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So, you've decided: you're going to own your own home. You've sacrificed, scrimped and saved to get
your deposit. Or maybe the Bank of Mum & Dad is happy and willing to help you get on the first rung
of the property ladder. Either way, hats off to you! We're here to help you take your next best steps.

There are thousands of mortgage products to choose from, from countless providers. How do you
know which to go for? Even seasoned home owners find the prospect daunting. As a first-time
buyer, you must be petrified!

Don’t panic! This guide is specifically for you, there to hold your hand through the entire process.

As a new mortgage borrower, you'll need to make yourself attractive to your prospective lender.
What will impress a mortgage advisor is if you've really thought about:

e your financial history,
e your creditworthiness,
e your post-mortgage preparation.
How you've conducted yourself financially up to this point will allow them to make an informed
decision on whether to loan you the money you need to buy your first home. This could also include:
e being on the electoral roll where you currently live,
e not having run up masses of outstanding credit, and

e that you've historically paid your bills on time.
The better you've expedited your finances, the higher your credit score will be.

That's not to say that if you've failed to maintain a perfectly clean credit record you can't get a
mortgage. It's just that lenders may not offer you their cheapest deals.

People assume that the bank with whom they have their current account, and maybe an overdraft
and credit card, is the best option. It would make sense, right? That bank is appraised of your
financial situation first-hand.

Not necessarily. Even if you've banked with them for decades, these days, you're just a number.
When it comes to mortgages, credit agencies are lenders’ first port of call to assess a borrowers
creditworthiness. Credit score data and credit histories are available to every lender.

So, what are the chances that your bank has the best mortgage deal for you? The odds are not great!
Why limit yourself to just one lender, anyway? Perhaps this approach doesn’t make sense after all.
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That’s where a broker like Mortgage Quest comes in. We can approach any of over 100 lenders on
your behalf. And many of those lenders we talk with daily. We know their ‘lending criteria’. We know
what they look for in a mortgage applicant.

Our specialist brokers can be invaluable to you because of our extensive network. We have access
to underwriting teams and lenders’ credit and affordability criteria that the general public doesn't.
That's because we've worked hard over the years with lenders and earned their trust.

With all this information to hand, our brokers can develop a mental shortlist of lenders who'd be a
great fit for your individual circumstances. They can then tailor-make a marriage between you and
the most relevant lender to ensure you get the deal that best matches your unique situation, and at
a price you can afford.

Buying a home is the single most expensive purchase and financial long-term commitment you're
ever likely to make. Getting tied into the wrong product for you could cost you unnecessary
thousands in a very short space of time.

But how do you avoid that when there are so many decisions to make? Especially when everything is
so new to you?

Engaging the services of a mortgage broker will set you off on the right foot. We'll make the process
so much easier for you, saving you time, effort and, potentially, a lot of money.

The ultimate decision will always be yours. But our advisors will have considered all the mitigating
factors, many of which you may well not have thought of. Only then will they recommend a lender
and a mortgage to you.

If you eventually take up our offer, they'll do much of the heavy lifting for you until the mortgage
completes, too. We aim to remove the stress of buying your first home. It should be a time of
celebration, not weeks and weeks of stress and uncertainty. So, let’s get this party started...

First-Time Buyer’s Guide Your leg-up onto the property ladder 6



Things to consider




MﬂrtgagEQUESt ( Return to Contents )

INDEPENDENT MORTGAGE BROKERS

In the UK, many people, like you, want to own their own home. But have you weighed up the pros
and cons? Do you understand the responsibility of repaying such a large debt? Have you prepared
for that long-term commitment? And it is a burden, but one with a fantastic payoff if you go the
distance.

To accommodate their mortgage repayments, often their biggest monthly financial commitment,
home owners continually tweak their budgets. It may well mean you prioritising your spending, too.
Will you still be able to afford:

o foreign holidays,
e expensive designer clothes

e leisure activities, such as:
- football matches,
- gym membership,
- subscriptions,
- dining out/takeaways,
- and those multiple trips to the pub each week?

You may have to put some of those activities on the back burner awhile. Only when you've laid your
budget bare can you decide if getting a mortgage is right for you. Our can help
you visualise how much your mortgage will cost you every month, based on:

e the mortgage amount (purchase price, minus deposit),
e the mortgage term,

e its interest rate.

Post-pandemic, many first-time buyers are struggling to get a mortgage. Higher interest rates and
the cost-of-living crisis have delivered an almost perfect storm.

But the number of buyers per home coming onto the market still makes it a seller’s market, even if
we're seeing marginal downward house price corrections. If you have the deposit, and have seen a
home you really want, be decisive. This iron won't stay hot for long.
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Take a long, hard look at your finances: are they in order?

Get at least one copy of your credit file. Scrutinise every detail to help see what a lender will see
when they check your credit history. And they will!

Address any issues you find applying for your mortgage. There may well be items on your file
that you know you've settled. Resolve them with the respective creditor. Tick every box.

You'll also need to work out what you can realistically afford to pay every month. Our calculators can
give you a guide to

If you need an exact figure, our brokers can get you either a Decision in Principle or a firm mortgage
offer, depending on how far along the homebuying road you are.

At this point, I'd be wary of stretching your outgoings to the absolute limit of your finances.
Here's why.

If you need to use every available penny coming in to make the mortgage affordability calculation
work, take a step back. As a first-time buyer, you may only have a 5% or 10% deposit. In the current
climate, you may well opt for just a two-year fixed deal, too.

With house prices (currently) coming down and the potential for interest rates to rise further, what
happens if, in two years:

we're still in a period of high inflation/interest rates,
e you're already at your budget’s limit,

e the best interest when you come to remortgage is higher than your current deal, meaning your
monthly payment will increase, and

e your house has fallen into negative equity since you bought it?

You'd genuinely struggle to maintain your mortgage repayments if all events conspired against you.
If you fell behind in your repayment schedule, your lender would then assess the risk you pose to
their investment. The lowest-risk option for them may be to repossess your home, which would
have severe credit implications for the future.

Leave yourself headroom to grow. Think about buying a home that won't stretch you so much. Or,
wait until you've a bigger deposit/more disposable income before taking your first step to home
ownership. Jumping in with no wiggle room could be catastrophic to your dream of buying a home.
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Loan-to-value is a term lenders and brokers use to represent how much you’re borrowing compared
to the value of the property you want to buy. The difference between those two figures is either:

1. your deposit

2. or, for home movers and people remortgaging their existing property, the amount of equity in
their current home.

So, imagine the home you want to buy is priced at £200,000. You've saved a 10% deposit, so
£20,000. That means you'd need to borrow £180,000, which is 90% of the property’s value, hence
“90% LTV".

The lower the LTV (i.e. the greater deposit you have), the better the interest rates a lender will offer,
meaning lower monthly repayments. Over the term of an introductory fixed-rate period, this could
amount to hundreds, if not thousands, of pounds in your pocket instead of your lender’s.

From a lender’s point of view, the rate they offer is directly linked to how much of a ‘risk’ they
perceive you are. The bigger the deposit you have, the greater financial discipline you'll exhibit,
meaning the more solvent they'll judge you.

By putting your money where your mouth is, it shows that you’re committed to sharing the risk of
the loan with the mortgage provider. Plus, the more you ‘put down’, the greater the amount of your
own money at risk.

Don’t forget: your mortgage is a secured loan. That means your home is ‘owned’ by the bank until
you repay the debt (mortgage) in full. If you fail to fulfil your commitment and you can't repay it, the
bank will, after a certain grace period, repossess your home. They're then free to sell the property to
recoup their funds (even at a loss, if that's what the housing market dictates at the time).

But, on a positive note, there are multiple avenues to take before you get to that stage. Help is
always available if you need it. suffer in silence.

As soon as you get an inkling that you may not be able to make a monthly payment, call your
mortgage provider. It's always better for you to make the first move, again showing that you accept
the seriousness of the situation. Plus, they can't help if they don’t know.
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First-time buyers can get a mortgage with 5% deposit (95% LTV). They're easier to save for, but
the introductory interest will be on the high side. Also, you'd need a squeaky-clean credit file for a
lender to even consider your application.

10% deposits are more typical, and will give you access to greater choice and better rates. The
difference between a 5% and 10% deposit is huge in terms of what’s available on the market.

The next notable band of ranges begins at 20%; the biggest jump thereafter is 40%. Rates are
available in between, often rising in 5% increments (15%, 25%, etc.). Here's an at-a-glance guide
showing the potential advantages bigger deposits can avail you of:

5.34% 5.14% 4.86% 4.76%
£225,000 £200,000 £187,500 £150,000
£1,255 £1,090 £990.56 £783.38
£29,871 £25,933 £23,880 £18,907

Figures based on the best value, fees-free two-year fixed rates for first-time buyers with a house purchase
price of £250,000 on a capital repayment basis over a 30-year term on 10th January 2024.
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Working through this checklist will present you in the best light possible to a mortgage provider:

Get on the electoral e It's easy to do and makes life easier if you're on the register where you
roll currently reside. Go to to go on the
register or check if you're already on it.

e If you are ineligible, due to being a foreign national, you can add a note on
your credit file to say that other proofs of address/residency are available
on request.

Request your credit e The three prominent credit agencies financial providers use are Equifax,
file Experian and TransUnion (formerly Call Credit).

e Apply for them all, but don’t lock yourself into paying for credit reports;
you only need them to check for errors.

Update credit file e Contact any creditor that’s added incorrect information. It's important to
errors raise the issue with them to try to resolve it.

¢ You can add a Notice of Correction to your credit file to explain any
pertinent circumstances to enable any interested financial provider make
a judgement call on the issue.

e Credit agencies are usually really helpful; but, if you're experiencing
difficulties, you're entitled to complain to the Financial Ombudsman.

¢ Notify the credit agencies if you've split from someone with whom you
previously held joint financial arrangements. If you get your account(s)
unlinked, it will ensure their credit history won't impact yours.

Check your e Make sure you're aware of:
residential history - all the addresses you've lived at;
- what time frame(s) you were there;
- the need to ensure ALL these addresses are entered correctly in your
credit file, whether you were on the electoral roll at these premises or
not.
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o Check that all active accounts list your current address on file.

e People often forget to update their addresses on accounts where they get
digital statements. Lenders take a dim view of active credit at addresses
where people no longer live. Any instances will affect your score when
applying for a mortgage.

e Ensure your driving licence has been updated with your current address
(and name, if changed).

e [f you live with a partner and any of your energy bills, bank statements,
council tax, etc. are solely in your partner’s name, you should contact
the providers to get both individuals’ names showing on the account
no matter who actually pays the bill(s). As when you apply for a joint
mortgage, you may need the statement in both names to prove residency
for either/each person.

Close all unused e Some lenders get pernickety if you have several credit card accounts that

credit accounts are open but unused. They may factor in how much available credit you
have; this could be seen as a negative, as you'll have potential access to
further lending without another credit check.

¢ |f you don’t need an account that you've paid off, close it officially.
Otherwise they may see you as a higher risk if you're utilising more than
50% of your available outstanding credit.

If you've ever had a County Court Judgement (CCJ) or a Bankruptcy
notice, these stay on your credit file for 6 years.

It's all about timing

¢ [f you have either, wait for them to expire before applying.

e Applications for other credit remain on your file for a year; if you've made
credit applications (e.g., cards, loans, overdraft), wait until they’ve expired
before applying for your mortgage.

e Keep other applications ‘on pause’; prioritise your mortgage application.
The impact on your credit file of getting a new smartphone contract or
car insurance can be damning.

e All credit applications leave a footprint on your credit file; is a new iPhone
more important than getting your dream home?
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Getting everything .
in place before - checked your credit file (as detailed above);
applying - saved as much money as you realistically can;
- streamlined your financials;
- got proof of your last 2 years’ income (depending on which lender and
mortgage type you're pursuing);
- got proof of your identity, residential history and source(s) of deposit.

When using a e |t's essential you impart all the information you think could impact your
mortgage broker ability to get a mortgage;

e Your mortgage advisor is there to mediate on your behalf, a bit like a
lawyer does if you have to go to court. They can only provide you with
the best advice if they know . They know what lenders
are looking for, what you need to prove, and the best fit for you. Trust
them!

e You hide that other credit card, loan, etc. that you haven't declared,
which might put your affordability at risk;

e the lender stress test your income and outgoings; if they come
back and say, “It's unaffordable because there’s undeclared credit in the
background”, it will end your dream of getting on the property ladder for
the near future.

¢ You'll then have to start the entire process from scratch again in a few
months, during which time the mortgage rates or property prices could
have changed. This industry is as fluid as any river; it's constantly in flux
and waits for no one.

Add an extra £200 ¢ Imagine you've saved a deposit of 10% (90% LTV mortgage) for a
or more to your property of £200k. If you upped your deposit by even as little as 0.1%, it
deposit can score you points with an underwriter.

e |n other words, paying a deposit of £20,200 (instead of a straight
£20,000) can make a difference to your application.

Avoid payday loans

Payday loans: astronomical interest rates for a quick loan.

e Lenders hone in on payments to payday loan creditors as they highlight
poor money management. You're better off using a credit card and
repaying it as quickly as you can.

¢ [f you've maxed out your credit cards, you're better off not taking on any
more debt before applying for your mortgage.
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Don’t miss or make
late payments

Don’t withdraw
cash on your credit
card

Don’t open new
lines of credit when
you want to apply
for a mortgage

Don’t automatically
apply for new credit
after a rejection

Avoid using your
overdraft

You want a mortgage, so you need to prove to lenders that you're reliable
and fully committed to the financial agreement.

They scrutinise your financial history, so

Set up a direct debit payment for the minimum amount every month;
then make higher payments ad hoc when you can.

This will ensure there are no late or missed payments on your account and
takes the stress out of having to remember to pay that bill when it's due.
Cash withdrawals on credit cards stand out on your credit file.

They highlight to creditors that you may not be able to live within your
means, as this is a desperate way to attain cash.

Interest rates on cash withdrawals are also much higher!

All new credit applications leave a footprint on your credit file.

Keep any applications for credit to the bare minimum.

Don't take out a new car loan today if you'll be applying for a mortgage
next month; it impact your affordability.

If you've been rejected for credit, recheck your credit file.

If something’s not right, get it corrected before making any further
applications.

The footprint will be on the file, but

Any new lender will query why you were rejected if it's not clear on the
credit file; it may even prejudice their decision.

If you regularly use your overdraft to manage your budget, this can

suggest that you live on the edge of your finances.

Some lenders will penalise you for using your overdraft within the three
months leading up to your mortgage application.
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Quick-fire terms or words you need to know:

LTVs are often used in best buy tables to show the value of the property versus the deposit required.
For simplicity, let’s imagine the property you're buying is £200,000, and you saved a 10% deposit.
The mortgage you'd need is a 90% LTV mortgage, i.e., 90% of the value of the property you're
buying. For further examples see the table below.

LTV Deposit amount LTV Deposit amount
95% 5% 70% 30%
90% 10% 65% 35%
85% 15% 60% 40%
80% 20% 55% 45%
75% 25% 50% 50%

Remember, this is a fluid market: the LTV available isn't only affected by the amount of deposit you
put down. What a lender offers can change according to the value of house prices in an area, in turn,
determined by supply and demand. In buying a property, you're investing in an asset that doesn’t
have a fixed value; prices can go up as well as down.

The portion or percentage of a property that belongs to you; the rest belongs to the financial
creditor until you pay the loan off in full.

As per the table above, if you bought your property with a 75% LTV mortgage, your equity in the
property would have been 25%. At the point at which you sell this property, your equity would be
your original deposit, plus the portion of the capital amount already repaid, minus any applicable exit
fees and legal fees.

If, however, you want to later remortgage this property (to find a better deal, or if you've come to
the end of your initial fixed rate deal), the equity you have in the property will act as your deposit on
that new deal. You won't need to find further savings as a deposit to switch product or lender.
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Lenders can implement ERCs if you pay off your mortgage early or switch your mortgage within

the initial fixed rate period. Details of these charges are included in any key facts illustrations or
mortgage offer, and are listed as falling percentage rates of the remaining balance outstanding. They
can run to thousands of pounds, depending on how much you borrow and at what point you switch
or pay off the mortgage.

The initial rate period (or the introductory rate period) is the short preliminary agreed period—
normally two or five years—over which you pay the introductory percentage rate (or “initial term
cost”). This is different to the “mortgage term” itself, although the initial rate period does form a part
of the mortgage term.

The lender will set an initial rate period based on the mortgage it’s offering, and can be anywhere
between one and ten years. In reality, though, initial rates of two, three or five years are the most
common.

The lender also takes the initial interest rate it charges over any introductory rate period into
account when factoring their Annual Percentage Rate of Charge (APRC).

The best way to illustrate initial rates and rate periods is with an example.

Imagine you selected a 5.65% fixed-rate mortgage deal with an “initial rate period” of two
years and a “follow-on rate” of 6.99% (the lender’s Standard Variable Rate (SVR) at the time)
over a 25-year mortgage term.

In layman’s terms, this means that your mortgage rate would be fixed for an initial period of
two years at the introductory 5.65%. Once that initial two-year term expired, your interest
rate would automatically switch to the lender’s standard variable rate of 6.99% for the
remaining mortgage term (23 years).

You don't only get one chance at securing an ‘initial rate period’. Most people avoid their lender’s
often punitive SVR by remortgaging before their initial rate period expires.

Before your introductory rate period is up, you should enquire about a new mortgage deal. This new
deal can be with your current lender, which is known as a product switch, or product transfer. Or
you can get a new deal with a different lender, which would make it a remortgage. Either way, it's an
opportunity to nail down a better deal than your existing lender’s SVR.

First-Time Buyer’s Guide Your leg-up onto the property ladder 17



MﬂrtgageoueSt (- Return to Contents )

INDEPENDENT MORTGAGE BROKERS

We recommend that borrowers start the remortgage process at least six months before their
introductory period ends. If the best new rate is higher than what you're currently paying you can
delay the switch date but lock in the rate now. Or, if the new rate is lower, some lenders will allow
you to switch earlier.

An SVR is the rate of interest that’s usually charged after your initial rate period ends. Each lender
sets their own SVR, and it's usually much higher than the initial rate you're able to secure on Tracker,
Fixed or Discount mortgages. When the Bank of England base rate changes, lenders’ SVRs typically
follow.

At the time of writing, the BEBR stands at 5.25% after years of being below 1%. Lenders typically
use the BEBR as the basis upon which to base their own savings and interest rates.

The lender adds an arrangement fee to new mortgages. It's a one-off charge and the borrower can
add it to the loan amount and repay it over the term of the mortgage. If you can pay this upfront, it
won't affect the maximum loan available to you, and you won't pay any interest on it.

If you do pay it upfront, it's refundable if you decide not to complete on the mortgage, or if the
lender, for whatever reason, declines you further down the line.

Some lenders charge a reservation or booking fee as a separate charge if you want to ‘reserve’ a
mortgage you've seen. Again, it's a one-off fee, and is usually charged upfront. However, this fee is
non-refundable if you fail to secure the mortgage or don’t complete.

Your mortgage lender will engage a surveyor to compare the property you're buying with similar
properties in the area; they'll then make their appraisal based on the condition and size of the
property as a risk assessment for the lender’s mortgage purposes only. This ensures that the value of
the property covers the amount of funds that the financial institution is lending you.

The cost of the valuation depends on the property value. Some lenders offer a free valuation as
part of the mortgage product; but, in this scenario, you won't get a copy of the valuation report.
However, if you arrange your own survey, you can negotiate what you want them to focus on, such
as ‘damp & timber’ and pay the appropriate cost for the specialism.

Should you want a structural survey as a personal risk assessment you'll need to pay extra and make
your own arrangements to get this done.
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Legal fees are what you have to pay your solicitor for the legal work required. Depending on

the mortgage you choose, legal fees may be covered by the lender. But, if the lender pays, the
conveyancers will be acting in the lender’s best interests, not yours. So, the conveyancers will be
covering the legal work for both parties.

If you choose a mortgage deal that isn’t ‘fees free’, you'll receive a bill for the conveyancing and
will need to provide funds in advance of any work they do on your behalf. If you pay for your own
conveyancing, it can cost anything from £500 to around £2000.

Stamp Duty Land Tax, to give it its full name, is a government tax and is a separate entity to
your mortgage offer. Your solicitor will tell you when you're due to pay it and will carry out the
transaction on your behalf.

How much Stamp Duty you have to pay is directly linked to the price of the home you’re buying (not
how much you're borrowing from your lender). Periodically, the government provides discounted
Stamp Duty rates as an incentive, generally to new buyers to help generate movement in the
market. The figures in this table are

£425,000 0% £400,000 £0
£425,001 - £925,000 5% £525,000 £5,000
£925,001 - £1,500,000 10% £900,000 £32,500
£1,500,001 + 12% £1,600,000 £103,250

As a first-time buyer, you'll pay no Stamp Duty up to the value of £425,000. For homes priced
between £425,001 and £925,000, you'll pay nothing on the first £425,000, then 5% on top of
anything that falls in that next £500,000 tier.

If the home you buy is priced greater than £625,000, you'll pay the regular Stamp Duty, and do not
qualify for relief at all.

There are all sorts of instances whereby . To go into all the
permutations would fill a book, so we'll keep it simple with an example of Stamp Duty wherein there
are no exemptions.
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You're a first-time buyer and the home you want to buy is priced at £500,000. This covers two
tiers on the table: 0% and 5%.
You wouldn’t pay Stamp Duty on the first £425,000, only the balance of £75,000:

o 0% of £425,000 = 0%;

e 5% of £75,000 = £3,750.

So, that £3,750 is all you pay. But the amount due will be different if you own/have owned a
home before.

Here are for England and Northern Ireland as a comparison, or to use
if the home you're buying exceeds £625,000:

Up to £250,000 0% £400,000 £7,500

£250,000 - £925,000 5% £525,000 £13,750
£925,001 - £1,500,000 10% £900,000 £32,500
£1,500,001 + 12% £1,600,000 £103,250

Stamp Duty in Scotland has slightly different rates and different thresholds. Following a reform by
the Scottish government in April 2015, they now call this the ‘Land and Buildings Transaction Tax'.

See the below:
Up to £175,000 0% £99,000 £0
£175,001 - £250,000 2% £220,000 £900
£250,001 - £325,000 5% £275,000 £2,750
£325,001 - £750,000 10% £700,000 £42,750
Over £750,000 12% £800,000 £53,750
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If you pay more than £175k for your first home in Scotland, you also qualify for first-time buyers’
relief on the portion below the £175k threshold. Details of that relief are here:

For Scottish properties only, the seller/estate agent will provide you with a Home Report. It will
contain a survey, valuation, energy report and property questionnaire.

Scotland aside, the remaining home nations share similar documentation. The energy report is
called an Energy Performance Certificate, and needs to be within bands A-to-G to meet regulations.
It forms part of the mortgage process between application and mortgage offer, which the seller
provides in a Home Report pack to the prospective buyer at the point of sale.

The Welsh terminology for stamp duty is Land Transaction Tax. Buyers need to pay this tax to the
Welsh Revenue Authority within 30 days of completion. Your conveyancer will normally do so on
your behalf at completion.

There is no separate set of rates for first-time buyers. That said, on October 2022, the government
raised the lowest threshold from £180,000 to £225,000. They hope that this level will mean that the
majority of first-time buyers in Wales will pay no Stamp Duty.

Up to £225,000 0% £145,000 £0
£225,000 - £400,000 6% £295,000 £4,200
£400,000 - £750,000 7.5% £420,000 £12,000
£750,000 - £1,500,000 10% £825,000 £44,250
Over £1,500,000 12% £1,600,000 £123,750

When you've decided which lender you want to use you can apply for an Agreement in Principle. This
is a mortgage offer. But it is a promise ‘in principle’ that they'll lend you the funds. To qualify:

e you must supply a summary of all the information they require (your broker will tell you what),
e you must pass the required credit checks,

¢ and the property, at face value, must realise the value you've agreed to pay for it.
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A mortgage provider/lender sets their own APRCs. In its rawest definition, it's a percentage rate that
reflects the total cost of a mortgage over its entire term.

As a first-time buyer, it’s a useful tool. But most borrowers’ fundamental concern is the rate of the
introductory two- or five-year fixed rate that the lender’s offering.

To work out the APRC, as a preliminary step, the lender often refers to the Bank of England Base
Rate at that time. Above that, the final calculation for any mortgage may also incorporate:

e their exposure to risk;

¢ what their financial competitors are offering for like mortgages in the market;

e how much any direct costs they incur over the repayment term.
In real terms, what a mortgage will cost you over the term depends on how savvy you are when your

introductory fixed-rate deals expire. If you settle onto a lender’s after the introductory term, your
mortgage will invariably cost you more than if you switch to a new deal before incurring that SVR.
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As an independent mortgage broker, our job is to align you with the best mortgage for your unique
situation. As well as where you are today, we also need to accommodate your plans for the future.
We must also ascertain whether your enquiry is for either:

e aresidential property, where you intend to live;
e a buy-to-let, which you intend to rent out.

With such a vast selection of mortgage deals on the market, we understand it can be challenging
and confusing. Here's where we start to decipher which suits you.

Mortgages generally fall into two categories:

, Which guarantee your rate for a set number of years
- (often preferred by people who prefer to work to a set monthly budget)

, Where your rate can fluctuate, based on market and economic conditions)
- (for people who have flexible budgets and feel comfortable with higher risk).

With mortgage rates rocketing since the government’s mini-budget on 23 September 2022, you
can't afford to get it wrong.

If it helps, think about a mortgage as just a very big personal loan. Because that’s what it is, except
you'll be paying it off over most of your working life.

Historically, mortgage terms have been 25 years; but, nowadays, much longer terms are available
depending on your age when you take out your first mortgage.

The main difference between a mortgage and a normal personal loan is that a mortgage is an
investment and it's secured on your home. Yes, the house is yours when you finish repaying the loan.
But, if you can't pay it back, the bank can repossess it if another viable arrangement isn't achievable.

The bank will then sell your property to recoup its investment (your mortgage) in you. Depending
on market conditions and their own policies, they can sell repossessions at a loss. If that were to
happen, you'd still be liable for any difference, even after your house is sold.

You may think that you have to jump through hoops to get a mortgage. But it has to be that way.
You mustn’t overstretch yourself when entering into a mortgage contract, and the affordability tests
are designed to ensure you don't.
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No one knows what the future holds, and there’s no ‘one size fits all’ method to mitigate major
financial upheavals in the future. But, by being realistic about what you can afford from the off,
alongside making sure there’s a contingency plan if life throws up obstacles, you give yourself the
best possible chance to succeed.

The amount you repay on your mortgage each month is directly determined by the following factors:
e the amount of your loan (mortgage balance),
¢ the interest rate you're being charged,
¢ the length of your mortgage term,
¢ whether you've chosen an interest-only or repayment mortgage.

Before you decide on the type of mortgage product you want (fixed, tracker, variable, discount, standard
variable, offset, cashback, etc.), you need to choose between a repayment or interest-only mortgage.

Most borrowers choose a repayment—or ‘capital and interest'—mortgage. As the name suggests,
with a repayment mortgage your monthly payment goes towards paying off your mortgage balance,
as well as the interest accrued for that month.

At first, most of your monthly payment goes towards paying off the interest. As time progresses,
you whittle down the outstanding mortgage balance and the bulk of your payment will go towards
paying off the amount you borrowed.

At the end of the full mortgage term, you will have fully paid off the debt and own your home outright.

Some mortgages are arranged on an interest-only basis. With this type of finance, your monthly
repayment only covers the interest charged on your loan for that month. That means the amount
you owe in capital reduce over time.

At the end of the mortgage term (usually 25 or 30 years), you'll have to make a balloon payment of
the full capital amount you borrowed back to the lender.

To qualify for an interest-only mortgage, you'll need to prove to the lender that you've got an
investment vehicle or savings plan in place to pay off the loan in the future. Forms of acceptable
repayment plans include:

o ISA;

e pension;

e investment fund(s);

e equity in any other properties you may own, such as a buy-to-let.

These mortgages can warrant additional underwriting when it’s a residential property.
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A fixed rate mortgage enables you to fix your mortgage interest rate for the , Which
can range from two to ten years. For first-time buyers especially, this provides peace of mind. Your
monthly mortgage payments will be fixed every month, regardless of whether interest rates on the
wider market go up.

Once the initial fixed rate period ends, the interest rate charged reverts to the lender’s SVR. This is

often higher than the fixed rate you were being charged, so you may decide to lock in another fixed
rate deal when your current mortgage rate ends.

Every mortgage lender has a different SVR, which can change by any amount at any time. Generally,
the longer you fix for, the higher the rate will be.

Peace of mind - You'll know exactly

what you’" pay for your mortgage NearIy all fixed rate mortgages
every month during your fixed rate include Early Repayment Charges.
period regardless of what happens If you need to pay off or switch
in the market, even if rates go up, your mortgage during the initial
your payment won’t change. rate period, it will cost you. This

penalty can be high, especially if
you switch early on in the initial
rate period.

Also note that if the interest
rate drops, you won't benefit in
the same way as borrowers on a

Tracker or Discount mortgage.
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Tracker rate mortgages follow the Bank of England’s Base Rate (BEBR) and rise or fall along with it.

The interest rate a lender will charge you during the

is the BEBR plus an agreed

margin. This rate remains unaffected by changes in your lender’s

You can also opt for a ‘lifetime’ tracker, which lasts the duration of your mortgage term. So, if
you were to buy a property with a 30-year term with a lifetime tracker mortgage, you'd have this
mortgage for the full 30 years, until the loan is fully repaid.

Many tracker rate mortgages offer flexible terms and are great if you want to benefit from falling
interest rates. They're also often cheaper than fixed rates. However, if you're working to a tight
budget, you can reduce your exposure to risk by opting for a fixed rate deal, especially in a volatile

market with rising inflation and base rate rises.

They're not affected by changes
in the lenders’ SVR and are often
cheaper than fixed rate mortgages.
A number of tracker rate
mortgages have no ERCs to pay if
you decide to repay your mortgage
early or switch to a new deal. You'll
also benefit from interest rate dips.
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The fluidity of having your
mortgage rates rise and fall with
the is uncertain. If you're

working to a tight budget, this
strategy can be risky in a volatile
market with rising inflation.

If you're paying a tracker rate
higher than the base rate, you
could see a huge jump in payments
with short notice.
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Lenders rarely offer standard variable rate mortgages to new customers. All lenders have one, and
tend to use it as the rate they charge when your introductory rate period has expired. To avoid a
lender’s SVR, use a product switch or remortgage with a new lender to a better deal.

Each lender fixes their own SVR, which typically follows the Bank of England base rate (BEBR).
It usually ranges between 7% - 10%. It can vary from lender to lender, and be changed with very

short notice.

There are usually no ERCs to pay if
you decide to repay your mortgage
early.

If the base rate drops and
interest rates fall, you're likely to
benefit from a reduction in your

repayments.
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Uncertainty: there's no guarantee
you'll get the full benefit of all rate
changes because you're at the
mercy of the lender should they
change their SVR.

As a result, they're typically
more expensive.
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A discount rate mortgage offers you a reduction on the lender’s SVR for a set period, usually two to
five years (like an initial rate period). If the lender’s SVR changes, the rate you pay will fluctuate in
line with that change, but at the same level of discount. For example, if you agreed 0.6% below SVR,
it would remain 0.6% for the agreed period, whether the SVR was 4.25% or 5.95%.

It's important to note that, although discount rate mortgages fluctuate with the lender’s SVR, they
can sometimes be one of the best value deals on the market.

When the initial discount period ends, your interest rate reverts to the lender’s SVR. Your mortgage
payments will always increase as the discount was deducted from the SVR. As with a tracker rate
mortgage, you must be certain you can afford any increases should the lender’s SVR rise.

Discount rate mortgages can

provide some of the cheapest Uncertainty: you must be certain
deals on the market. As your you can afford increased payments
payments fluctuate when the SVR should the lender’s SVR change.
changes, if it goes down when the You may never get the full benefit
interest rate is cut, you'l of all rate changes because you're
benefit from a reduction in your at the mercy of the lender’s SVR.
payments too. If the SVR goes up, so will your

monthly repayment.
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Capped rate mortgages work similarly to

(SVRs). The rate can vary,

but never exceed a certain level, known as the cap. Capped rate mortgages are typically higher than
normal variable rates, but allow you to benefit when rates fall.

Because there'’s a cap on rates
going above a certain level, you'll
have some protection from interest
rate hikes. You'll also benefit from
interest rate dips.
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The cap rate itself tends to be set
quite high.

Plus, the initial rate you pay is
often higher than that associated
with regular standard variable
or fixed rate mortgages.
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An offset mortgage links your mortgage with your savings account. The funds held in your savings
account reduce your mortgage payment every month. You'll not earn interest on your savings, but they
will offset your monthly mortgage costs. For example, if you have a mortgage of £200,000 and savings
of £20,000, your mortgage interest is calculated on the difference—£180,000—for that month.

You can choose whether you want to reduce your monthly mortgage repayment as a result of the
reduced interest charge or keep your monthly mortgage payment as is and reduce the term to help
you repay your mortgage sooner.

As you don'’t earn interest on your savings, there’s no tax to pay on them. And your funds are
available to you to withdraw, just like any instant access savings account, so you can take your
money out at any time. Offset mortgages are available as fixed or variable rates, depending on which
kind of deal you want.

You don't pay interest on your
mortgage for the portion of the
balance that’s offset by your
savings.

You won't earn interest on savings
used to ‘offset’ your mortgage.

You should also get into the

You retain the flexibility of either
reducing your monthly mortgage
payments or paying your mortgage
off sooner.
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mindset early on that your savings
won't last forever if you constantly
use them to offset mortgage
interest. A balanced approach
is advised, depending on how
much you have set aside and your
current personal situation.

31



MortgagEQUESt ( Return to Contents l

INDEPENDENT MORTGAGE BROKERS

A 95% loan-to-value (LTV) mortgage enables borrowers to get a mortgage with just a 5% deposit.

This allows those who've not had the chance to build up their savings to borrow up to 95% of the
value of the property price.

Due to potential higher risk and greater exposure to market factors, lenders apply stricter lending
criteria when considering you for a 95% mortgage.

You only need to have saved a
5% deposit to get on the property You must have an excellent credit
ladder. record to pass lenders’ stringent

credit and affordability checks.

They're often harder to get than
mortgages with lower
loan-to-value ratios.

If you put down a smaller deposit,
you'll pay more interest over the
term of the mortgage. Plus, with
95% of the home value not paid

for, its value is more susceptible to

negative equity.
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On your cashback mortgage's completion, you can get a lump sum as ‘cashback’ to spend however
you like. If you've been building up a stockpile of furniture, you can use it for moving costs. If not,
you can splurge on furniture for your new property. You'll receive the money as a lump sum directly
into your bank account or via your solicitor.

Cashback mortgage interest rates are often higher than other mortgages and may come with bigger
fees and . To find out if this is a cheaper option, you (or a broker on your behalf) need to
compare the (APRC) over the whole term of the mortgage to see
if it's cost-effective.

It's great to get a lump sum back at
a time when you've just emptied
your savings account with all the
fees you've had to pay out for
your new home. You can use the Typically, they: cost more;

cashback funds however you like. attract higher interest rates;
have penalty fees attached.
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There are many cogs in the mortgage process. Typically, most of them come with a fee. Here’s a list
of fees you'll have to budget for when buying your first home:

You can add the to your mortgage loan, but you'll pay interest on it over the
full mortgage term. Alternatively, you can pay the fee upfront, and it will be refunded if you don’t
complete on the mortgage. The fee can vary widely, from £300 to several thousand.

Depending on the mortgage you choose, the may be free of charge to you. If it’s the
lender paying for the valuation, the fee will be £100 or more, depending on the lender and the
property value.

Some lenders charge upon application. It’s a fee to reserve the mortgage
on a specific deal, and is non-refundable.

Legal fees are the costs associated with your conveyancing (solicitor and legal work). You can choose
a product that has free legal work (if available); if not, the fee separately can range from £500 to
around £2,000.

Stamp Duty is payable to the Government on the whole price of the home you're buying; details of
all the tiers of charges are in the above Jargon Buster,

The broker fee is paid to the mortgage advisor, should you use one. It covers the cost of the broker’s
time spent on researching both you and the market to match you to the right lender for your needs.
You're paying for their specialist knowledge and for the direct access that they give you to lenders’
underwriters who pre-qualify your application, and turn that into a mortgage offer from the lender
with minimum stress.
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You can’t submit a full mortgage application without a vendor first having accepted your offer
on their property. However, you can get an (AIP) if you're searching for a
property, which will allow you to see ‘in principle’ what you can borrow.

An AIP does a quick check on your credit, takes into account your income and outgoings and gives
you a figure that the lender would be conditionally happy to lend you providing all requirements are
fulfilled within the given timeframe. If they are, you'll then get a formal mortgage offer.

The AIP will leave a soft footprint on your credit file, so don’t request too many of them. Like any
credit search, they will bring down your score.

Estate agents may ask for your AIP when you go to view properties. Having one gives them
confidence that you're a serious buyer, and that you're potentially able to get the mortgage. It's a
promise of sorts, that the lender will give you the loan (but it’s not a guarantee!).

You can apply for an Agreement in Principle from Mortgage Quest There’s no charge for this
service, but you'll need to speak to one of our brokers and provide certain documentation for them
to request one on your behalf. Once you have the AIP, it will be valid from 1 month to 3 months,
depending on the lender that issued it.
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Mortgage brokers are professional individuals who work either on their own or for a brokerage.
They're regulated by the Financial Conduct Authority, which qualifies them to provide you with
mortgage advice.

Using a broker can be invaluable, saving you time and effort, and reducing the stress of the sheer
volume of considerations you need to make when buying a home. This is especially true if:

e it's the first time you've taken out a mortgage;
e your income is difficult to prove;
e vyour living arrangements aren’t straightforward;

e you have other non-standard elements that you need a lender to take into account.

Maybe you just don't like dealing with authoritarian figures. In that case, our brokers will smooth the
path for you, and handle everything once you've provided them with the information/documents
required. They can also give you access to intermediary-exclusive deals, which you'd not get by
going to lenders direct.

Our brokers specialise in non-standard income, too. Since 2004, we've helped contractors,
freelancers, the self-employed, oil & gas engineers, CIS traders plus regularly-employed PAYE
workers to secure mortgage finance.

Not all brokers are equal. We're wholly independent, so can access lender in the country. So,
whilst you can go to a high street bank, we might find you a better, cheaper deal from a financial
institution with whom you're not familiar.

Some lenders will take exception to certain aspects of the home you want to buy. If it isn’t of
standard construction, or is near commercial premises, or is in a high-rise building and that lender
doesn’t lend on property above 6 floors, you may struggle.

There are more reasons lenders have for refusing mortgages on property types, but a good broker
will tell you this. Instead, they'll know where to send your application if you're insistent that you
want that property. Ultimately, however, getting a mortgage offer on that property will be highly
dependent on a lender’s satisfactory valuation.
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Organise yourself properly so that you have all relevant documentation you apply for your
mortgage. You don't want to hold up the process mid-application because you or the lender are
awaiting a key document that’s proving difficult to get hold of.

This list isn't exhaustive, but it identifies the documents you'll most often need to get a mortgage:
e Proof of identity: passport or driving licence;
e Two separate proofs of address: council tax bill and utility bill;

e Proof of income:
- employed: latest three months’ payslips and P60;
- self-employed: two-to-three years’ accounts and SA302s*;
- fixed-term contractor: up-to-date CV and your latest fully signed contract;
- employed/contractor: proof of any bonuses or commissions that supplement your basic
pay/contract rate;

e Bank statements: your latest three months’ personal bank statements, plus business bank
statements if you're self-employed;

¢ |[f you're a foreign national, you'll need proof of your residential status

*If you're self-employed, you'll need your SA302 Self-Assessment tax returns. These can take time
to get from HMRC, so apply for them well in advance of your mortgage application.

Until comparatively recently, borrowers took most mortgages out for 25 years as standard. Today,
you can get much longer terms if you need them.

Anything up to your retirement age is accepted without lenders raising issue with them. You can
even get mortgages to lend into retirement if you have the correct proof of income to warrant
it. However, the underwriter may require additional documents, depending on your unique
circumstances.

Please be aware that the longer your mortgage term, the more money you'll pay in interest.
Conversely, the longer your mortgage term, the lower the amount your monthly repayment will be.
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You need to have decided whether you want to buy with a partner or using a sole application. If you
buy jointly, both names will be on the mortgage, even if only one person is paying for it.

You'll both be jointly and severally liable for the mortgage payments. Underwriters will take the
creditworthiness of both applicants into account during the underwriting process. If you decide to
split up and can't decide how to divide the asset, a court will decide this for you.

Even if there are two of you, you don't have to buy your home jointly. You can buy it in the sole
name of one named person, who is then responsible for the mortgage. The partner’s income won't
then be taken into account, and you can have an agreement in the background called ‘Tenants in
Common’. This is an agreement between couples that shows who owns what part of the property
(e.g., 50/50); then, if one person dies or you split up, it's clear who owns what.

Lenders are aware that circumstances can, and do, change. So, yes: you can rent out your property.
But you'll need to ask your lender first and get a ‘Consent to Let’ from them. Most lenders will allow
you to keep the mortgage. But, after an agreed period, they may require you to switch to a Buy to
Let mortgage, which is usually more expensive.

We hope you've found this guide useful. There's a lot to consider when buying your first home. You
shouldn’t take these decisions lightly; they’re both long-reaching and life-changing.

And remember: a fantastic mortgage deal today may not be the right fit for you in two-, three- or
five-years’ time. Try to avoid falling onto your mortgage lender’s SVR when your initial term period
expires; be proactive, and start looking for a new deal six months before that expiration date.

You've taken the first steps towards your dream property. Now, just keep walking. Home ownership
is closer than you think! Good luck in finding the right mortgage for the right home soon.

If you come unstuck, pick up the phone and call the expert brokers at Mortgage Quest on
0208 421 7998, or visit . We're only happy to help.
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