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UK Finance 

1. UK Finance is a new trade association which was formed on 1 July 2017 to represent the finance and banking 
industry operating in the UK. It represents around 300 firms in the UK providing credit, banking, markets and 
payment-related services. The new organisation brings together most of the activities previously carried out by 
the Asset Based Finance Association, the British Bankers’ Association, the Council of Mortgage Lenders, 
Financial Fraud Action UK, Payments UK and the UK Cards Association. 

 
Consultation response approach 

2. This response will focus on those questions most relevant to mortgage lenders and so will not answer every 

question posed. 

 

Question 7c: What would make commonhold more satisfactory security? 

Question 8: Are you aware of any other issues which make commonhold unsuitable or unattractive to any 

part of the property sector (for example, mortgage lenders)? 

3. The consultation suggests that a significant number of mortgage lenders are unwilling to lend on commonhold. 
UK Finance would not entirely agree with this view. The UK Finance Mortgage Lenders’ Handbook asks 
whether lenders would be willing to accept commonhold and a significant number of lenders indicate they 
would. These represent a broad cross-section of mortgage lenders that provided almost 60% of new lending in 
2016 (the most recent year that figures are available). Other lenders would probably be prepared to offer 
mortgages on commonhold properties but have not made provision to because of the very low numbers of 
commonhold properties.  

 
4. Mortgage lenders are generally open to the possibility of lending on commonhold properties. There are some 

aspects of commonhold which could be improved and increase its attractiveness which are covered below. 

Winding-up 

5. Mortgage lenders considering lending on security of a commonhold unit have a concern about what would 
happen if the commonhold association is voluntarily wound-up. Under the voluntary termination provisions of 
the 2002 Commonhold and Leasehold Reform Act members of the commonhold association can bring the 
commonhold to an end if they choose to. If the association is solvent at this stage then a termination statement 
would set out how the land is to be disposed of and how the association’s assets will be distributed and 
liabilities met. It is not clear what the lender’s position would be in this circumstance. There is no provision 
made to ensure that lenders have their loans repaid and it may be the case that the commonhold’s community 
statement cannot include provisions ensuring this happens as the contract is between the lender and individual 
unit-holder. It is possible that this could be overcome by giving lenders rights within the voting process. 
Additionally, the position of second and further lenders would also need to be considered.  
 

6. If the association is insolvent when it is wound-up then the position of lenders is even less clear. It is possible 
that their customer would be liable for outstanding liabilities of the association, which could potentially fall on the 
lender to pay or affect the security of the asset.  

 

 

Management 



7. There is a risk that a commonhold property will not be adequately managed. This could include maintenance 
being avoided because of costs; correct insurance not being maintained; unit-holders being called upon to 
make contributions they cannot afford and which cannot be enforced; and commonhold owners being unwilling 
or unable to uphold their responsibilities as a collective management over time leading to costs falling on 
others. These need to be considered as both a potential insolvency risk, but also an affordability risk for 
lenders’ customers. 

Assessing the credit risk of commonhold 

8. Essentially, because of the low number of commonhold properties set-up since its existence, lenders have little 
or no experience of lending on commonhold properties to draw on. Given this, it is difficult to accurately assess 
whether commonhold is a good security, which may make it less attractive to lend on. An increase in the 
number of commonhold properties being created and lenders gaining more experience and understanding of 
them would make this less of an issue over time.  

Flexibility 

9. Commonhold is arguably less flexible than other forms of holding, and less able to cater for mixed 
developments. 

Question 9: Government is considering wider issues which may affect the success of commonhold 
including: 

- Financial incentives to prefer leasehold 

- Lack of consumer awareness 

- Difficulty obtaining finance 

 

(a) Do you think these issues may prevent the take up of commonhold?  

(b) What other issues need to be addressed in order to re-invigorate commonhold?  

(c) Should there be incentives to use commonhold (financial or otherwise), if so what should those 

incentives be?  

(d) Should commonhold be compelled? If so, in what circumstances? 

10. UK Finance is not aware that difficulty in obtaining finance is a barrier to commonhold per se, given the 

numbers of mortgage lenders who accept commonhold.  

 

11. It seems likely that lack of consumer awareness is a factor in the low take-up of commonhold. There is also the 

possibility that consumers who are aware of commonhold do not want to take it up for other reasons (such as 

an unwillingness to be more involved in the development’s arrangements).  

 

12. In our view, resolving any remaining concerns about commonhold, instigating a significant publicity campaign 

around commonhold and, potentially, encouraging the use of financial incentives to ensure take-up would all 

help. We would be wary about compelling commonhold until there is a greater take-up and experience of it.  

Question 10/11/12: Experience of commonhold compared to leasehold. 

13. The number of commonhold properties is very low. Without the volume of commonhold properties increasing 

lenders are unable to compare commonhold to leasehold or describe the general experience of lending on 

commonhold properties. 

 

14. Mortgage lenders do have considerable experience of lending on leasehold properties. The disadvantages of 

leasehold are well-recognised (such as increasing ground rents, leasehold charges affecting affordability, lack 

of control over the decision-making process for works and other costs, and costs or reducing values relating to 

leases running out and needing to be extending) and lenders believe that commonhold has the potential to 

overcome some of these. In particular, it could ensure that commonhold owners have greater oversight of the 

costs they are responsible for and the ability to ensure value-for-money, as well as a potentially quicker and 

easier sale process. 

Further enquiries: 

This response has been prepared in consultation with our members. 

For further information please contact: Matthew Jupp (matthew.jupp@ukfinance.co.uk; 020 3934 0159) 


