Residential Mortgages 

Their aims

Residential mortgages are loans secured against residential property which aim to:

· Enable you to own your own property

· Release some of the value of the property against which the loan is secured, for another purpose

Your Commitment

· You must declare all relevant information and in particular your credit history.

· You will need to make monthly repayments to the lender for the term of your mortgage

· You may need to make regular payments to a life assurance plan to ensure that the mortgage can be repaid if you die during the term of your mortgage

· In the case of an interest only mortgage you will also need to make separate arrangements to repay the mortgage. If you do not do this, at the end of the term you will have to negotiate new terms or you may risk losing your home.

· Whatever repayment method you decided on, you will need to carry out regular checks to ensure you have sufficient funds to repay your mortgage. 

Risk Factors

· Think carefully before securing other debts against your home. Your home may be repossessed if you do not keep up repayments on your mortgage.
· The lender may make an early repayment charge if you want to redeem your mortgage earlier than you originally planned

· Your mortgage valuation fee and in some cases any initial arrangement fee that you pay the lender may be lost if your mortgage does not proceed. Even if you withdraw your application before a valuation is carried out you may be charged an administration fee by the lender.
· While the lender will insist on a level of buildings insurance it is your responsibility to ensure adequate home contents cover is in place

· There may be changes in the law and the HMRC practice (formerly known as the Inland Revenue) which cannot be foreseen. Tax benefits also depend on individual circumstances

· If you are made redundant or are unable to work due to illness, you would have to wait for up to nine months before you may be entitled to any help form the State with your mortgage interest payments
· For mortgages we may charge a fee (see below) in addition to commission received from the lender.

A fee based on the size of the loan (see below):

· £295 for mortgages over £150,000 

· £345 for mortgages £100,000 to £150,000 

· £395 for mortgages under £100,000 

The fee is only payable when the mortgage completes. As a alternative we can work on a pure fee of 1% of the loan. For example a fee of 1% of a loan of £100,000 would result in a fee of £1,000. Please ask for a personalized illustration. 

What type of interest rate schemes are there?

Variable Rate

The monthly payment fluctuates in line with the lenders mortgage rate. This can cause budgeting problems in times of increasing interest rates. Some lenders offer an annual review so that the amount you pay changes once a year with the difference adjusting your outstanding mortgage

Fixed Rate

The monthly payment is fixed over an agreed period of time and will remain the same regardless of whether interest rates rise or fall. At the end of the fixed rate term the interest rate usually reverts to the lenders standard variable rate or you may be offered the choice of another product, on the terms available at the time

Discounted

The lender offers a true initial discount on their normal standard variable rate over a given period

At the end of the discounted period the rate reverts to the lenders standard variable rate. No interest is deferred so the outstanding mortgage will not increase.

Cashback

Some lenders offer a cash payment on completion of the loan, either based on a percentage of the total loan or a flat amount. In some cases if the loan is redeemed early a proportion of the cashback may have to be repaid to the lender.

Capped Rate

The interest rate is guaranteed not to go above a certain level throughout the capped rate period, which can be from one to ten years, but you will benefit from any reduction in interest rates.

Collared Rate

The interest rate will not fall below a certain level for the collared rate period

Flexible Mortgages

These schemes allow you to overpay, underpay or even take a payment holiday

Any unpaid interest will be added to the outstanding mortgage. Any overpayment will reduce your outstanding mortgage. Some have the facility to drawdown additional funds to a pre-agreed limit.

Lenders that offer any type of fixed rate, discount or cashback facilities to attract custom usually require the mortgage to stay with them for a certain period of time to recoup their costs. They try to ensure this loyalty by imposing a penalty for redeeming the mortgage early. This penalty is referred to as an early repayment charge. 

You should also make sure that you can afford the standard variable rate that will be charged at the end of the discounted or fixed rate period, even though you may intend to change to a new preferential rate at such time.
What Costs And Fees Are There Likely To Be?

Valuation Fee

This may include a non-refundable administration fee and must normally be enclosed with the application. The whole fee is non refundable once the valuation has been carried out. The type of valuation you chose will depend on factors such as the age and condition of the property and whether there is any history of subsidence in the area

· Basic mortgage valuation

This is for the lenders own purposes confirming the property provides security for the loan. You may wish to consider one of the more detailed types of survey

· Homebuyer’s report 

This provides concise information in a standardised format on the state of repair and condition of the property.  The report will include comments on the properties defects and the valuers opinion as to its marketability

· Full structural survey

This is a structural report based on a detailed examination of the property. Any areas of concern that you might have about the property will be investigated

Arrangement Fee

This may be payable either in advance where the lender will ask you to enclose a cheque with the mortgage application or on completion. All or part of it may be non-refundable if the mortgage is declined or withdrawn. This will be specified in your mortgage quotation

Legal Costs and Fees

The fees charged by a solicitor include the charge for conveyancing (the transfer of ownership of land), the costs of legal registrations and miscellaneous costs (known as disbursements) for example, Local Search fees and Land Registry fees. We recommend you obtain an estimate of these costs early on in the process.

Stamp Duty

Stamp duty is a ‘purchase tax’ and is generally payable where the purchase price of the property is more than £175,000. The current charge is 1% of the purchase price of the property. This increases to 3% if the purchase price is more than £250,000 and to 4% if the price exceeds £500,000. Stamp duty is not payable on re-mortgages. 

Higher Lending Charge 
This may apply if the amount you wish to borrow is more than typically 75% of the value of the property. Lending a higher proportion of the purchase price of a property brings with it a higher risk to the lender. This is alleviated by a Higher Lending Charge (HLC) which provides them with a form of insurance. If you cannot repay your mortgage, and the lender is forced to sell your property for less than your outstanding loan, they will claim back the shortfall through this insurance.

Early Repayment Charge

Some lenders make an early repayment charge based on the product selected. Others charge at anytime if you pay off your loan before the end of the normal mortgage term. In some cases this can be significant amount. Always check the terms in the offer letter from your lender.

Early repayment charges will be also charged if you die within the initial redemption period so you should consider building this in to the level of life cover you have. 

Building and Contents Insurance
All lenders require that you fully insure the property for the total costs of rebuilding it. It is also strongly recommended that you take out contents insurance. Your Mortgage Consultant can provide you with a quotation. We can only offer products from a limited number of insurers for buildings and contents insurance and can provide a list of these insurers on request. It is your responsibility to ensure that you have adequate cover.
Mortgage Payment Protection    

We strongly recommend you consider protecting your mortgage and associated payments in the event of being unable to work through accident, sickness or unemployment. Your Mortgage Consultant can provide you with a quotation. We can only offer products from a limited number of insurers for accident, sickness and unemployment  insurance and can provide a list of these insurers on request. It is your responsibility to ensure that you have adequate cover.
Financial Adviser’s fee 

For arranging your mortgage Chase Mortgages Ltd will receive a fee from the lender when the mortgage is completed. The relevant amount will be shown on your personal illustration. A fee may also be received for arranging buildings and contents cover.

How Does a Repayment Mortgage Work?

Monthly payments are made up of interest charged on the amount borrowed and a portion of the capital to repay the mortgage. During the early years most of each months payments are interest and it is only later on that you start to repay any significant element of capital

Advantages

· The mortgage is guaranteed to be repaid at the end of the term providing that payments are maintained. You can see the mortgage reducing each year (albeit very slowly in the early years)

Disadvantages

· It does not contain any form of savings, so there is no possibility of additional return or early repayment. However, the mortgage could be repaid early if payments are increased 

· You may need to take out separate life cover to ensure that the mortgage can be repaid if you die. You should consider the benefits of permanent health insurance, should you become ill and be unable to work.

How Does an Interest-Only Mortgage Work?

Monthly payments to the lender consist of interest only and the outstanding mortgage remains the same. You make payments to a separate investment with the aim of producing enough capital to repay the mortgage in full at the end of the term. There are a number of different investments that can be used. You can also use a combination of them.

Endowments

Advantages

· Regular reviews are carried out on many plans to ensure they will pay off the mortgage at the end of the term. If the underlying performance has been less than assumed you may need to increase the contribution. However if the growth on the fund is better than assumed you could receive a lump sum over the mortgage amount, or pay off the mortgage early.

· Life cover is automatically included in the plan. You may also be able to included critical illness 

protection and waiver of premium benefit
Disadvantages

· If you stop the endowment early you may get back less than you invested

· Endowments are only suitable to repay long-term mortgages e.g. at least 15 years 

· Endowments invest in the stock market and are not suitable for risk adverse borrowers

Pensions

Advantages 

· Tax relief on contributions

· Part of the fund can be taken as tax-free cash, which is used to repay the mortgage

· Favourable tax treatment of funds

· A sum can be built up which can be used to provide an income in retirement
Disadvantages

· Benefits can normally only be taken between ages 50 and 75

· The amount of tax-free cash you can take is limited by legislation

· Using the tax-free cash to repay your mortgage will reduce your pension benefits

· As the pension is deigned primarily to produce income in retirement you will need to actively monitor any targeted cash amount to repay your mortgage

· There are limits on pension contributions

Individual Savings Accounts (ISA)

Advantages
· Any interest earned on savings or bonds and any capital gains made on investments within an Isa are tax-free. This makes Isas particularly appealing to higher-rate taxpayers 
      Disadvantages

· A maximum of £7,000 can be invested in an ISA each tax year

· There is no monitoring of the fund to ensure it will repay the mortgage

What Type Of Protection Should I Consider?

Life Assurance

To ensure that the mortgage is paid if you die. This is built into an endowment plan but will need to be arranged separately with a repayment, ISA or pension mortgage 

Critical Illness

To provide a cash lump sum, which could be used to pay off your mortgage if you were to suffer a critical illness. This cover can be built into some endowment plans or can be arranged separately with a repayment, ISA or pension mortgage

Waiver of Contribution

This is an important benefit that can be added to many plans. It will enable your plan contributions to continue to be paid if you are unable to work due to sickness or accident

Permanent health insurance 

To provide you with replacement income to cover your mortgage and associated payments if you are unable to work because of an accident or long term sickness

Unemployment cover

This will provide short-term income to cover your mortgage and associated payments if you become involuntarily unemployed

