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Becoming a homeowner and taking out a mortgage is probably one of the largest
financial undertakings most of us will ever make. It’s a huge commitment, one that
most of us will have for the rest of our working lives – and the consequences of getting
it wrong can be catastrophic. Look at any mortgage provider’s website or literature
and you’ll see stern warnings such as: “Your home may be repossessed if you do not
keep up repayments”.
This guide can only provide a very brief overview to what can be a complex subject.
Although there’s more information on our website at www.onefinancialsolutions.
co.uk, we recommend you call us on 020 3714 9565 for a confidential discussion.

Mortgages

– a brief guide

Introduction
For most of us, buying our first home will be the largest
financial undertaking we’ll ever make. It’s a huge
commitment, and one we usually make at exactly the time
when we can least afford to do so. Quite often, taking
out a mortgage comes early in our career, coincides with
starting a family and can easily plunge us into years of debt.
It’s something that will live with us for most of our working
lives and, as the consequences of getting it wrong can be
catastrophic, we need to get it right, right from the start.
It’s a daunting prospect. So, with so much at stake, how do
we choose the best mortgage; the one that’s best for us
both now and in the future? How do we manage the risk?
How do we prevent our mortgage from becoming a lifelong millstone hanging around our necks?

Overall, the two most common types of mortgage are
‘repayment’ and ‘interest-only’ mortgages; within these two
broad categories are a number of variations on a theme:
fixed-rate, variable-rate, tracker, discount, capped, offset
and flexible mortgages being common examples that offer
different financial solutions and allow a particular lender to
differentiate it’s products.
• Repayment mortgage
A repayment mortgage means that you repay both the
capital and interest in regular monthly payments – at
the end of the mortgage term nothing is owed to the
mortgage provider so the mortgage is deemed to have
been paid off.
• Interest-only mortgage
An interest-only mortgage means you make regular
monthly payments that repays only the interest due on
the loan – which means that at the end of the mortgage

Types of mortgage
A mortgage is a ‘secured loan’ taken out to buy either
property or land; ‘secured’ meaning the lender has the
right to repossess the property or land until you, the
borrower, have repaid the loan.
Mortgages are made up of two parts: ‘capital’, the money
you borrow from the mortgage provider, and ‘interest’, the
money you pay them for lending you the capital. You enter
into a contract with the mortgage provider to repay the
loan over an agreed period of time called the ‘mortgage
term’. How you repay the loan and how the interest is
applied determines how the mortgage is classified and
what it’s called.

“It’s a huge commitment, and one
we usually make at exactly the
time when we can least afford to
do so. It’s a daunting prospect.
So, with so much at stake, how do
we choose the best mortgage; the
one that’s best for us both now
and in the future?“

term the capital still has to be repaid in order to pay off
the mortgage.
• Part-and-part mortgage
This is a combination of a repayment and an interestonly mortgage and tries to maximise the advantages
and minimise the disadvantages of each. Part of the
mortgage is considered to be a repayment mortgage, the
rest is treated as an interest-only mortgage; the exact split
being agreed between you and the mortgage provider.
• Fixed-rate mortgage
This is the simplest, most straightforward type of
mortgage as the rate of interest charged is fixed for a set
period of time. For you, the borrower, it means the size
of your monthly repayment is fixed which helps make
managing your domestic finances easier. The downside
is that the mortgage provider charges a higher rate of
interest to offset any potential loss caused by a rise in the
Bank of England base rate.
• Standard variable-rate (‘SVR’) Mortgage
A standard variable-rate mortgage has two features.
Firstly: ‘standard’ means it’s the mortgage provider’s
basic or default interest rate, and, secondly: ‘variablerate’ means the interest rate you are charged may vary
during the mortgage term. Although interest rates are
influenced by movements in the Bank of England’s base
rate, the SVR is set by the mortgage provider and that
means that fluctuations in the rate you are charged may
not follow the base rate.
• Tracker mortgage
This is the most popular type of variable-rate mortgage.
The rate of interest charged by the mortgage provider
follows, or ‘tracks’, the Bank of England base rate; it
means that, unlike SVRs, fluctuations in the base rate are
mirrored by changes in your mortgage interest rate.
• Discount mortgage
This is another type of variable-rate mortgage. Unlike
tracker mortgages, the interest rate charged is linked
to the mortgage provider’s standard variable rate and,
as this isn’t linked to the Bank of England base rate, the
mortgage provider can change it at any time.

“The rate of interest charged by
the mortgage provider follows,
or ‘tracks’, the Bank of England
base rate…”
• Capped mortgage
This is a variable-rate mortgage but with an important
feature: it has an interest rate ceiling. Although the
interest rate you are charged won’t exceed the ceiling,
the rate you’ll be paying will be higher to compensate for
the mortgage provider’s loss during those periods of time
when they could have been charging you a higher rate
of interest.
• Offset mortgage
This takes into consideration any savings you may have
with the mortgage provider, the value of these being
set against, or ‘offset’, against what you owe on your
mortgage. Although this reduces the overall amount of
interest you pay on your mortgage, you won’t receive
interest on your savings.
• Flexible mortgage
This is a standard mortgage with a variety of optionalextra features designed to help you. Having them may
be useful but, remember, ‘there’s no such thing as a free
lunch’! Any extras will come at a price and this will be
reflected in the interest rate you pay.

Residential mortgages
A residential mortgage is a loan used to finance the
purchase of a residential property in which the borrower
intends to live. The key phrase in this definition is ‘in which
the borrower intends to live’ because if you’re intending to
let the property for rent, you’ll need a buy-to-let mortgage
and, as renting property is considered to be a commercial
activity, these are granted on a different set of criteria.
The first thing you’ll need to know is how much you can
afford to repay on a monthly basis. Understandably,
this is difficult to predict so mortgage providers use an
‘affordability calculator’ to work out how much they are
prepared to lend you. These days, lenders tend to err on
the side of caution and take a realistic view of how much
you can afford; the last thing they want to have happen,
unless it becomes absolutely necessary, is to have to step in
and repossess your home.
Lenders will expect you to provide a deposit, usually they’ll
expect you to have at least 5% of the value of your new
home although some lenders may expect a minimum of
10%. Once you’ve got your deposit and know how much
your mortgage provider is prepared to lend you, it’s a Very
Good Idea to get the mortgage ‘agreed in principle’. This
effectively ring fences the loan meaning you’ll know exactly

how much you have to spend and, more importantly, that
the money is there for you when you want to make an
offer on your dream home.

Buy to let
A buy-to-let mortgage is designed for buying or refinancing
a residential property that is to be rented to tenants rather
than be lived in by the borrower. Although ‘buy to let’ has
become a popular way of investing in the property market,
it comes with some significant pitfalls for prospective
landlords including a much greater deposit (usually 25%),
higher fees and higher rates of Stamp Duty. It certainly isn’t
as easy as just buying a house, renting it out and watching
the rent money roll in – your financial adviser will be able
to explain the exact differences.
Buy-to-let mortgages are classed as business transactions
which means interest rates and fees are usually higher
than those charged for residential, borrower-occupier
mortgages. How much you can borrow is also calculated
in a different way to that for residential mortgages: instead
of using the borrower’s income to determine the size of the
loan, the mortgage provider uses a ‘rent-to-interest’ (RTI)
calculation which means the borrower has to prove the
rental income will cover the interest on the mortgage.
Some buy-to-let mortgages are not available on the high
street and can only be accessed via specialist intermediaries,
another reason for using a truly independent, specialist
adviser – someone who can give you totally unbiased
advice and has access to mortgages from the whole of the
market.

Repaying the mortgage
The type of mortgage you take out will determine how you
repay it: generally, there are three alternatives.
• Repayment mortgage
A repayment mortgage means you’ll repay both the 		
capital and the interest in regular monthly repayments 		
so, at the end of the mortgage term, you’ll have paid off
the entire loan. Fixed-rate repayment mortgages are the

“Although ‘buy to let’ has become
a popular way of investing in
the property market, it comes
with some significant pitfalls for
prospective landlords including
a much greater deposit (usually
25%), higher fees and higher rates
of Stamp Duty.”
most popular type of mortgage and account for around
75% of all home loans.
• Interest-only mortgage
The monthly repayments cover only the interest due on
the capital borrowed. Although this means your 		
monthly repayments will be a lot less than an equivalent
repayment mortgage, you will still have to repay the 		
capital at the end of the mortgage term. Interest-only 		
mortgages have been described as a ‘ticking time-bomb’
because of the number of borrowers who can’t afford to
pay the capital without selling their home. Most 		
mortgage providers will expect you to have a robust 		
plan in place to ensure you can repay the capital.
• Part-and-part repayment mortgage
These combine repayment and interest-only mortgages;
you can usually agree the split between the two 		
components when you take out the mortgage.
The usual mortgage term of 25-35 years is a long time,
more than enough for your circumstances to change
dramatically. If you do find yourself struggling with your
mortgage repayments don’t, under any circumstance, be
tempted to ignore the problem in the hope that it’ll go
away. It won’t, it’ll probably get worse.
There are a number of things you can do to address the
situation but ‘Number 1’ on the list is to tell your mortgage
provider. They’ll applaud your honesty, will try to help
and will be able to offer advice, guidance and practical
assistance – after all, no one wants to see someone lose
their home.

Help to Buy
‘Help to Buy’ is a government-backed initiative aimed
at helping people buy their own homes. Launched in
2013, it’s run jointly by the Treasury and the Department
for Communities and Local Government, delivered in
partnership with the Homes and Communities Agency
(HCA) and is available through appointed Help to Buy
agents and mortgage lenders.

The initiative features a number of schemes including Help
to Buy ISA, Shared Ownership, Equity Loan and Mortgage
Guarantee, however, the Mortgage Guarantee scheme
closed for new loans in 2016 and the Help to Buy ISA was
replaced with a new ISA, the Lifetime ISA, from 1 December
2019. The Shared Ownership and Equity Loan schemes
are still running.
• Lifetime ISA
Announced in Budget 2016, the Lifetime ISA replaced
the Help to Buy ISA from 1 December 2019 (although,
if you have a Help to Buy ISA, you can continue to pay
into it and benefit from it until 30 November 2029). The
Lifetime ISA is seen as providing a more flexible way to
save for both home purchase and retirement.
As with the HTB ISA, the Government pays a 25% taxfree bonus into the account but, with the scheme now
designed to cover both house buying and retirement, the
most noticeable difference is that it’s paid on a monthly
basis rather than when the account is used as a deposit
for a house. The scheme’s eligibility criteria include age
limits which restrict it to those aged 18 to 39.
• Shared Ownership
This offers those eligible the opportunity to buy a share
of the property (between 25% and 75%) and pay rent on
the remaining share. Eligibility criteria restrict it to firsttime buyers, or shared owners, with a household income
of less than £80,000 a year outside London, or less than
£90,000 within London. Shared Ownership properties
are always leasehold and can be bought through
housing association resale programmes.
There are a number of sub-schemes within Shared
Ownership: military personal are given priority via the
MoD; those with a long-term disability can benefit via
Home Ownership for Long-term Disabilities (HOLD);
older people, over age 55, have a scheme called Older
People’s Shared Ownership and some local councils have
their own schemes based on local housing needs.
• Help to Buy: Equity Loan
With a Help to Buy: Equity Loan the Government lends
up to 20% of the cost of your new-build home, leaving
you to provide a 5% cash deposit and a 75% mortgage;
in addition, you won’t be charged any loan fees on

“…the Lifetime ISA replaced
the Help to Buy ISA from
1 December 2019 … the
Government pays a 25% tax-free
bonus into the account…”

the government part of the loan for the first five years.
Recognising that property prices in London are so much
greater, the Government raised the amount it is prepared
to lend from 20% to 40% if the property falls within one
of the London Boroughs; this scheme being named
London Help to Buy.
As housing is a devolved policy, England, Scotland, Wales
and Northern Ireland offer broadly similar schemes under
the same name but with regional variations in terms of
eligibility and content.

Right to buy / right to acquire
Right to Buy and Right to Acquire are government schemes
giving social housing tenants the opportunity to buy
the home they are living in by offering them for sale at a
discount. Right to Buy allows most council tenants to buy
their council home; Right to Acquire is a similar scheme
aimed at housing association tenants.
As with Help to Buy, the governments of Scotland, Wales
and Northern Ireland have legislative power over the
scheme resulting in significant regional differences in both
eligibility requirements and the discount offered.

Fees
Buying a house can be a lot more expensive than many
prospective first-time buyers think as it’s all too easy to get
fixated on just the cost of the property, and overlook the
variety of other costs, fees, charges and taxes that have to
be paid. Apart from the cost of the property, buyers need
to take into consideration such things as arrangement fees,
booking fees, valuation fees, search fees, survey fees, Stamp
Duty along with a number of other fees and charges that
may apply. Some of these fees can be ‘significant’.
• Deposit
Buyers will need a minimum deposit of 5% of the value
of the property but many mortgage providers will expect
at least 10%. The greater your deposit the better as it
will open up the market and help you win a much better
mortgage deal. Unfortunately, you can’t add the deposit
to the amount you borrow from your mortgage provider.

• Arrangement fee (£500 – £1,000+)
This is charged by the mortgage provider for processing
and administering your mortgage application and is
sometimes known as the product fee or completion fee.
• Mortgage valuation fee (£150 – £1,500)
The mortgage provider will carry out a survey of the
property you intend to buy to establish its true value in
case they have to repossess the property and sell it to
clear the mortgage. It is not a survey to determine the
building’s general state of repair although the mortgage
provider may ask you to carry out work if they feel the
value of the property is compromised by any defects
found. Some providers may waive the fee.
• Conveyancing fee (£500 – £1,500)
The solicitor’s fees.
• Stamp Duty (£2,500+)
This is the tax you pay when you buy a property; it’s paid
to HMRC via your solicitor. Stamp duty is not charged
against residential property values up to and including
£125,000 but, after this threshold, 2% is charged to
£250,000, 5% to £925,000, 10% to £1.5 million and 12%
above that. Different rules for first-time buyers who are
buying a property for a purchase price up to £500,000.
On Wednesday, 8 July 2020, Rishi Sunak, Chancellor of
the Exchequer, announced a temporary change to the
level of Stamp Duty charged in England and Northern
Ireland. ‘With immediate effect’, and until 31 March 2021,
Stamp Duty will be levied only on properties costing
£500,000 or more.
This temporary increase in the minimum threshold will
benefit first-time buyers – who, until the announcement,
paid no Stamp Duty on properties valued up to £300,000
followed by a reduced rate up to £500,000 – and all
other buyers buying a property over £125,000 – who
were paying 2% from £125,000 to £250,000 and then
5% to the next threshold of £925,000.
Other rules apply for those buying a second home and
those in Scotland and Wales.

“Buying a house can be a lot
more expensive than many
prospective first-time buyers
think as it’s all too easy to get
fixated on just the cost of the
property…”
HMRC has a handy stamp duty calculator for both
residential and non-residential on their website:
www.hmrc.gov.uk/tools/sdlt/land-and-property.htm
• Survey (£400 – £700)
Having an independent survey carried out isn’t a
requirement but you’d be very unwise not to have it
done. It’s a detailed survey that determines the condition
of the property and identifies any defects that may need
to be rectified. If your survey does discover something
untoward you should be able to get the vendor to
correct it at their expense or use it as a bargaining point
to reduce your offer. As offers are usually made on a
‘subject to survey’ basis, the nature of the defect or the
vendor’s unwillingness to correct it may make you decide
to withdraw your offer altogether.
• Removal costs (£500 – £1,000+)
This is something that is often forgotten about but can be
expensive depending on how much you have to move,
how you want it packed and how far it’s got to go.
Depending on your circumstances some of these additional
costs may not apply, but it’s important that you know
which costs you will, and won’t, be liable for as they can
add up very quickly. Just to put them into perspective,
if you’re thinking of buying a £275,000 house, the
deposit will be £27,500 (5%); Stamp Duty, £3,750*; the
arrangement, valuation, conveyancing, survey and other
fees anywhere between c.£1,500 and c.£5,000+, plus
removal costs.
*Note: Following the chancellor’s Summer Statement on 8 July 2020, no
Stamp Duty would be payable on a property valued at £275,000.

It’s recommended that you plan to pay these additional
costs in full, as and when they are charged – another
reason for knowing what they are. If you can’t deal with
them as they crop up, you may be forced to add them
to the amount you are borrowing which, of course, will
increase the cost of your mortgage repayments and may,
possibly, compromise the entire purchase.

Equity Release
Mention does need to be made of equity release products
as one of them – lifetime mortgages – can confuse the
issue. Despite being called a ‘mortgage’, it is not a loan
used to buy a property.
‘Equity’ is the value of the property after the deduction of
any charges against it, usually the mortgage, and can be
considered as profit. As with many forms of investment,
accumulated wealth – in this case the equity in the
property – can’t be released until the investment is sold
but, whereas you can easily sell part of a shareholding,
you can’t easily sell part of your home. This can be a major
source of frustration for homeowners, particularly those
either in, or heading for, retirement as, although the equity
in their property may have increased dramatically during
the time they’ve owned it, accessing it can be difficult.
The most obvious way of releasing equity is to ‘downsize’,
which means selling your home and buying something
less valuable – but, in later life, this may be neither
desirable nor possible. An alternative is ‘equity release’,
which has become a much advertised and popular way
for homeowners to tap into the financial wealth that’s
accumulated in their home, accessing its value as either a
lump sum or a regular income stream.
There are two types of equity release scheme: lifetime
mortgages and home reversion. Both have specific
features and benefits, advantages and disadvantages
and pros and cons which need to be carefully considered
against your own, individual circumstances to determine
which scheme, if either of them, is the best one for you.
As with anything to do with loans secured against your
home, it is strongly recommended that you seek help from
a qualified, independent financial adviser.
• Lifetime mortgage
A lifetime mortgage is a straightforward loan secured
against your home. The loan, along with any accrued
interest, is usually* repaid when the property is sold,
which may be due to an eventual downsizing move,
moving into long-term care or, of course, passing away.
*The loan and/or interest can also be repaid on a regular
monthly basis.

“The essential difference
between a lifetime mortgage
and home reversion is that, with
a lifetime mortgage … you retain
ownership of your home…”
• Home reversion
Home reversion means selling all or part of the property
you call ‘home’ to a reversion company in exchange for
either a lump sum or regular cash income – however, the
key disadvantage of doing so is that you lose sole legal
title to the property.
Using equity release to finance your retirement plans may
seem like a good option if your home has accumulated
equity, you need some extra money and you don’t want
to, or can’t, downsize – however, there are some important
things to think about. It’s a big decision, and not one to
enter into without a thorough understanding of what
you’re doing.
In fact, such is the potential for things to go badly wrong,
equity release has been regulated by the Financial
Conduct Authority (FCA) since 2004, and many lenders are
members of the Equity Release Council (ERC), an industry
body which has a voluntary code of conduct that provides
a number of guarantees.
As members of the Equity Release Council
(www.equityreleasecouncil.com) we are committed to
upholding its principles by promoting high standards of
conduct and practice in the provision of advice about
equity release.
For further information about equity release, please see our
brochure, Equity release – a brief guide.

Get expert advice
As with any decision that involves your home, given the
consequences of getting it wrong it’s vital that you get
expert advice before making any kind of commitment.
An independent financial adviser who understands the
mortgage market will be worth their weight in gold:
having discussed your circumstances, they’ll be able to
give you the advice you need and find exactly the right
mortgage for you out of the many that are available across
the whole of the market.

How can One Financial Solutions help?
Buying a property is probably the greatest financial
undertaking most of us will ever make; it’s a huge
commitment and one that needs to be thoroughly
considered, ideally with the help of an expert guide.
One Financial Solutions is here to help you no matter
whether you’re a first-time buyer, thinking about ‘buy-to-let’
as an investment opportunity or wanting to know the pros
and cons of equity release. As a firm of truly independent
financial advisers we’ll make sure the advice we give you
and any mortgage we recommend is selected from the
whole of the market and is the one that is best for you.
So, if you’re looking for specific help about any aspect of
your pension or just want advice on the subject, please call
us on 020 3714 9565 or ask us to call you by sending an
email to admin@onefinancialsolutions.co.uk
Your home may be repossessed if you do not keep up
repayments on your mortgage.

One Financial Solutions is here to help you.
We advise on a wide range of financial services including protection for both you and your business, general and business
insurance, savings and investments, commercial finance, pensions and auto enrolment, employee benefits, profit extraction and
mortgages: our aim being to provide you with ‘one solution’ for all your financial needs.
We provide truly independent financial advice, sourced from the whole of the financial marketplace, for individuals and
commercial businesses throughout the United Kingdom.
Please call us on 020 3714 9565 for a confidential conversation about how we can help you, or visit our website at
www.onefinancialsolutions.co.uk for more information.
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