - £136,442; 

 Average grant - £10,000; 

 Average Top Up Loan  - £28,000; 

 Average Mortgage - £94,000; 

 Average Income - £24,000; 

 Average own funds - £4,400. 

The loan to income ratio averages 3.9. 

Open market purchasers could previously only benefit from the scheme if their 
approved income was below £25,000.  Open market purchasers, therefore had lower 
average incomes than the ‘approved’ property purchasers at £22,000.  Other indicators 
are: 

 Average price - £137,000; 

 Average loan - £101,000; 

 Own funds - £17,000; 

 Average Grant - £18,800. 

Although open market purchasers benefited from higher grants, the striking pattern is 
that through the open market scheme, households on lower incomes were funding the 
purchase of homes using more of their own resources than new build purchasers.  
They were borrowing 4.6 times income on average.  

While the average price paid by buyers assisted under the Open Market First Time 
Buyer Scheme in recent years has been £137,000, 15% of properties bought under 
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the scheme cost £125,000 or less and on that basis we might set £125,000 as the 
‘entry level’ price for owner occupied housing on the Island at that time.   

The ‘average’  purchaser of a new build First Time Buyer property could, in principle, 
purchase a house costing £114,000 if they borrowed at the same income multiple as 
open market buyers.  Moreover, if they were to contribute as much to purchase as the 
typical (generally poorer) open market buyer they would be able to afford £127,000.  
The typical open market purchaser would be able to pay at least £119,000 without 
assistance.  

The price which would appear to be affordable to many new build buyers is close to  
what we might regard as the ‘entry level’ price for the home ownership sector on the 
Island and the price payable by open market buyers is also close to that level.  It seems 
likely that the First Time Buyer Scheme is enabling at least some assisted households 
to buy a better house, or a house in a preferred location, rather than being the key 
factor in enabling them to become owners at all.  

3.4 Conclusions  

The First Time Buyer Scheme has become an established part of the housing system 
on the Isle of Man.  It is difficult to be certain what proportion of First Time Buyers use 
the scheme but it is clearly a significant proportion.  Consultations with lenders on the 
Island suggest that the proportion could be between 25% and 50%.  With about 100 
assisted households a year, our estimate, (based on an assumed rate of new 
household formation derived from demographic data and the existing tenure structure) 
is that the scheme is assisting at least 25% of first time buyers.  For comparison, we 
estimate that the First Buy Scheme in England assists around 5% of first time buyers. 

While the scheme is popular, we consider that it is not well targeted on need – some 
beneficiaries could have bought without the use of the scheme.  It confers a large 
benefit on assisted households: they can receive a grant which is only partly repayable, 
interest free finance and, provided they hold the property for ten years, buyers of new 
homes gain the capital gain on a house acquired at below the market price.  We may 
also note that the requirement to hold a home for ten years before it can be sold on the 
open market provides a powerful incentive for households not to move – a factor which 
certainly makes the market less flexible. Finally, we may note that the price limits on 
properties and the small size of the new build homes mean that that the scheme may 
be limited in its ability to help families with larger numbers of children. 

We consider that options exist which would be less costly in public spending terms, 
more flexible and better targeted.  These options are considered below.       

4 AFFORDABLE HOUSING OPTIONS 

4.1 Introduction    

The affordable housing options set out below have been identified by an analysis of 
schemes operating in England and Scotland.  Rather than describe every specific 
scheme we focussed on types – for example Shared Equity exists in very similar 
schemes in Scotland and England.   

Schemes examined may be divided into those which enable purchase (and which are 
thus most comparable to the Isle of Man First Time Buyer scheme) and those which 
provide rented housing.  There are also some hybrid (rent to buy) schemes.  House 
Purchase Schemes are considered first.  
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4.2 Affordable House Purchase Schemes        

The main types of scheme used to support house purchase are: 

 Shared Ownership; 

 Shared Equity; 

 Low Cost Buy; 

 Supported Deposit schemes. 

Shared Ownership involves tenants having a part share in a home which is jointly 
owned by a social housing provider, with an option to purchase additional shares over 
time (known as ‘staircasing’) up to 100% ownership.  The key characteristics of shared 
ownership products are as follows: 

 There is a minimum and maximum initial share of the property ownership that can 
be taken up.  The minimum initial share is 25% in Scotland and the maximum is 
75%; 

 The tenant/homebuyer is responsible for raising a mortgage to finance the share 
they wish to purchase and for paying an ‘occupancy payment’ on the proportion 
of the home that they don’t own; 

 In some cases the house can never be bought outright (i.e. there is a maximum 
share); 

 In allocating shared ownership properties priority is given to existing social 
housing tenants and to first time buyers. 

Shared equity also offers the opportunity to people who wish to own their own home 
but cannot afford to pay the full price for a house the opportunity to buy less than a 
100% stake in the home (but with an option to increase a stake up to 100%).  In other 
respects, however, there are notable differences between shared equity and shared 
ownership products, in particular: 

 There is no initial rental payment payable by the homeowner on the proportion of 
the home that they don’t own; 

 Interest may be charged after a period of ownership on the equity provided by 
the partner (the English FirstBuy scheme levies a charge of 1.75% on this equity 
after five years, the charge rising by RPI+1% each following year); 

 The initial stake that the homeowner is expected to take up is typically higher than 
under shared ownership.  The shared equity schemes backed by the Scottish 
Government typically work on the basis of a 60% - 80% initial stake in the property 
while the FirstBuy scheme requires the household to put up 20%; 

 The ‘partner equity’ can be provided by a range of bodies including social 
landlords, public bodies and, in an increasing number of cases, a private housing 
developer alone or in partnership with the public sector. 

Shared equity schemes can have the effect of substantially reducing the deposit which 
a house buyer is required to provide.  

Low Cost Buy -  In both Scotland and England planning policy commonly requires an 
element of affordable housing to be provided as part of a private housing development.  
Affordable housing is usually defined to include social rented housing, housing 
provided under shared ownership/shared equity schemes and, in some cases, housing 
provided below a price threshold.  In the Isle of Man this is a feature of the First Time 
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Buyer Scheme in that houses are provided at sale at below market price and some 
purchasers need no other form of assistance.      

Supported Deposit -  Prior to 2008 it was by no means uncommon for people to be 
able to obtain mortgages of 100% (or more) of the purchase price.  In the wake of the 
financial crisis of 2008 house purchase lenders have typically required deposits of 20% 
or more.  In England central government and local authorities have responded by 
developing schemes to enable first time buyers to purchase with a lower deposit.  The 
NewBuy scheme in England (Mi New Home in Scotland) involves a partnership 
between government, lenders and builders under which approved houses may be 
bought with a 95% mortgage.  

The funding of the scheme involves the developers paying the lender 3.5% of the 
purchase price of a new-build house, while the government provides an additional 
guarantee of 5.5%, allowing mortgage providers to lend to people with a lower deposit 
than they would normally need as it reduces the risk. The scheme has been criticised 
as a way of developers avoiding pressure to reduce prices in the face of weak demand.        

4.3 Rental and Hybrid Schemes 

New forms of subsidised renting have been developed in reaction to the high subsidy 
involved in traditional social renting and in the light of recognition that some households 
have income levels which would support a much higher rent than charged for 
mainstream social housing but are still unable (or unwilling) to buy and cannot afford a 
full market rent.  

Mid rent - The terms mid rent and intermediate rent refers to rented products where 
homes are made available for rent at a discount to market rent, but which have the 
following characteristics: 

 The rental value is significantly closer to standard market rentals for a comparable 
house than is the case for social rented properties– in the region of 80% of market 
rent; 

 Intermediate rent developments can be undertaken with public support by 
housing associations or local authorities or even private developers: tenants have 
a short (six month) tenancy for an initial period; 

 This tenure is likely to suit home seekers who would not have priority for social 
rented homes and cannot afford to buy a home of their own outright at present. 

This type of scheme is operated as ‘First Steps’ in London and as Intermediate Rent 
elsewhere.  The use of the term ‘First Steps’ is important as in England tenants are 
expected to commit to eventual movement into home ownership.  The Scottish scheme 
does not require this commitment to home ownership though one variant of the Scottish 
scheme described below, does so.               

Rent to Buy -  A rent to buy scheme is one in which tenants have a tenancy which is 
of limited duration with the expectation that they will buy in due course.  In England this 
type of scheme appears to be in decline.  It is offered by various housing associations 
and typically involves a commitment to buy on a shared ownership basis after a defined 
period.  The concept is to allow time for a deposit to be accumulated.  After five years 
– or at any time the tenant chooses during the first five years – the tenant can purchase 
a share in their rented home through a shared ownership scheme. The key 
characteristics of English Rent to Buy products are as follows: 
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 During the initial rental only period, the rental charge cannot be more than 80% 
of the open market rate; 

 If the tenant cannot afford to buy at least 25% of their rented home after five 
years, the tenancy will end; 

 The scheme prioritises existing council and housing association tenants, key 
workers and first time buyers. 

In Scotland, “rent to buy” has been developed as the National Housing Trust model 
(NHT).  Under this model a Limited Liability Partnership (LLP) is set up which receives 
loan funds from one or more local authorities.  A developer builds houses to an agreed 
programme and receives from the LLP 65% - 70% of the agreed purchase price 
upfront. The developer thus contributes 30% - 35% which is funded by borrowing or as 
equity.  The houses are then let for 5 – 10 years at an intermediate rent. The rent (less 
management costs) is used to pay the interest costs on borrowing by councils and 
developers.  The Scottish Government provides a guarantee to cover any shortfall 
between rental income and the local authority’s borrowing costs.  When sale is 
triggered the house is sold at market value and the proceeds repay (in order) the 
council loans, any call on the guarantee and the developer’s equity.  

The scheme has been seen as providing affordable homes (albeit for a limited period) 
and as a stepping stone to home ownership (tenants can have first refusal on the 
homes).    

4.4 Relevant Options for the Isle of Man 

In principle, any of the above models might be applied on the Isle of Man.  However, 
we consider that deposit schemes and shared ownership can be put to one side at this 
stage.  While there is substantial evidence that inability to save for a deposit is a major 
factor in limiting sustainable home ownership on the Island we consider that a shared 
equity scheme or rent to buy can address this.  Shared ownership is a less effective 
stepping stone to home ownership than is shared equity – many shared owners remain 
such in the long term and the scheme is in any case less financially attractive to would 
be home owner than is shared equity. 

Low cost housing is, arguably, already a feature of the Isle of Man in that a few people 
each year buy homes provided under the affordable housing policy without subsidy.  
There is a broader question of whether the requirement on developers to provide 
housing at below market price should be incorporated in any future policy.   

These considerations left the following options to be modelled.  These are: 

 Shared Equity; 

 Mid Rent; 

 Rent to Buy. 

These were benchmarked against the existing HPAS and traditional public renting.      
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5 MODELLING  

5.1 Introduction 

A spreadsheet model was constructed to compare the public expenditure implications 
of the alternative models and to compare the financial impact on participating 
households.  The aim of this work is to provide a like for like comparison of the costs 
of alternative approaches.  In reality any programme will involve mixes of new and old 
properties and mixes of property type/cost but by using specific examples we can 
establish the cost and Value for Money of alternative mechanisms.   

The model makes some simplifying assumptions.  It focuses only on new build property 
and begins by considering one unit of each of the ‘types’ of tenure identified at the end 
of the previous paragraph.   

5.2 Assumptions 

For HPAS (the benchmark), Shared Equity and Rent to Buy the period of analysis is 
ten years as it is assumed that the public sector position in these properties is 
liquidated after ten years.  For mid rent and Traditional Public Rented housing 
(benchmark) a 60 year life is assumed. 

The following assumptions are common to all cases: 

 Each unit is provided as a cost of £150,000 to the buyer (either an owner occupier 
or, in some options, a public body) in year 0, the house being provided by a 
developer under the affordable housing planning provisions.  This is the 
maximum price under the existing scheme.  On the basis of an examination of 
recent schemes, we estimate that this price is likely to be at least £40,000 below 
open market value in year 0 and we have adopted this value in our analysis; 

 House prices rise at 4% per annum; 

 General inflation is 3% per annum. 

For the existing HPAS the representative unit is acquired by the household using the 
following mix of finance: 

 Commercial loan: £85,000; 

 Top up loan: £32,500; 

 Grant: £12,500; 

 Deposit: £20,000. 

In the case of a Shared Equity property we have assumed a 30% public sector stake 
so that the homeowner has to find £105,000 as follows: 

 Commercial loan: £85,000; 

 Deposit: £20,000; 

 No charge is made for the public sector’s equity share.  

The homeowner is thus in the same initial position with regard to borrowing and deposit 
while the public sector cash outlay is the same in both cases (£45,000).  The deposit 
assumptions are purely illustrative and, as argued below, the deposit could be lower, 
particularly in the shared equity case. 

For the Rent to Buy model we assume a house acquisition price to the scheme of 
£150,000 with an open market value of £190,000.  Other specific assumptions are: 
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 Annual rent: £6000 (rising with inflation); 

 Annual management cost: £500 (rising with inflation);  

 House sold at market value in year 10. 

Assumptions for mid rent are as for rent to buy except that there is no sale. 

5.3 Results – per unit  

We consider first the results of the modelling for individual properties before examining 
the results for a programme of 25 units per annum for 10 years.  

Table 5.1 shows Government expenditure and revenue over 10 years for an individual 
house under the HPAS and the modelled shared equity scheme. 

Table 5.1 HPAS and Shared Equity New Build - Government Expenditure and Income 

HPAS Year 0 Year 1 2 3 4 5 6 7 8 9 10 

House Price 

£,000 

£150           

Value £,000 £190 £198 £206 £214 £222 £231 £240 £250 £260 £270 £281 

Expenditure             

Grant £12,500           

Top Up Loan  £32,500           

Total  £45,000           

Income            

Repayment of 
Grant and 
Loan  

          £40,000 

NPV@6% -£21,381           

Shared Equity             

House Price 

£,000 

£150           

Value £,000 £190 £198 £206 £214 £222 £231 £240 £250 £260 £270 £281 

Expenditure             

Equity Stake £45,000           

Income            

Share of sale            £84,373 

NPV@6% £1,994           

It is evident that the shared equity option, while costing the same in cash terms as 
HPAS in year 1, has a zero public sector cost and produces a modest surplus over ten 
years.  Moreover, the surplus would be even more if a charge was made for the equity. 

The shared equity scheme is as ‘affordable’ for the household as the HPAS option in 
that annual outgoings are identical since the same mortgage is involved.  However, 
the shared equity scheme is much less generous in terms of capital accumulation.  In 
the HPAS modelled example, the household has an asset worth £281,000 after ten 
years.  Allowing for repayment of grant/loan, repayment of mortgage capital and the 
mortgage costs over 10 years, we calculate that the Net Present Value to the 
household in year 1 of being in the HPAS scheme is £29,921 – that is the value of what 
it will gain and means the household effectively pays nothing for occupying the house. 
In contrast, the NPV in year 1 of entering the shared equity scheme is £6545.   

We have also examined the HPAS Open Market Scheme and compared it to an Open 
Market Shared Equity scheme.  The Open Market HPAS is certainly less advantageous 
to the purchaser, first because there is no ‘market discount’ on the acquisition price as 
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with new build and second because the overall level of support available is, in practice, 
lower for open market purchasers.   

However, it can also be demonstrated that Open Market Shared Equity would normally 
be less expensive in terms of public spending than Open Market HPAS.  Thus we may 
consider a £150,000 property acquired on the open market with in one case £25,000 
of public support as a grant (HPAS) and in the other case £25,000 as a public sector 
equity stake.  If the property is sold after 10 years, the public sector receives £15,000 
and the NPV of the public support is a cost of £15,683.  Under shared equity, even 
assuming house prices are constant in real terms, the public sector receives £33,596 
and the NPV of the public support is a cost of £5,885.            

Turning to the rent to buy scheme, Table 5.2, shows public expenditure and revenues 
over 10 years.        .    

Table 5.2 Rent to Buy - Government Expenditure and Income 

HPAS Year 0 1 2 3 4 5 6 7 8 9 10 

House Price 

£,000 

£150           

Value £,000 £190 £198 £206 £214 £222 £231 £240 £250 £260 £270 £281 

Expenditure             

Purchase  

£000 

£150           

Income            

Rent net of 
Management   £5,500 £5,665 £5,835 £6,010 £6,190 £6,376 £6,567 £6,764 £6,967 £7,176 

Sale of 
Property  

£000 

          £259 

NPV@6% £49,811          

 

Under this scheme the public sector effectively profits (initial rental return is 3.7% per 
annum while the asset rises by value at 4% and rental income also rises).  With 
potential returns at this level it might be possible to involve private sector investment.       

Finally, we considered the development of mid rent housing.  If undertaken with public 
funds, this approach is assumed to involve an upfront cost of £150,000 per unit.  With 
annual rents, net of management and maintenance cost, we calculate that the NPV of 
providing this type of property over 60 years is -£11,563 per unit.  That may be 
compared with an estimated NPV for traditional public sector housing of -£95,000 
(assuming a procurement cost of £150,000 per unit). 

5.4 Modelling a 10 Year Programme     

To provide a comparison of programme costs over the long term we have modelled 
the cash flows for 25 new build units per annum constructed over 10 years for each of 
three ‘alternative’ options.  It is assumed that the amount paid for new houses to 
developers starts at £150,000 and rises thereafter at the assumed rate of house price 
inflation.  Grants and loans are assumed to rise at the same rate. The aim of the 
analysis is to show the returns to/net costs of alternative uses of the same amounts of 
initial public spending.      

Figure 5.3 compares the 20 year annual cash flows for the public sector for 250 new 
properties built over 10 years under the existing HPAS and under a shared equity 
scheme on the assumption that houses are sold in year 10 under HPAS and after five 
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years for shared equity and rent to buy.  For the first five years the net public spend is 
the same and the gross spend is the same in both options.  However, the net costs are 
very different.  We expect that shared equity will lead to a higher property turnover as 
there will be no penalty in selling earlier and rent to buy can be designed to require 
sale at year 5 while the incentive to retain property to year 10 will remain with HPAS  

Figure 5.3 Comparison of Shared Equity and HPAS Programmes 

 
 

The peak annual surplus for the shared equity scheme is almost £2.4 million as 
compared to under £1.5 million for the HPAS.  Moreover, because of higher turnover, 
the shared equity scheme is in surplus from year 5 and in cumulative surplus by year 
12/131.  The HPAS is never in surplus.  The overall cost of the schemes as measured 
by NPV at a 3% real discount rate is -£4.9 million for HPAS while the Shared Equity 
has a positive NPV of £1 million.  The difference between the public sector cost of the 
two schemes reflects mainly the fact that under shared equity 30% of the gain in the 
value of the property (the total gain being over £80,000 per property) accrues to the 
public sector whereas under the existing HPAS this is entirely gained by the household.  
Both schemes, however, involve the same deposit and the same annual cash cost for 
the household; this reflects the major flaw of the HPAS that it delivers a large benefit 
at a time when the household has become an established owner occupier unlikely to 
be in need of subsidy. 

In Figure 5.4 we set out the cash flows for a rent to buy programme under which 
occupiers pay a (subsidised) rent of £6,000 per annum for five years and then buy at 
market value.  

 

 

 

 

 

 

                                                 
1 Cumulative cash flows are provided in Appendix 1 
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Figure 5.4 - Rent to Buy Programme 

   
 
This programme has a cost in the early years much higher than shared equity or HPAS 
(£4 million pa).  However, it is in annual surplus from year 5 and has a peak annual 
surplus of over £8 million.  It is in cumulative surplus in year 112.   It has a large positive 
public sector NPV of £9.7 million. 

It might be thought that that the returns to Shared Equity and Rent to Buy depend to a 
degree on the assumption of rising house prices.  However, the cash flows have been 
remodelled assuming constant cash house prices (i.e. falling at 3% pa).  On this basis 
the shared equity scheme has an NPV of -£0.5 million: but this is still better than the 
HPAS NPV of -£4.9 million under the same assumptions.  The NPV for HPAS improves 
as cash house prices and thus grants and loans are assumed constant (thus falling in 
real terms).  The conclusion that Shared Equity is more cost effective than HPAS (as 
in Rent to Buy) is robust in the face of falling house prices.      

Turning to a comparison of mid rent housing and traditional public sector housing we 
can see that the effect of adopting the mid rent option is to shift returns up from the 
outset so that the net public sector cost is rapidly less.  Annual net outflows of spending 
are £154,000 lower under the mid rent option in the early years and the gap widens.  
From year 10 both approaches are in annual surplus but the mid rent scheme is 
producing £1 million per annum more income.   In NPV terms, the traditional public 
sector programme has a cost (negative value) of -£21 million while the mid rent 
programme has a value of -£3 million: a difference of -£18 million.  A switch to mid rent 
housing has significant financial advantages, though these would be less if public 
sector rents were increased substantially3.               

 
 
 
 
 
 

                                                 
2 Cumulative cash flow figures are provided in appendix 1 
3 Cumulative cash flows are provided in Appendix 1 
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Figure 5.5 - Comparison of Mid Rent and Traditional Public Sector Programmes 

   
 

5.5 Conclusions on Modelling   

The results of the modelling show that a shared equity scheme of the same size would 
involve far lower net costs to Government than the existing HPAS while remaining as 
affordable as the HPAS for new buyers.  Shared Equity is, over a five or ten year 
period, much less favourable to the purchaser but it does not adversely affect 
affordability.  

It is the case that the public sector savings from switching from HPAS to a shared 
equity scheme do not emerge until around the 5th year of a programme so that, 
although the savings are very substantial, adoption of a shared equity approach funded 
by Government would not necessarily offer immediate public spending savings over 
the HPAS.  If, however, the ‘non occupier’ equity share could be provided in part or 
whole by a third party (e.g. a developer as is the case in some schemes in the UK) 
then immediate public spending savings could arise. 

Turning to options for rented housing, it is evident that providing affordable housing at 
‘mid rents’ would offer substantial savings in public spending as compared with the 
traditional public sector model. However, a general rise in public sector rents would 
achieve some of that outcome.  

It is evident that the rent to buy option has by far the lowest public spending costs in 
the long term, though it involves initial spending levels per unit which are comparable 
to those for public rented housing.  The speed with which savings, as compared to the 
alternatives, emerge depends upon how quickly people move from renting to buying.  
We have modelled a five year gap which is common in schemes which exist in the UK.  
There are also models of rent to buy,in which part of the funding needed to cover the 
‘rental period’ is provided by developers.  
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6 SURVEY WORK AND CONSULTATIONS 

6.1 Introduction 

As noted above, a survey of applicants on the first Time Buyers Register was 
undertaken using postal questionnaires.   

There were 108 respondents to the First Time Buyers (FTB) survey; 17% of the forms 
distributed.  

The survey is reported in full in the Housing Needs Study Report but key points are 
reported here.  

6.2 Respondent Profile  

The respondents were equally split between men and women.  As might be expected, 
most were aged below 45 years, and none was aged 60 or over. Notably, a significant 
minority (29%) were aged below 25 years.  

Table 6.1 Age/Sex Profile   

FTB Survey: age and sex of respondents 

Age group Male Female Total 

18-24 20% 38% 29% 

25-44 76% 58% 68% 

45-59 4% 4% 4% 

Total 55 53 108 

  

The most common household type was single person household accounting for 44% 
of respondents.  The other types were couples with children (32%), couples with no 
children (17%) and lone parents (10%).  

Most respondents were established households (60%), although a sizable minority still 
lived with parents and had never owned or rented their own home (40%). 

Employment - Almost all the respondents were in employment/self-employment 
(90%). Indeed most respondents (82%) were in full-time employment, and in 90% of 
households either the respondent or the partner was in full-time employment.  Of the 
two adult households: 79% had two earners and 58% had two full-time earners. 

Income and savings - Most respondents had incomes between £15,000 and £35,000.  
Income levels were skewed towards the lower bands, with 20% of respondents in the 
£15,000 -£20,000 band and 22% in £20,000 - £25,000 band. Notably 7% of 
respondents had an income of £15,000 or less but 7% had an income of more than 
£40,000.  As might be expected, there was a relationship between household type and 
income – single adult households tended towards the lower income bands, while two 
adult households tended towards the higher income bands.  
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Table 6.2 Income Levels  

 Percentage 

Income bands Single adult Hhlds Double adult hhlds Total 

Up to £15,000 13% 2% 8% 

£15,001-£25,000 58% 22% 41% 

£25,001- £35,000  24% 43% 33% 

Over £35,000 5% 33% 18% 

Total respondents 55 49 104 

Around half of respondents (53%) had some savings: in just over half of these cases 
the savings were less than £5,000, while 14% of respondents overall had savings of 
more than £10,000.  Notably, 8% of the respondents had fairly significant debts (more 
than £10,000).  

Rent levels - None of the applicants was paying for a mortgage; all housing costs were 
either rent payments or contributions to the parental home.  Housing costs were 
skewed to the lower end of the rental range: with 13% of respondents paying no rent 
and another 45% paying less than £500 per month.  However a quarter of respondents 
were paying more than £700 per month.  

6.3 Use of the First Time Buyer Scheme - Almost all (92%) the respondents said they 
were willing to buy either a new build or an existing/second hand property under the 
scheme.  There were very clear patterns around the property size and types in which 
respondents were interested; houses were preferred to flats, with 2-bedroom 
properties – both flats and houses – preferred to other property sizes.  

Table 6.3 Acceptable Type and Size of Property Preferred  

Type Size of Property  

Row Labels 
Total 

Count* 
% of Respondents 

1 bed flat 10 9% 

2 bed flat 33 31% 

3 bed flat 11 10% 

2 bed house 68 64% 

3 bed house 54 51% 

4 bed house or larger 13 12% 

Total respondents  
(multiple responses allowed) 

108  

The principal reasons given by respondents for participating in the scheme were 
income-related: they reported that they were unable to afford to purchase a suitable 
property in the open market without assistance and were unable to afford the required 
deposits without assistance.  However, for a substantial minority the motives included 
access to a better home or purchase at an earlier date.  Issues such as enabling better 
locations and bigger properties were much less important as motives. 

 

 

http://www.davidtolsonpartnership.co.uk/


Isle of Man Government  18 
IoM8: Review of Options for Affordable Housing Provision  

 

www.davidtolsonpartnership.co.uk                                                            

Table 6.4 Reasons for Joining FTB Scheme   

 
Total 

Count* % of respondents 

Income is too low  to buy without assistance 69 64% 

No deposit/insufficient deposit 62 57% 

Own home much more quickly  44 41% 

Better home than I could otherwise afford  39 36% 

Access to a new build property 33 31% 

Good value for money 23 21% 

Access to a fixed price property 22 20% 

Better location than I could otherwise afford 16 15% 

Larger home than I could otherwise afford 15 14% 

Other 6 6% 

All of these  4 4% 

Total responses 108  

Note * Multi response possible, so total count may exceed 108 

Around a fifth of respondents (22%) had been given the opportunity to purchase a 
property under the scheme, but had been unable to complete the purchase.  Fifteen of 
these respondents provided a reason: 

 In 7 cases the reasons were broadly financial – they could not get a mortgage, 
could not get the required deposit together, felt they would be unable to afford 
the mortgage repayments; 

 In 3 cases the offers had been withdrawn for administrative reasons – the 
applicants no longer fulfilled eligibility criteria (residency issues, financial 
thresholds, etc.); 

 2 were offered accommodation that did not meet their household’s requirements; 

 3 gave other reasons. 

6.4 Interest in alternative initiatives  

The survey stated that the Government is considering developing alternative schemes 
to enable people to access affordable housing.  It asked if respondents would be 
interested in any of the different options that are currently being considered and, if so, 
how much they would be willing to pay per month in rent/mortgage payments.  

Most of the respondents were interested in a rent to buy scheme (88%).  A very wide 
spread of monthly rents was proposed by the respondents, with most in the region of 
£500-£800, and an average of £616.  This is higher than would generally be charged 
by a rent-to-buy scheme, which would pitch rents at a level so as to enable tenants to 
save towards a deposit, and higher than the level modelled above. 
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Just over half were interested in a shared equity scheme.  Again, a very wide range of 
repayments were suggested by the respondents, with 75% in the region of £400-£700, 
and an average £608. 

As the table shows, there was much less interest (27%) in mid-market rent. Most (75%) 
of the respondents suggested rents around £400-£600, with an average of £538. 

Table 6.5 Interest in Alternative Options and Willingness to Pay 

 
Level of interest in the 

initiative 
Monthly Cost  people willing to 

pay 

Row Labels 
Number 

expressing 
interest * 

Percentage Range (£) Average (£) 

Mid-market rent 29 27% 350 - 800 538 

Rent-to-buy 95 88% 300 - 1000 616 

Shared equity 61 56% 400 - 1100 608 

Note * Multi response possible, so total count may exceed 108 

 

6.5 Focus Groups 
 

Applicants to the First Time Buyer Scheme who took part in focus groups gave the 
following reasons for participation in the scheme:  

 Stability – participants were looking to put down solid roots; 

 Investment – the scheme was seen as a good way of using their money; with 
rent seen as ‘dead money’.  Almost all the participants were currently living in 
the private rented sector, so they considered they were typically paying at least 
as much in rent as they would be in mortgage.  The FTB scheme would give 
them a tangible asset at the end; 

 Bettering yourself – owner occupation was regarded as something to aspire to, 
something to pass on to their children; 

 Financial security – As noted above, they were confident they could afford the 
mortgage payments.  They felt that owning their own home would give them 
much more control over their finances.  Although public sector housing was 
cheaper, some of the participants raised concerns about the new public tenancy 
agreements, and how that would introduce a degree of financial insecurity – as 
they would worry about rents going up in later life when their family left home. 

Possibly the biggest barrier to participating in the scheme was saving a deposit (the 
banks generally require a deposit, even from scheme participants although some will 
accept the grant as part of the deposit).  All those in the FTB group identified this as 
key issue.  Most were living in the rented sector so managing to put aside enough 
money to build up an acceptable deposit while paying high rents was proving a 
significant challenge.  

The interplay between benefits and the scheme was highlighted.  Family Income 
Supplement (FIS), which many participants rely on to help with housing and childcare 
costs, is counted as household income when DSC works out eligibility for grant. 
However, the bank does not include FIS as income when working out the mortgage 
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calculation.  As a consequence, applicants on FIS tend to need to self-fund relatively 
large deposits.  They find it difficult to save the deposit because of the PRS rent (and 
if they move to a cheaper property, their FIS will be adjusted accordingly). They 
described this situation of not qualifying for grants but having a large deposit 
requirement as being stuck between a rock and hard place. 

Participants were generally supportive of the open market First Time Buyer Scheme – 
which supports people to buy existing properties.  They were aware of the differences 
between it and the new build scheme - they noted there was no top-up loan, and there 
was an upper price limit.  But indicated they would be happy with a second hand 
property as long as the condition and location were acceptable. However, not all 
participants had been aware of this option. 

Strict regulations on the size and type of properties covered by the scheme were seen 
as problematic – especially as people are ‘locked in’ to the property for ten years and 
many are buying at times in their life when their circumstances are prone to change.  

There was a discussion of alternative schemes  

 Shared Equity - There was general interest in a shared equity scheme. 
Participants were particularly attracted to the greater flexibility that the scheme 
offered, in terms of the type and size of property that could be purchased. The 
option to staircase up as financial circumstances improved was also considered 
attractive. 

 Rent to Buy - There was support for the rent to buy option, which a number of 
participants knew about from similar UK schemes.  They commented that paying 
less rent should give them a chance to save.  There was also support for 
schemes which included an element of ‘forced saving’.  Some noted that paying 
less rent would mean that FIS would be reduced, so the opportunity to save may 
not be as great as the rent reduction might suggest.  However, the scheme would 
clearly suit those who are not on benefits. 

 Mid-market rent - Again there was a fair level of support for this.  Participants 
particularly liked the idea of being able to access a decent quality property, from 
a reliable landlord, at a manageable rent (it was noted that the FIS issues above 
would apply here).  

 Right to buy - Finally, the option of sitting tenants buying their public sector 
homes (RTB) was raised.  The focus groups included a small number of current 
tenants, and they indicated that they probably would be interested in buying their 
own homes.  Those participants who were not yet renters were also generally 
supportive of a RTB approach.  It was suggested that the people buying would 
have been likely to have stayed in those homes for quite a while yet, so it was 
unlikely that their purchases would adversely affect the housing available to 
people on the waiting list.  Nonetheless, they did feel that any such policy would 
have to be accompanied by a new build programme to replace the sold stock, 
and so minimise the longer term impact of the initiative. 
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6.6  Consultations  

Consultations were held with all of the financial institutions involved in the house 
purchase lending market on the Island and with other major lenders.    

Those banks which already lend to people assisted by HPAS would all welcome a 
shared equity scheme and that one which does not fund HPAS assisted purchases 
would consider doing so.  Indeed, one bank (Lloyds) has been working on proposals 
for the Isle of Man which broadly fit with the shared equity model and will bring these 
forward in the near future.   

The existing HPAS scheme is subject to some criticism in relation to features which 
people would like to see amended in any future scheme.  In particular, lenders would 
want all re-sales of properties assisted by the scheme to be open market sale of 100% 
of the property and not buy backs or partial share sales.  

Lenders also wish to see changes to Deeds of Limitations which presently restrict their 
ability to recoup costs from defaulting purchasers.   

The consultations (and the survey work with borrowers) indicate that a major barrier to 
house purchase for many people already paying high private sector rents is the 
accumulation of a deposit.  These people are often paying rents well at a level which 
would service a loan of £100,000 to £120,000 or more.  In the modelling work we 
assumed that borrowers would be borrowing under £90,000 in a Shared Equity 
scheme.  This suggests that such a scheme would be affordable for many people in 
housing need.  

Evidence from schemes operating in the UK is that shared equity can be used as a 
vehicle to reduce deposits to 5% (as compared to the lowest current open market level 
of 10%).  This is achieved by treating the partner equity as contributing to deposit (so 
that the loan to full value ratio would be acceptable to the lenders). 

Our consultations with the representatives of the construction sector also indicate that 
a shared equity scheme would be acceptable to them.   Many UK house building firms 
are now partnering with the government in shared equity schemes.   

A number of consultees in the financial sector raised the issue of the sale of public 
sector properties to sitting tenants, arguing that this would provide a route into home 
ownership as well as a source of income for the public sector.  This policy has, of 
course, been important and controversial in the UK but it has had the effect of creating 
a new element of low cost homes to buy as resold ‘ex council’ houses tend to sell at 
lower prices than comparable houses originally built for sale.  Whether this would be 
the case on the Isle of Man is unknown.  In any case, we do not consider that sale of 
public sector houses is a policy which would materially increase home ownership 
opportunities for the households currently seeking support from HPAS.  However, sale 
of public sector stock may have a role in meeting need for public rented housing and 
that possibility is discussed in the report of the Housing Need Study.      

6.7 Conclusions  

While the existing First Time Buyer Scheme has proven popular, the financial 
modelling work demonstrates that alternative models, notably shared equity, offer 
better Value for Money in public spending terms.  The consultations and survey work 
show evidence of a receptiveness to such initiatives on the part of households 
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presently seeking support from the First Time Buyer Scheme and, indeed from the 
Public Rented Sector.   

Moreover, all the main lending institutions are positively disposed to replacing the 
existing First Time Buyer Scheme with Shared Equity.            

7 RECOMMENDATIONS  

7.1 Introduction  

The Housing Need Study report has suggested that resources for new affordable 
housing (i.e. net additions to stock) could meet or at least stabilise need by being 
focused entirely on ‘alternative tenures’.  It was suggested that a programme of 
up to 70 new units per annum could achieve that end if focused on need.  

We recognise that such a shift of resources would raise wider issues but we 
consider that it should be borne in mind in relation to the matter of availability 
of resources to fund a programme. 

7.2 Principal Recommendations 

The study conclusions and findings lead to two principal recommendations. 
These are:  

 That the HPAS (new build and open market) is replaced by a shared equity 
scheme as soon as possible; 

 That a rent to buy scheme is developed, possibly in partnership with 
private developers.   

7.3 Shared Equity 

The shared equity scheme would replace the existing ‘new build’ and ‘open 
market’ elements of the First Time Buyer Scheme.  It is assumed that the new 
build element would be procured through the affordable housing requirement of 
planning legislation as at present. With regard to new build, it is suggested that 
the scheme should be based on an initial ‘occupier’ share of not less than 70% 
with the option to increase that share and, possibly, a requirement to do so 
within a set period.  Households not ‘trading up’ in this way by a specified date 
would then pay an interest charge on the ‘partner’ equity.  If we assume that the 
maximum house price remains as at present (£150,000) though possibly rising 
with inflation, the maximum exposure of the public sector would be £45,000 per 
unit.  This is marginally above the combined average of loan and grant for new 
build houses in recent years (£38,000) but there would be an expectation of 
earlier and fuller repayment. In any case the recent drop in new completions has 
reduced spend on the scheme. 

With a loan plus deposit requirement of £105,000, these homes should be 
affordable to households with an income of around £25,000 - £35,000 so the 
existing income limit of £35,000 would appear to be appropriate, though some 
upside leeway could be considered. This innovation would imply no need for 
any increase in public spending and lower spending in future.  

There, would, of course be no need for sliding scales of assistance.  If extending 
help down the income scale was deemed appropriate the Government equity 
stake could be raised.              
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The Open Market element would operate as at present with what is an equity 
linked loan replacing the grant.  Open Market purchases have historically 
received less support than buyers of new property despite having lower 
incomes.  This might be justified on the grounds that support to buyers of new 
houses stimulates supply but this has never been stated. 

In the revised scheme, buyers of open market property would be assisted to the 
same extent as those buying ‘approved’ properties except that they would not 
be buying at below the market price.  For this reason we suggest that the price 
limit for open market properties is raised to £170,000.  The maximum exposure 
of the public sector per unit would be £51,000. 

7.4 Rent to Buy     

We consider that Rent to Buy has considerable potential and could be highly 
cost effective.  However, we recognise that, if the properties were procured by 
the public sector, the upfront capital costs would be high: a programme of 25 
units per annum costing £3.5 million to £4million per annum.  However, we also 
note the suggestion in the housing needs study report that this type of provision 
could replace new build of mainstream public rented housing. 

As an alternative, we suggest a model in which builders and Government could 
form a Special Purpose Vehicle which would own the properties during the rental 
period.  Both Government and developers would have an equity stake and share 
in income of the vehicle (rent and sale) in due course.  A housing body would be 
paid a fee to manage the properties.  This approach would reduce public sector 
exposure. 

With regard to the operation of the scheme, the following is proposed: 

 income limits for access to the scheme would be as for Shared Equity; 

 preference (if necessary) would be given to people on the waiting list 
according to points; 

 rent would be 80% of market rate (assumed to be up to £500 per month) 

 houses would be sold at market price after five years (first refusal to 
tenant).     

7.5 Cost 

Figure 7.1 shows the 10 year cost of a programme of 75 units per annum divided 
equally between new build and open market shared equity and rent to buy.  This 
programme has an NPV of £10 million – due to the right to buy scheme.  The 
programme is in annual surplus from Year 5 and cumulative surplus from year 
124.   

                                                 
4 Cumulative cash flows are provided in Appendix 1 
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Figure 7.1 Affordable Housing 10 Year Programme 
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Appendix 1 

 

Cumulative 25 year Public Sector Cash Flows  

Construction of 25 Units per annum for 10 Years  
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Year HPAS Shared Equity         Rent to Buy Mid Rent 

Trad  

Public Rent 

1 -  1,125,000.00  - 1,125,000.00  -      3,681,250.00  -      3,687,500.00  -      3,725,000.00  

2 -  2,295,000.00  - 2,295,000.00  -      7,443,750.00  -      7,330,000.00  -      7,522,000.00  

3 -        3,511,800  -       3,511,800  -          11,216,500  -          10,988,163  -          11,418,865  

4 -        4,777,272  -       4,777,272  -          14,997,119  -          14,660,039  -          15,418,560  

5 -        6,093,363  -       6,093,363  -          18,783,089  -          18,343,566  -          19,524,152  

6 -        7,462,097  -       5,795,049  -          16,792,648  -          22,036,558  -          23,738,818  

7 -        8,885,581  -       5,484,802  -          14,730,328  -          25,736,709  -          28,065,846  

8 -      10,366,005  -       5,162,146  -          12,593,486  -          29,441,579  -          32,508,641  

9 -      11,905,645  -       4,826,584  -          10,379,378  -          33,148,597  -          37,070,728  

10 -      13,506,871  -       4,477,598  -            8,085,162  -          36,855,050  -          41,755,761  

11 -      12,506,871  -       2,449,379  -              336,376  -          35,175,154  -          41,083,803  

12 -      11,466,871  -           340,031  7,530,396 -          33,444,862  -          40,391,686  

13 -      10,385,271           1,853,691             15,515,963  -          31,662,661  -          39,678,805  

14 -        9,260,407           4,135,162             23,621,104  -          29,826,994  -          38,944,538  

15 -        8,090,548           6,507,892             31,947,529  -          27,936,256  -          38,188,244  

16 -        6,873,895    -          25,988,797  -          37,409,260  

17 -        5,608,576    -          23,982,914  -          36,606,907  

18 -        4,292,644    -          21,916,855  -          35,780,483  

19 -        2,924,075    -          17,596,931  -          34,929,266  

20 -        1,500,763    -          15,339,292  -          34,052,513  

21    -          15,339,292  -          33,149,458  

22    -          13,013,923  -          32,219,310  

23    -          10,618,794  -          31,261,259  

24    -            8,151,811  -          30,274,465  

25    -            5,610,818  -          29,258,068  
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