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INTEREST ONLY MORTGAGE

With this method your monthly payments to the lender only cover

the interest on the loan and the original loan remains outstanding.

This is why you usually pay separately into a savings scheme each

month to build up a lump sum to pay off the loan at the end of the

mortgage term, or sooner if you can afford it. Your monthly savings

scheme payment is set at a level that assumes your investment

will grow at a certain rate each year. You should not consider this

type of repayment method if you want to guarantee that your

mortgage will be repaid after the term.

You can use various types of savings schemes to build up the money

you need to repay your mortgage:

Endowment Policy

A regular savings investment plan that is designed to provide a lump

sum payment on maturity, which you use to help repay your

mortgage. It usually includes built-in life cover to protect the

mortgage if you die during the term of the mortgage. However, there

is no guarantee the maturity lump sum will be enough to pay off the

mortgage in full.

Individual Savings Accounts (ISAs)

A more tax-efficient savings plan with a wider range of investment

choices, including stocks and shares and cash. There is no built-in

life cover so you will need to arrange this separately at extra cost.

The government limits how much you can invest each year, which

could mean your savings might not be enough to pay off your

mortgage at the end of the term. Also, like the endowment, there is

no guarantee the lump sum at the end will be enough to pay off the

mortgage in full.

Personal & Stakeholder Pensions

You could use the lump sum part of your pension to repay your

mortgage at the end of the term. This is a very tax-efficient mortgage

repayment method but is restrictive as the lump sum is only

available between the ages of 50 – 75 when you’re able to retire.

By using part of your pension fund to repay your mortgage, you will

have less to live on in retirement. As with most types of investments

there is no guarantee of the lump sum available and therefore no

guarantee you can repay your mortgage in full.

Don’t forget that you can ‘mix and match’ by using a combination

of interest only and repayment methods to repay a mortgage loan.
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Other Means

With an interest only mortgage, you alone are responsible for

repaying the mortgage at the end of the term. However, this also

gives you the flexibility to repay your loan in a way that suits your

circumstances. For example, you might wish to use a mix of

investments, or you might be expecting money from an inheritance.

If you need advice on investments to repay an interest only

mortgage you should seek independent advice.

Will it pay off my mortgage?

All interest only loans involve some investment risk in building

up a sum of money to repay the loan. With an interest only loan it

is your responsibility to make sure you have enough money set aside

to repay the loan in full at the end of its term.

As long as your investment grows as expected the mortgage will be

repaid. You need to review how your savings are performing regularly

to make sure you’re on track to repay your loan.

If your investment grows more slowly than expected, you may need

to increase your monthly payments, top up your savings in other

ways or find an extra lump sum at the end of the term.

Moving home and remortgaging

With an interest only mortgage, if you pay off the loan, for example

when you move home or remortgage, you can carry over the

accompanying savings plan to your new mortgage. It is not a good

idea to stop an existing investment savings plan and start a new one.

If the new mortgage is larger than the existing one, you will need to

choose a way of repaying the extra borrowing. You might do this part

repayment and part interest only.

Is it for me?

Whether an interest only mortgage suits you depends mainly on

whether you’re comfortable with taking the risk of repaying your

mortgage with a savings plan linked to the stockmarket. Investments

used to build up a lump sum don’t guarantee to repay your loan at

the end of the term. If you’re not comfortable with this risk then a

repayment mortgage is likely to be a better choice for you.

Never forget

With an interest only loan it is your responsibility to make sure

you have enough money to repay the mortgage at the end of the

term, otherwise you could lose you home.
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Why take a chance on the most important investment you will make

in your life.

Imagine the pain that your loved ones would be suffering if you were

to die and this was made even more difficult because they could no

longer live in the house that you had all lovingly looked after for so

long. If as a result of your death or accident or illness they can no

longer keep up the payment on the mortgage this could be the result.

How Do I Protect My Home & Dependants?

Taking out a mortgage is a major financial
commitment and you should ensure that you, your
home and any dependants are fully protected if
you’re unable to meet the repayments or if you
should die.
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Life cover – mortgage protection or term assurance

Depending on the type of mortgage and your own circumstances,

you may need to take out life cover to repay the loan if you die

during the term of the mortgage.

Tax Relief Life Cover

Like our life cover, this type of insurance is also designed to pay out

if you die during the cover term but it has the added benefit that your

premiums are eligible for tax relief at your highest marginal rate.

Critical Illness cover (CIC)

This cover pays out a lump sum if, during the term, you’re diagnosed

with a critical illness such as cancer or heart disease, enabling you to

repay the loan.

Accident Sickness & Unemployment cover (ASU) also
known as Mortgage payment protection insurance (MPPI)

Designed to provide you with a monthly payment to cover your monthly

mortgage payment and associated mortgage costs if you were to lose

your earned income. The benefit will usually only cover your mortgage-

related monthly payments, such as any life cover or building insurance

premiums, as well as your mortgage payment. The benefit is usually

payable for a maximum of 24 months.

Income Protection Insurance also known as
Permanent Health Insurance

This can replace your regular income if you can’t work through illness

or accident. There is often a longer deferment period before the

monthly benefit starts, but it normally continues until you’re fit

enough to return to work.

Property Insurance (Buildings & Contents)

Your lender will insist that your property has adequate buildings

insurance while your mortgage is outstanding. This covers the cost

of repairing or rebuilding your home if it’s damaged or destroyed.

Although not a condition of the mortgage you should also insure the

contents. This covers the cost of repairing or replacing your

possessions if they’re damaged, destroyed, lost or stolen.

MortgageFinders will be able to give you advice and help you to

arrange any of these insurances, providing you with complete peace

of mind.



You should consider the following important facts
before committing to a mortgage. If you have any
questions about any of these, then please discuss
them with us by calling 0800 602020 now.

Multiple Applicant Mortgages

If you’re taking out a mortgage with other applicants you should

remember that all parties are normally equally liable for the full amount

of the mortgage loan until it has been repaid.

Responsibility for repaying your mortgage

Your mortgage lender will send you a yearly reminder about the

method you’re using to repay your mortgage. It is your responsibility

to ensure you have suitable arrangements in place to do so.

Government support for out of work borrowers

If you become unemployed, the Government provides Income

Support benefit to help borrowers with their mortgage payments.

However, the level of support available is subject to very strict

guidelines and is dependant on when your mortgage was taken out.

On 1 October 1995, the rules on Income Support changed radically.

The key points are:

• For mortgage loans taken out before 1 October 1995, no income

support is payable for the first 8 weeks of any claim and only 50%

of the mortgage interest is paid during the following 18 weeks of

the claim.

• No income support for mortgage interest is payable for the

first 39 weeks of a claim, on any mortgage loan taken out after

1 October 1995.

The Department for Work & Pensions (DWP) decide the interest rate

used to calculate income payments. Usually payments go straight to

the lender.

You can get further advice from the Citizens Advice Bureau and other

Government offices if you experience difficulties in paying your

mortgage. The Financial Services Authority produces an information

leaflet entitled ‘What to do when you can’t meet your mortgage

payments’, which we can provide you with.

Fortunately, there is a full range of insurances available to protect you

if you cannot pay your mortgage because of accident, sickness or

unemployment. See the protection section on pages 14 and 15 for

further information. We will be pleased to discuss this further with you.

Important Information I Need to Understand as a Borrower
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Differences in law and mortgage process between
Scotland and other parts of the UK

There are some distinct differences in land and property ownership

laws, as well as in the way property is bought and sold in Scotland

compared with other parts of the UK. The point at which a mortgage

is applied for comes much earlier in the Scottish process. In

Scotland, your mortgage application and the survey are completed

before you make an offer, and the survey actually plays a part in

deciding how much you will bid for a property. Therefore you must

have a mortgage principle and your solicitor in place before you can

make an offer on a property. The seller sets a property price above

which offers are invited, although they are not required to accept any

offer that is made. Remember Scottish property law is biased in

favour of the seller. An offer made to a vendor to buy a property in

Scotland is legally binding and could prove very expensive to get out

of. A potential buyer must seek professional advice before

entering into any negotiations.

Self-Certification mortgages

Although lenders do not check incomes shown on all Self-Certification

mortgage applications, the FSA expect lenders to perform random

audit checks on such business.

Consolidating unsecured debt

You should think carefully before remortgaging to consolidate

personal debt or unsecured credit. Although the monthly payments

will usually be lower because interest rates for mortgages are lower

than those for credit cards or personal loans, the total interest

payable, and therefore the total cost of borrowing could be more if

repaid over a longer term.

You should arrange to repay the extra borrowing over a shorter period,

roughly equal to the term of the original credit. You could do this by

overpaying each month, assuming no penalty charges apply, until

you’ve repaid the extra borrowing or by saving a regular amount to

build up a lump sum to pay off the extra amount.

You should clearly understand the implications of turning unsecured

borrowings into a secured loan. While you would face mainly

financial penalties if you fail to keep up the payments on any

unsecured debt, there is an increased risk of losing your home if you

fail to keep up the increased repayments on a mortgage.

Before considering a remortgage for consolidation of credit, you should

consider all your other financial circumstances. This could include

repaying any credit from personal savings, an investment or other cash

sources. Be careful not to take money from an investment that already

forms part of your mortgage repayment arrangements. Make sure you

receive advice before surrendering any existing investments.

If you are in payment difficulties with any secured or unsecured

loans or personal credit you should also consider negotiating an

arrangement with your creditors before consolidating any personal

credit to your mortgage.

THINK CAREFULLY BEFORE SECURING OTHER DEBTS AGAINST

YOUR HOME.YOUR HOME MAY BE REPOSSESSED IF YOU DO

NOT KEEP UP REPAYMENTS ON YOUR MORTGAGE.
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Annual Percentage Rate (APR) This identifies the true cost of borrowing over the full term and provides the consumer with a method of comparing

the cost of different types of loan.

Arrangement Fee A fee charged by a lender for setting up the loan, normally payable on completion, but sometimes added to the loan.

Arrears Mortgage payments that have not been made by the due date.

Bank of England Base Rate The Bank of England Monetary Policy Committee currently reviews this monthly. If the rate changes, the standard

variable rate charged by lenders will usually change soon afterwards.

Benchmark APR The lowest APR based on all basic product types available in the public domain. This provides an accurate indication

of the true cost of a mortgage.

Booking Fee Sometimes known as an Application Fee

A fee charged by a lender, payable at the time you apply for the mortgage. Normally applies only to special loan

offers, such as fixed or capped rates.

Broker Fee                                               Unlike most mortgage firms, MortgageFinders do NOT charge you a fee for advising or arranging your mortgage.

Buy to Le A mortgage arrangement for a property rented out solely to tenants, normally on an assured, shorthold tenancy

agreement basis.

Capital The original amount borrowed without any interest added.

Completion The point when the legal formalities of a property purchase or mortgage end and the seller receives the money.

The buyer cannot take possession before completion.

Conveyancing The act of transferring the legal ownership of land or property from one person to another.

County Court Judgement (CCJ) Judgement for debt in the county court. If a judgement is settled in full within 30 days it will not appear in the credit

register. If payment is made later the judgement will appear in the credit register, but show as satisfied. A CCJ

registered against an applicant could affect their ability to get a mortgage.

Credit Scoring Method of assessment carried out by a lender which ‘scores’ the various answers given on a mortgage application.

The total ‘score’ provides the basis for the lending decision. With credit scoring, it is essential you answer all

questions fully.

Deeds Release Fee A charge by the lender for release of the property deeds to the borrower or their solicitor on repayment of the mortgage.

Early Repayment Charge Penalty charged by a lender for repaying a mortgage before a given date stated in the mortgage conditions, usually

because attractive terms applied, for example a fixed interest rate.

Equity The property value, less the mortgage outstanding.

First Charge Standard legal charge used to secure the main (first) mortgage on a property. It gives the lender the first call on any

funds available from the sale of the property.

Financial Services Authority An independent body that regulates the financial services industry in the UK.

Guarantor Person, normally a friend or relative of the borrower, who guarantees to repay the mortgage if the borrower fails to

make the repayments.

Higher Lending Charge Sometimes known as Mortgage Indemnity Guarantee (MIG)

An extra charge made by the lender if your mortgage exceeds a certain proportion of the property value, for

example 90%.

Glossary
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HIPS Home Information Pack.(In Scotland these reports will be known as PIPS). A detailed information report provided by

the vendor for the benefit of potential purchases to assist in the vending process. This will be a legal requirement in

England and Wales from 1st June 2007. In Scotland effective date to be confirmed.

Initial Disclosure Document (IDD) A document given to you by your lender or mortgage adviser that sets out the extent of the service they will provide

in arranging your mortgage.

Multiple Applicant Mortgages Mortgage applications with more than one borrower usually up to a maximum of four.

Key Facts Illustration (KFI) A detailed illustration provided by your lender or mortgage adviser before you apply for a regulated mortgage

contract. It sets out the key facts including the repayments, fees and terms of the loan.

Loan-to-Value (LTV) This is the ratio of the loan amount to the property value expressed as a percentage. For example, if a borrower is

seeking a loan of £50,000 on a property worth £100,000, it has a 50% loan-to-value. The higher the LTV the greater

the risk to the lender, which can have an impact on the lender’s decision to lend. Loans above normal lending LTV

ratios may require payment of a Higher Lending Charge.

Mortgage Offer A written offer from the lender to the borrower setting out details of the mortgage with a list of conditions.

The Mortgage Offer is usually valid for up to 6 months.

Mortgage Term The period over which you repay the mortgage.

Non-Regulated Mortgages Mortgages not covered by the FSA’s regulations, for example buy-to-let, second charges and mortgages on

overseas properties.

Negative Equity This occurs when the mortgage amount outstanding exceeds the market value of the property.

PIP Purchasers information pack. See HIPS.

Portable Describes a mortgage that can be transferred from one property to another if the borrower wishes to move home.

Professional Person who is a member of a recognised profession, such as a doctor or solicitor. The definition can vary between

lenders but qualifying applicants may benefit from favourable borrowing terms such as increased income multiples.

Redemption Paying off the mortgage, either to move to another property or at the end of the mortgage term.

Regulated Mortgages Since 31 October 2004 the Financial Services Authority has regulated mortgages. Mortgages not yet regulated

include buy-to-let, second charges and mortgages on overseas properties.

Remortgage Arranging a loan on a property in which the borrower already resides. Normally this involves redeeming an existing

loan on the property.

Right to Buy Option for a council tenant to buy the property in which they live, often at a discount to the open market value, that

increases in proportion to how long they’ve lived in the property .
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Search Part of the legal process where the solicitor or licensed conveyancer searches against local authority records.

Second Charge A legal charge that ranks behind a first charge, possibly to secure a second mortgage or other borrowings.

Secured loan A loan that enables homeowners to borrow capital using their property to guarantee the loan. This means that the

lender can repossess your home if you fail to repay the loan.

Shared Ownership Method of buying a property in partnership with a Housing Association, for people who otherwise could not become

homeowners. The borrower buys part of the property and rents the remainder from the Housing Association. Under

most arrangements, the minimum purchase amount is 25% of the property value, with the remainder available for

purchase in blocks of 25%. Also known as co-ownership.

Split Mortgages Some lenders offer borrowers the chance to split the mortgage loan between two or more deals, for example a

tracker element and a fixed rate. Also some loans can be split between repayment and interest only. This is

sometimes known as a part and part mortgage.

Structural Survey The widest form of inspection undertaken by a chartered surveyor. For properties where movement or subsidence

has occurred, lenders may insist on a chartered building engineer carrying out a structural engineer’s report.

Survey (Valuation) Before granting a mortgage a lender will carry out an inspection, a survey of the property to check it is in good

condition and represents reasonable security on which to lend the money. Your lender will use a qualified surveyor to

provide a current valuation. The fee charged usually depends on the property value.

Total Amount Payable (TAP) Total amount payable to the lender over the lifetime of the loan, including all fees and charges from the lender.

Total Cost of Credit (TCC) Total amount payable under a loan, including all fees and other charges from the lender, after deducting the original

loan amount.

Unsecured loan A loan that does not require the borrower to secure the debt against an asset, usually a property. Unsecured loans

are considered to be more risky to the lender and so normally carry a higher rate of interest.

Vendor The seller of the property.

Glossary – continued
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