














Overpaying cuts back on the 
overall interest a borrower has to 
pay over the term of the mortgage 
and actually cuts the length of 
the term, meaning further savings 
and a chance to be mortgage-free 
much more quickly. 

Such savings have tempted many 
savvy homeowners to capitalise 
on the current record low interest 
rates to overpay their mortgages. 
Most mortgage lenders will let 
you overpay by up to 10 per 
cent per annum without penalty, 
while others will permit higher 
overpayments on variable rates. 

Research conducted on behalf of 
Lloyds by Opinion Matters shows 
that around one in four consumers 
are already choosing to overpay 
their mortgage. Around half say 
they overpay their mortgage to 
reduce the term while just over a 
fifth say they overpay in order to 
pay less interest. 

Lenders are still offering the best 
rates to those with greater equity 
and if borrowers can get their loan-
to-value down below 60 per cent 
they will be seen as much more 
attractive to lenders and will be 
able to pick up a better rate when 
they come to remortgage.
 
Overpaying can particularly 
benefit first-time buyers if they 
have any spare cash. Flexible loans 
with an overpayment facility which 
allow unlimited overpayments can 
also be beneficial for borrowers 
requiring a high loan-to-value 
(LTV) loan but wish to make 
additional payments. This kind 
of deal will allow a first-time 
borrower to purchase a property 
with a lower deposit before house 
prices increase and also chip 
away at their LTV in readiness to 
remortgage to a better, lower LTV 
deal in future. 

But borrowers should check with 
their own lender's rules concerning 
mortgage overpayments. Pay 
more than the lender allows and 
borrowers will be penalised for 
doing so. And the penalties can be 
high, even a small overpayment 
of the matter of a few pounds 
can trigger the early repayment 
charge which is normally charged 
as a percentage of the mortgage 
amount or can be as much as six 
months' interest. 

If your lender will not let you 
overpay, or you are thinking of 
switching to a lender who is more 
generous in its overpayment 
terms, make sure you do your 
sums carefully. If you have to pay 
an early repayment charge to exit 
your existing deal and end up 
switching to a higher mortgage 
rate, work out whether it is in 
your interests to do so in order to 
increase your overpayments. 

Borrowers need to be aware that it 
is unlikely they will be able to access 
the money after they have overpaid, 
so they must be totally sure they 
can afford it. While in the past 
lenders have allowed overpayers 
to also underpay, take payment 
holidays or draw down from the 
amount that has been overpaid, this 
is now rarely the case. 

Also, in the current market, 
securing new borrowing facilities 
is more difficult, and the chance of 
being rejected is much higher. It is 
wise to retain a larger amount of 
spare cash before overpaying the 
mortgage as an extra safety net, 
especially with the increased risk of 
redundancy since the onset of the 
credit crunch. 

While most lenders now calculate 
interest daily a few still calculate 
interest annually. Borrowers with a 
daily interest mortgage will see the 

benefit of a lower interest charge as 
soon as they make an overpayment 
but anyone with a mortgage where 
interest is calculated annually need 
to be careful when they overpay. 
Anyone with a mortgage on annual 
interest should check this out with 
their lender before deciding on the 
timing of any overpayments. 

An alternative to making 
overpayments, especially for 
borrowers who are likely to need 
that money in the future, is a 
tax-efficient Individual Savings 
Account (ISA). This effectively 
means keeping the cash liquid 
and while inside the ISA wrapper 
ensures they do not pay tax on 
interest earned. 

For those borrowers with an offset 
mortgage they have the best of 
both worlds in that their savings 
are being used to overpay plus 
they are able to access those 
savings at any time. Therefore, for 
those wanting to overpay on a 
regular basis and use their savings 
to help could consider an offset 
mortgage, although they should 
be prepared to pay a slightly higher 
mortgage rate to access this type 
of product.
 
With offset mortgages, instead of 
earning interest on the savings, 
the borrower offsets the interest 
they would have earned against 
the mortgage itself. An offset 
mortgage makes it possible 
to overpay without actually 
overpaying any more money each 
month; simply by placing savings 
in the offset pot the borrower is 
technically overpaying. 

While an offset mortgage offers the 
highest degree of flexibility, many 
lenders' mortgages are flexible and 
allow any overpayments to be used 
for payment holidays or to make 
underpayments. Conditions to be 

able to do this vary from lender 
to lender and so it is important to 
make sure any conditions imposed 
by the lender you propose using 
are acceptable before taking out 
the mortgage. 

Many borrowers have this level of 
flexibility on the mortgage without 
realising it and some lenders offer 
an extra flexible feature on some 
mortgages in that overpayments 
can also be borrowed back as a 
lump sum at the mortgage rate. 
This degree of flexibility means 
that one can afford to make bigger 
overpayments than without 
this facility, as effectively the 
overpayments can become the 
savings account.
 
One other option to overpaying 
for anyone who is permanently 
able to commit to higher regular 
payments is to shorten the term if 
on a repayment mortgage or if on 
interest-only switch to repayment. 
However, not all lenders will let 
you switch back to interest only if 
you subsequently want to reduce 
payments. Similarly, while all 
lenders will allow you to shorten 
the mortgage term they may 
not allow you to subsequently 
lengthen it again, even to the 
original term. 

A chance to be 
mortgage-free
Savvy homeowners capitalise on current record low interest rates
As savings rates continue to offer poor returns, many people are 
turning to mortgage overpayments as a way to save money. 
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pay over the term of the 
mortgage and actually 
cuts the length of the 
term, meaning further 
savings and a chance to 
be mortgage-free 
much more quickly. 



Plans to make UK homes more energy efficient 
through new "eco-loans" could help to push 
up   property prices but reduce the size of 
mortgages buyers can borrow, according to 
property market experts.

The government plans to allow homeowners 
to borrow money to fund the upfront costs of 
eco-upgrades, such as the installation of solid 
wall insulation, heat pumps and solar panels. 
Instead of paying for the energy efficient work 
upfront, homeowners will be able to take out a 
long-term loan, with repayments made through 
a pay-as-you-save mechanism. The loans will 
be designed so the repayments are less than 
the amount the borrower saves each month on 
energy bills, producing a monthly surplus.

This means that anyone living in a house that 
has had energy efficiency work done could make 
money out of the process even while the loan is 
being paid off. The government acknowledged 
that although efficient homes were cheaper to 
run, this had not yet been reflected in house-
buyer demand or property prices. 

"A price differential between energy efficient 
and inefficient homes, coupled with the added 
prospects of lower fuel bills, would offer 
homeowners greater incentive to invest in 
energy efficiency measures," it said.

It has asked the Royal Institution of Chartered 
Surveyors (RICs) to develop recommendations 

for both government and property 
professionals "so that the energy performance 
of a property starts to be better reflected in its 
market value".

A spokesman for RICs, said the 
recommendations would include drawing up 
standards for the energy saving equipment 
and for those installing them.

"Although solar panels and wind turbines 
are available, we have no idea how long they 
might last before they need replacing," the 
spokesman said. "You need some kind of 
reassurance about their quality and a register 
for the installers, before installation will feed 
through into property valuations."

One potential sticking point is that the new 
loans will be attached to the properties 
involved. If a borrower sells up before the 
loan is paid off, the loan will have to be paid 
by the next owner. Some mortgage experts 
fear this could have the effect of reducing 
the amount buyers can borrow when taking 
out a mortgage.

Lenders have not yet been consulted on 
the proposals. A spokesman for the Council 
of Mortgage Lenders said: "Environmental 
concern is rightly high on the political 
agenda, but even so, the new financing 
initiative needs to be considered carefully 
before being implemented.

"If pay-as-you-save is to be secured against the 
property and transferable to future owners, this 
raises questions about how the conveyancing 
process may have to change to identify and 
report the existence of such loans, and there is 
also a question about whether the loans will be 
regulated."

The government's strategy also includes 
proposals for regulation to force landlords 
to install standard loft and cavity insulation 
measures as a condition of renting out 
property in the future, but no sooner than 
2015. This could involve using a Landlords' 
Register to help local authorities identify 
rented property in their areas and linking that 
with information on energy efficiency.

UK homes more energy efficient 
through new “eco-loans”
Environmental concern is high on the political agenda
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The government plans 
to allow homeowners 

to borrow money to fund the 
upfront costs of eco-upgrades, 
such as the installation of solid 
wall insulation, heat 
pumps and solar panels. 

Energy matters Energy matters



When it comes to paying off your mortgage 
there are two main options: capital 
repayment and interest-only. 

If you choose to pay back your mortgage 
using a capital and repayment method you 
will be paying back the interest that you owe 
as well as some of the capital. At the end of 
the mortgage term you will have paid off the 
mortgage in full with no lump sum to owe. 

With an interest-only mortgage your monthly 
payment covers only the interest that you 
owe on that debt. The idea is that you have to 
have some form of repayment vehicle, such 
as an ISA, running alongside your mortgage 
so that when the term ends you have built up 
enough money to repay the original loan. 

If you choose to go interest-only your 
monthly mortgage payment is lower 
because you are not repaying capital. In 
theory, this shouldn't actually be much 
cheaper on a monthly basis because you'll 
also be putting some money aside in an 
investment. However, many people have 

viewed interest-only mortgages as a cheaper 
option and have no repayment plan in place. 
With many lenders facing rising levels of 
bad debt, they're taking a tougher stance on 
interest-only loans. 

To encourage people to opt for repayment 
loans, some lenders are charging a higher 
rate to those who go interest-only and have 
also tightened their criteria. Some require 
proof that you have a repayment plan in 
place, while others will only consider lending 
on an interest-only basis to those with a 
significant amount of equity in their home. 

If you have an interest-only mortgage 
and are satisfied that you have a reliable 
repayment plan in place, you need to 
regularly check to ensure that over 
the mortgage term you are on track to 
accruing a sufficient amount to cover the 
mortgage. If however, you went interest-
only to keep your mortgage costs down 
and have made no provision to repay the 
capital, consider if it is time to switch to a 
repayment loan.

Buy-to-let.
We offer professional investor 
advice, essential when choosing 
the right mortgage deal.
Providing investors with professional advice to make an 
informed choice is what we do best.

Whether you’re a new or experienced investor, contact 
us to discuss your buy-to-let requirements.

Paying off 
your mortgage
Weighing up your options 
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Buying properties off-plan

Buying off-plan

UK homebuyers are turning to the new build market 
and buying properties off-plan as a result of the 
chronic lack of supply in the resale market, according 
to Assetz. With London experiencing the most 
pronounced shortage and the fastest rate of house 
price growth in the country, many view buying off-
plan as the only way to get a property in the capital. 

While overseas investors are also returning to this 
market, following a period that saw them exert 
increased caution because of falling house prices and 
unfavourable mortgage terms, recent research shows 
that 60 per cent of off-plan buyers in London are now 
owner-occupiers.

Commenting Assetz, said: “We first witnessed a 
renewed interest in off-plan 12 months ago, with 
demand levels in London now beginning to push 
prices up for this type of property. 

“Off-plan holds many benefits for buyers, there is no 
immediate need to have a mortgage in place and 
stamp duty costs are not paid until completion.” 
 
Off-plan means buying a property based on drawings 
alone, before any building work has started and, in 
some cases, before any land has been acquired by 
the developer. Typically favoured by young and risk-
friendly investors with access to reasonable amounts 
of capital, buying off-plan can produce large returns in 
a short period of time. 

Outside of London the housing shortage in city 
centres such as Birmingham, Manchester and 
Liverpool the housing shortage is resulting in an 
increase in sales of part-completed schemes, where 
construction has started and a show home is available. 

New build market

Mortgage Matters



The number of mortgages 
in arrears and the number of 
repossessions both fell in the first 
quarter of 2010, according to 
the Council of Mortgage Lenders 
(CML). But this welcome decline 
gives no cause for complacency 
as a large number of households, 
who are just coping; still remain 
vulnerable to shocks that 
may arise from the economic 
uncertainty ahead.

Repossessions as a proportion of 
all mortgages remained steady at 
0.09 per cent in the first quarter, 
the same proportion as in the 
previous quarter and down 
from 0.12 per cent in the first 
quarter of 2009. The number of 
repossessions was 9,800, down 
from 10,600 in the previous 
quarter and 13,200 in the first 
quarter of 2009.

The proportion of mortgages 
in arrears also fell. The total 
proportion of loans with arrears 
equivalent to 2.5 per cent or 
more of the mortgage balance 
was 2.38 per cent, down from 
2.52 per cent in the previous 
quarter and 2.81 per cent in the 
first quarter of 2009. The number 
of loans in arrears was down 
from 206,800 at the end of the 
first quarter of 2009 and 196,400 
at the end of last year to 186,300 
at the end of the first quarter of 
this year.

However, the fall was more 
marked in the lower arrears 
bands than among those with 

more substantial arrears, where 
the reduction was only very 
modest. This suggests that low 
interest rates and relatively stable 
employment have been helping 
to prevent new households 
falling into difficulty, but that 
many households with more 
entrenched problems are still 
struggling to restore their 
financial position and repay 
arrears. This debt overhang will 
require careful management over 
an extended period.

Against a backdrop of 
significant continuing economic 
uncertainty, the CML is cautious 
about revising its forecasts 
for the number of arrears and 
possessions cases in 2010, 
although it expects to do so 
later in the summer. However, 
if current levels of government 
support continue, if interest rates 
do not rise, and we have no new 
economic shocks, the 53,000 
repossessions forecast for the 
year is pessimistic.

Despite this welcome assessment, 
and mindful of the pressures 
on the public finances facing 
the new government, the CML 
strongly emphasises the need 
for ongoing commitment from 
government to supporting 
home-owners facing financial 
difficulty. There is a risk that higher 
interest rates or unemployment 
would tip into arrears a number 
of finely-balanced households 
who are currently coping, and 
would undermine the capacity of 

households struggling to get back 
on their feet.

Lenders have worked hard to 
help their borrowers and are 
continuing to do so, but the 
financial situation for many 
households remains fragile. 
Together with Shelter and 
Citizens Advice, we have today 
written to the Chancellor to 
encourage him to make a clear 
commitment in his first budget 
to extending current support 
measures for the borrowers in 
most financial difficulty.

CML director general Michael 
Coogan commented: "With all eyes 
on the new government and what 
steps it will take to address the 
fiscal deficit, we cannot emphasise 
too strongly the importance of 
continuing to fund the support 
mechanisms that are proving 
effective in containing mortgage 
arrears and repossessions.

"We hope and expect to  
be able to revise down our  
53,000 forecast for repossessions 
in 2010, but we are acutely 
conscious of the beneficial 
influence that low interest rates 
and the package of support have 
played so far. The dampening 
effects on households and the 
wider housing market that fiscal 
tightening is likely to exert are 
still to be felt, but it should be a 
key priority to support borrowers 
most in need and maintain 
funding for the government's 
housing policies."

No cause
for complacency
Support needed for home-owners facing financial difficulty
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of all mortgages 
remained steady at 
0.09 per cent in the 
first quarter, the same 
proportion as in the 
previous quarter and 
down from 0.12 per 
cent in the first quarter 
of 2009. The number 
of repossessions was 
9,800, down from 
10,600 in the previous 
quarter and 13,200 in 
the first quarter 
of 2009.



A report from the Royal Institution of Chartered 
Surveyors (RICS), commissioned by the 
Communities and Local Government (CLG) 
department, highlights actions that must be 
taken to raise the perceived importance of a 
property's energy performance throughout the 
home buying and selling process.

The RICS and CLG Energy Efficiency and 
Value Report were initiated as part of the 
UK Government's Heat and Energy Savings 
Strategy.

The project makes recommendations for 
government and industry to consider ways to 
drive consumer demand for properties with 
superior energy performance. 

These include the need to:

n  �Ensure consumers understand the benefits 
of and have confidence in the effectiveness 
and standard of energy efficient home 
improvements

n  �Improve the energy performance certification 
(EPC) so that it helps consumers make 

informed decisions by making information 
on the property they are considering more 
understandable and how its performance 
compares with similar properties.

n  �Segment the market both by type of 
consumer and by property type to better 
target government policy and industry action 

n  �Engage further with lenders, conveyancers 
and estate agents to help them educate 
consumers about the benefits of energy 
efficient properties

n  �Support greater transparency to ensure 
relevant energy performance data is 
captured and analysed by both industry and 
government 

n  �Improve guidance, practice, information and 
training for all professionals 

RICS has also made a pledge to offer new 
guidance to valuers. The RICS guidance will take 
the form of a Residential Valuation Information 
Paper, due for publication early in 2011 and will 
form part of RICS standards considering energy 

efficient measures in the valuation process. It will 
also advise surveyors to consider the construction 
and future adaptability of the property.

A RICS spokesperson said: "This report places 
sustainability at the heart of the home buying 
and selling process. With over a quarter of all 
carbon emissions coming from homes, these 
measures to encourage consumer demand for 
energy efficient properties represent a major 
step forward in terms of achieving a greener 
Britain."

"Other professions and relevant trade bodies 
will also need to develop similar guidance 
and information to ensure all players in the 
residential market play their part in providing 
accurate and impartial information on energy 
efficiency. 

"Better information will strengthen the 
market and greatly assist in meeting the 
challenge to raise consumer demand for 
energy efficient homes." 

Alistair Darling, the former Chancellor, 
announced during his final Budget speech 
his plan to inject further optimism into the 
housing market by doubling the stamp 
duty threshold for first-time buyers for a 
period of two years on all transactions until 
March 25, 2012. 

Any property up to and including 
£250,000 will be exempt from stamp 
duty. Before the Budget announcement 
first-time buyers had to pay 1 per cent of 
the purchase price of properties worth 
between £125,000 and £250,000 to HM 
Revenue & Customs (HMRC).

The definition of a first-time buyer is an 
individual who has “not, either alone 
or with others, previously acquired a 
major interest in land which includes 
residential property situated anywhere 
in the world. Purchasing a property 
through a shared-ownership scheme 
also qualifies as long as the property is 
worth no more than £250,000.

This will come as a welcome boost to first-
time buyers, with analysts estimating that 
9 out of 10 first home owners could now 
avoid having to pay stamp duty. However, 
in areas where property prices are high, 
such as London and the South-east of 
England, even those taking their first steps 
on to the property ladder could still face a 
stamp duty bill. 

Although the stamp duty exemption 
applies only to first-time buyers, this 
should have a positive impact on the 
whole property market. One factor 
contributing to the weakness of the 
market is the absence of first-time buyers, 
which is causing stagnation in some 
areas. If the stamp duty change means 
more people will look to get on to the 
property ladder, it should help those 
further up who are trying to move. 

The Council of Mortgage Lenders estimates 
that about 136,000 first-time buyers will 
benefit from the relief each year.

The Rent a Room scheme allows homeowners and 
tenants to take in a lodger and get up to £4,250 in 
rent without paying tax. The scheme allows tax-
free 'gross' income (what you get before expenses) 
from renting furnished accommodation. 

People can opt to use Rent a Room if they let 
furnished accommodation in their only or 
family home to a lodger. You do not have to be a 
homeowner, it is also possible to take in a lodger 
and use Rent a Room if you rent, although you 
should get the landlord's permission. 

Homes that qualify must be the home where 
you/your family live for most of the time, not a 
separate buy-to-let property or holiday home, 
for example. A lodger is considered someone 
who pays to live in your home and who often 
shares the family rooms. 

Rent a Room relief is £4,250 for an individual 
homeowner, but you cannot double up 
the relief, so it is up to £2,125 for joint 
homeowners. It only applies to furnished 
accommodation. If you provide any services or 
make extra charges, for example for meals and 
laundry, then if that pushes the amount you 
are paid above £4,250 you must pay tax above 
the threshold. 

Lodgers can occupy a single room or an entire 
floor of your home. However, the scheme 
does not apply if your home is converted into 

separate flats that you rent out. In this case you 
will need to declare your rental income to HM 
Revenue & Customs (HMRC) and pay tax in the 
normal way. 

If you are in the Rent a Room scheme you can't 
claim any expenses relating to the letting (for 
example, wear and tear, insurance, repairs, 
heating and lighting). If you do not join the 
scheme, after you have subtracted these you 
should pay income tax on the remainder of the 
rent paid to you. 

Bed and breakfast businesses and guest 
houses can also use the Rent a Room scheme. 
They must complete the relevant parts of the 
Self Assessment tax return. 

If you don't normally complete a tax return 
and rent and payments are below the tax-free 
thresholds, the tax exemption is automatic so 
you don't need to do anything if you receive rent 
and payments above the threshold, you must tell 
your tax office by completing a tax return. 

Taking in a lodger 
A tax-free 'gross' income from renting 
furnished accommodation

Stamp duty 
threshold 
doubled for  
first-time buyers
Analysts estimate that  
9 out of 10 first home  
owners could benefit
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Perception is everything
Driving consumer demand for properties 
with superior energy performance
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If you are considering purchasing 
a residential buy-to-let property, 
you may not be fully aware of the 
tax implications. Usually there will 
be two taxes that you may have to 
pay. These are, income tax, which 
is payable each year based on your 
income from the property after 
deducting certain expenses that 
you have incurred, and capital gains 
tax, which is payable when you sell 
the property and is based on the 
sale proceeds of the property less 
the cost of the property.

Income tax 

Rent will be treated as income and 
taxed in line with your basic or 
higher-rate tax bands. 

You will, however, be able to offset 
mortgage interest payments, 
letting agency costs and 
maintenance expenses against the 
taxable rental income. 

This makes it more tax-efficient 
to have a mortgage on your 
investment property rather than 
your main home where you can 
no longer get tax relief on your 
mortgage. 

Rental income should be declared 
on an annual self-assessment tax 
return, it may be worth speaking 
to an accountant to ensure all tax 
breaks are taken advantage of. 
Typically there are two types of 
income that you will receive from 
your tenants, rent and deposits. 

Rent is taxed each year, based 
on the income that is due to you 
during a tax year rather on the 
rent that you actually receive 
during the year. For example, if a 
tenant pays you in advance, only 
that part which falls within the 
tax year will be taxed in that year. 
The remainder will be taxed in the 
following tax year. 

Similarly, if a tenant is late paying 
you, that part which was payable in 
the earlier tax year will still be taxed 
in that year. The only exception to 
this is when a tenant defaults on a 
payment and you will not be able to 
recover the amount due.

Deposits are not taxable whilst they 
are still repayable to the tenant, but 
once either part or all of the deposit 
ceases to become repayable, for 
example, because there has been 
damage to the property, then this 
will become taxable at this point.

Capital gains tax

Capital gains tax (CGT) currently 
becomes payable when you sell a 
buy-to-let property at a profit. In 
April 2008, the CGT was changed 
to a flat rate of 18 per cent. Any 
gains above the annual £10,100 
(20010/11) personal threshold will 
attract CGT. 

However, the new government 
recently announced plans to 
raise CGT from 18 per cent on 
buy-to-let properties. 

Prior to April 2008 CGT was charged 
at up to 40 per cent and taper relief 
could be applied to reduce this 
amount, if a property had been 
owned for more than three years - 
this is no longer applicable.
 
CGT gains tax applies to any 
property which is not your main 
home, known as the Principal 
Private Residence (PPR). If you 
only have one property and it is 
considered your PPR, then you do 
not have to pay CGT, however, HM 
Revenue & Customs may require 
evidence that you were actually 
living there. 

Buy-to-let owners can reduce a tax 
bill if they have ever lived there as 
their PPR and through lettings relief. 
Everyone's PPR is exempt from CGT 
when sold, but any other properties 
owned attract CGT at their highest 
rate when sold. 

An unmarried couple may each 
own a home that qualifies as their 
principal residence but a married 
couple may only nominate one 
property and must elect jointly. 

It is possible to cut a CGT bill by 
living in the second property for a 
period of time. Special rules apply 
to properties that have been a main 
residence. The period when it was 
the main residence is exempt, plus 
the last 36 months of ownership.
 
For those who have previously 
rented out their main residences 

there is the added benefit of being 
able to claim up to £40,000 letting 
relief. This is available to anyone 
with a share in the property – giving 
a couple, even if married, up to 
£80,000 between them. 

The amount of private letting relief 
that can be claimed cannot be 
greater than £40,000 and must be 
the lower of that sum, the amount 
of principal private residence relief 
being claimed, or the capital gains 
made during the letting period. 

CGT liabilities should be declared 
annually on your tax return and 
anyone making a substantial sum 
from selling a property should seek 
professional advice. 

Stamp duty
 
The standard stamp duty bands 
are: 1 per cent on homes worth 
between £125,000 and £249,999; 
3 per cent between £250,000 and 
£499,999; 4 per cent between 
£500,000 and £999,999; 5 per cent 
£1m-plus (from April 2011).

Purchasing a residential 
buy-to-let property
Are you fully aware of the tax implications?
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The amount of private 
letting relief that can 

be claimed cannot be greater 
than £40,000 and must be the 
lower of that sum, the amount 
of principal private residence 
relief being claimed, or  
the capital gains made 
during the letting period. 
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Liam Bailey, head of residential research at 
Knight Frank comments: "It is unsurprising 
that the presence of second homes in a 
local housing market serves to drive prices 
higher than they otherwise would be, 
wealthy incomers have long been a source 
for complaint from locals in second-home 
hot-spots.

"The level of this uplift can, however, be 
dramatic, in Constantine Bay in Cornwall, 
average prices are 131 per cent higher than 
the local average. Three other locations, 
Rock and Trebetherick (again in Cornwall) 
and Bamburgh in Northumberland all have 
second-home price uplifts of between 90 per 
cent and 100 per cent.

"With growing demand for UK second homes 
(total number up 6,212 in 2009) the divide 
between local and second home markets 
looks set to widen."

Nine other areas also had house prices that 
were at least 50 per cent higher than the local 
according to the Telegraph Media Group. The 
research found that South Hams in Devon 
had the highest concentration of second 
homes outside of London, with the properties 
accounting for 10 per cent of all housing, 
followed by North Cornwall at 9.6 per cent.

In Berwick-upon-Tweed in Northumberland 
9.5 per cent of properties are second homes. 
In North Norfolk and Penwith in Cornwall at 
9.1 per cent and 8.5 per cent respectively.

The City of London had the overall highest 
density of second homes which account for 
nearly a quarter of all properties. 

Data published by the Council of Mortgage 
Lenders (CML) shows that buy-to-let activity 
in the first three months of this year settled 
back to former levels, following a modest 
upturn in house purchase by investors at the 
end of last year triggered by the stamp duty 
holiday. As a result, the number of buy-to-let 
loans declined by 15 per cent to 22,000 in 
the first three months of 2010. Over the same 
period, the value of lending also declined, by 
12 per cent to £2.1 billion.

Leaving aside the impact of the stamp duty 
holiday, however, buy-to-let lending has now 
remained broadly flat over each of the last 
five quarters. Compared to the first quarter 
of 2009, the value of buy-to-let lending in the 
first three months of this year is unchanged, 
while the number of loans declined by just  
2 per cent.

However, the number of buy-to-let 
mortgages has grown 70 per cent since its 
lowest point in September 2009, as the sector 
begins to show signs of recovery, according 
to Moneyfacts. 

Moneyfacts figures show that since 
September last year, the number of buy-to-let 
products has increased from 179 to 304. The 
range of products at higher LTV levels has 
also seen an upturn. 

In September 2009, the greatest number of 
buy-to-let deals (30.6 per cent) were available 
to 60 per cent LTV. This has now switched to 
75 per cent deals, which now make up  
29.07 per cent of the total number, up from 
24.2 per cent in September. 

Deals at 70 per cent LTV now make up just 
over a quarter of all buy-to-let mortgages, up 
from just over a fifth, while 80 per cent LTV 
remains restricted, accounting for just  
4.24 per cent of the market, up from 1.4 per 
cent at the market's lowest point. 

In addition, lenders are reappearing in the 
sector and the average rates of products have 
continued to fall.

The Nationwide House Price Index for April 
2010 reports that house prices increased 
by 1.0 per cent month-on-month in April. 
Annual rate of price inflation moves into 
double digits for first time since June 2007, 
but house prices are still 10.0 per cent below 
the October 2007 peak.

The annual change in house price inflation  
has now reached 10.5 per cent, up from  
9.0 per cent in March. The average house price 
for April 2010 was £167,802.

Commenting on the figures Martin Gahbauer, 
Nationwide's Chief Economist, said: "The price 
of a typical UK property rose by a seasonally 
adjusted 1.0 per cent month-on-month in 
April, leaving house prices 10.5 per cent higher 
than a year earlier. Over the lifetime of the last 
Parliament (May 2005 to April 2010), house 
prices have risen by 6.7 per cent. This compares 
to a 13.5 per cent increase in the consumer 
price index, the official target measure of 
inflation.

"April's figures were the first double-digit 
annual growth in UK house prices since June 
2007. The year-on-year rate in this month's 
figures, however, received an additional boost 
from the fact that April 2009 was one of the 
weaker months last year. 

Given the very strong performance of house 
prices from May 2009 onwards, it will take 
monthly increases in excess of 1 per cent for 
the annual rate of inflation to be maintained 
in double digits going forward. The smoother 
three month on three month rate of inflation 
edged down further from 1.5 per cent in March 
to 1.1 per cent in April, which primarily reflects 
the impact of February's 1.0 per cent decline 
in house prices. April's figures leave UK house 
prices exactly 10 per cent below the October 
2007 peak."

The new stamp duty rules give an immediate 
stamp duty holiday to any first-time buyer 
paying less than £250,000 for a property. 
The rate was formerly 1 per cent on homes 
between £125,000 and £250,000, so the 
temporary removal of the tax for two years will 
save a buyer up to £2,500.

The move has made about 70 per cent of 
properties for sale free of tax, according to 
Rightmove.  But house prices may rise to reflect 
the tax holiday, as sellers will be less keen to 
negotiate cuts.

For the next two years, properties under 
£250,000 will carry a zero levy, while those over 
£250,000 will be charged at 3 per cent on the 
total value of the sale. 

Santander, which includes Abbey and Alliance 
& Leicester, said the cut could benefit as many 
as 3.8 million potential first-time buyers. But 
Rightmove warned that the savings would 
not be enough to overcome first-time buyers' 

biggest challenge: saving the larger deposits 
that lenders demand.

The anticipated £520m loss in revenue to the 
Treasury from the stamp duty holiday will be 
partly offset by a rise from 4 per cent to 5 per 
cent in the duty on homes bought for more than 
£1m. But rather than slowing down the market 
for "prime" property, experts are predicting a new 
boom, as buyers and sellers have a year to beat 
the deadline before the new rate is introduced.

This is likely to encourage sales before the 
implementation date, giving a further boost 
to the top end of the housing market and 
creating an additional stimulus to a market 
already rising due to the improving global 
economy, the weakness of sterling and the 
increasing availability of debt.

This view appears to be confirmed by Treasury 
forecasts of a £90m rise in stamp duty revenue 
on £1m-plus properties in the 2010/11 tax year, 
even before the new rate comes into force.

With a fixed-rate mortgage, you have the 
guarantee that your monthly repayments 
will not change for a set period of time, 
most commonly 1, 2 or 5 years although 
other fixed terms are available. However, 
if you choose a variable rate mortgage 
your repayments could change. There are 
two types: tracker mortgages are linked to 
the Bank of England base rate. Discounted 
mortgages are linked to the lender's 
standard variable rate (SVR). Changes to the 
SVR are at the lender's discretion. 

In these uncertain economic times a fixed rate 
mortgage provides the security of knowing 
that that your mortgage costs will not change, 

which makes them very attractive if you need 
to budget carefully or don't want to run the 
risk of higher monthly payments. However, 
the trade-off is the fact that you won't benefit 
if interest rates fall. 

Rising inflation could mean we see rates start to 
rise sooner rather than later, and no one knows 
when the base rate will start to increase or how 
far it will go up by.  This is the eternal dilemma, 
since no one can ever be sure what is going to 
happen to interest rates.  Whilst you may get 
some pleasure out of following the economy 
and predicting future peaks and troughs, you 
don’t have to do this in order to work out 
whether you want to go for a fixed rate or not.  

The average price of a new home rose by 
1.9 per cent in April, taking the annual rate 
of decline to its lowest rate for two years, 
according to SmartNewHomes.

The continued steady growth in the price 
of new homes in April shows the strength 
of demand in spite of election uncertainties 
which may have led some buyers to hold 
fire on a new home purchase. After the 
uplift in April, the average price of a new 
house is £220,190, which brings the annual 

change to a fall of just 0.3 per cent, the 
lowest since April 2008. 

The demand price for new property, the amount 
that prospective purchasers are looking to pay, also 
rose in April by 0.6 per cent to £254,949, which is 14 
per cent higher than the average stock price.

In the wider market, Halifax said UK house 
prices were flat in April and the Bank of 
England said mortgage approvals fell 18 per 
cent in the first quarter of 2010.

Assessing the 
numbers 

Properties for  
sale free of tax

Fixed-rate mortgages
Average price of a new home 
rose by 1.9 per cent in April

Double-digit annual growth in UK house prices

House prices may rise to reflect the tax holiday

Guaranteeing your monthly repayments

Continued steady growth in the price of new homes

Wealthy 
incomers drive 
prices higher

Buy-to-let market 

The divide between local 
and second home markets 
looks set to widen

The range of products at 
higher LTV levels has seen 
an upturn
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We recognise that 
financing the purchase 
of a home will probably 
be the largest financial 
commitment that most 
people will ever make. 
We offer mortgages 
specially tailored for 
first time buyers, people 
moving home or wishing 
to change mortgage 
provider – to discuss 
you requirements please 
contact us today.

If you are looking 
TO buy a second 
property, we can 
provide mortgage 
advice to help you 
select a lender and 
choose the best 
home mortgage 
for your needs. To 
discuss your specific 
requirements, please 
contact us today. 

As the buy-to-let sector 
has grown, one of the 
benefits is the increased 
choice of products 
available to potential 
investors. More providers 
have entered the arena, 
with specialist lenders 
sitting alongside the 
bigger banks and building 
societies – for more 
information about how 
we could help you, please 
contact us.

News
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APR
Stands for Annual Percentage 
Rate which helps you compare the 
cost of different mortgage deals. 
It takes into account the amount 
of interest you will pay, the length 
of the term of the mortgage, 
and other charges such as any 
arrangement fee.

Arrangement fee
Lenders sometimes charge a fee to 
cover the work involved in setting 
up your mortgage or for certain 
mortgage rates.

Bank of England base rate
This is also known as the Bank of 
England's repo rate. This rate can 
go up or down from time to time 
and is announced by the Bank 
of England's Monetary Policy 
Committee.

Building insurance
Insurance against the cost of 
rebuilding a property from scratch 
following structural damage, for 
example by flood, fire or storm.

Building survey
This is a technical report following 
an inspection of the property. It 
will give you a comprehensive 
account of the condition of the 
property, describing any structural 
or other defects.

Capped rate
Your interest rate won't go above 
a certain level the 'cap' during the 
capped rate period. This means that 
you can enjoy any rate reductions, 
yet have the comfort of knowing that 
your rate won't go above the cap.

Completion
The day on which a property 
becomes legally yours.

Conclusion of Missives
The Scottish equivalent of 
exchanging contracts.

Contents insurance
A policy insuring household 
contents against theft and 
damage.

Conveyancer
A legal expert handling all 
documentation for the sale and 
or purchase of a property. This 
will be a solicitor or licensed 
conveyancer.

Conveyancing
The legal process involved in 
buying and selling a property.

Credit scoring
A technique used by the lender 
to assist in the assessment of your 
application.

Daily interest
With this method of calculating 
mortgage interest, it is charged 
on the amount of mortgage 
outstanding daily. This means 
lenders take into account any 
changes in the amount you owe on 
a day-to-day basis.

Deposit
The money you pay on exchange 
of contracts as part of your initial 
contribution to the purchase of 
your home.

Disbursements
All the various costs itemised on 
your conveyancers invoice for 
carrying out your home buying 
legal work.

Discharge Fee
You have to pay this to some 
lenders for releasing their hold 
over a property once you have paid 
off your loan.

Early Repayment Charge
With some mortgages you have 
to pay an early repayment charge 
if certain things happen. For 
example, if you pay off some 
or your entire mortgage or you 
transfer to a different mortgage 
rate before the end of the special 
rate period.

Equity
The difference between the 
amount you owe on your 
mortgage and the current value of 
your property.

Exchange of contracts
The swapping of contracts 
between a buyer’s conveyancer 
and a seller’s conveyancer. Once 
you have exchanged contracts 
you are both legally bound to the 
transaction.

Feudal
A form of legal title applicable only 
in Scotland.

Financial Services 
Authority (FSA)
An independent body which 
regulates the financial service 
industry in the UK. Their aim 
is to help consumers become 
better informed about financial 
matters and to help protect 
consumers.

Fixed-rate
A rate of interest guaranteed not to 
change over a fixed period of time.

Freehold
A form of legal title to land which 
means you are the absolute owner 
of the property and the land it’s on.

Guarantor
Someone who guarantees 
to repay the mortgage if the 
borrower can't or won't for any 
reason. Guarantees are usually 
entered into where the borrower's 
circumstances would not allow 
them to borrow enough to buy 
the home they want. For example, 
parents may act as guarantors for 
their children when they buy their 
first home.

Higher Lending Charge
Fee or premium sometimes 
charged by lenders if your 
mortgage represents a high 
percentage of the property value.

Household insurance
A way of referring to both 
buildings and contents insurance.

Interest-only mortgage
You only pay interest to your 
lender throughout the mortgage 
term and your mortgage balance 
doesn't reduce.

Investment mortgage
As with an interest only 
mortgage, you only pay interest 
to your lender throughout 
the mortgage term and your 
mortgage balance doesn't 
reduce. At the same time, you 
put money into a separate 
investment which should grow 
and pay off the mortgage as 
scheduled. You must make sure 
you keep premiums up to date 
on any mortgage investment 
products.

Key Facts Illustration
A Key Facts Illustration (KFI) sets 
out details of the mortgage 
product that a customer is 
interested in. All lenders are 
required to set out the details in a 
KFI in the same format, so it's easier 
for you when you want to compare 
products. You must receive a KFI 
before making an application.

Land Registry Fee
Your conveyancer pays this on your 
behalf to register your details in the 
Land Registry records once you've 
bought a property or changed your 
mortgage lender.

Leasehold
This means you own a property 
for a set number of years. When 
the lease expires, the property 
returns to the freeholder. Flats are 
commonly sold as leasehold.

Life Assurance
A form of insurance by which 
someone’s life is insured. Life 
assurance policies can run parallel 
with a repayment mortgage, so the 
mortgage should be repaid if you 
die before the end of the term.

Local authority search
Part of the conveyancing process 
when you buy a property, carried 
out by your conveyancer. It gives 
details of any matters which, from 
the local council's point of view, 
affect the property. It reveals any 
proposed changes to the local area, 
such as road improvements, and 
details any planning permission 
given for the property.

LTV
This means 'Loan to Value' and is the 
proportion of the value or price of 
the property (whichever is the lower), 
that you borrow on a mortgage. For 
example, a £63,000 mortgage on a 
house valued at £70,000 would mean 
a LTV of 90 per cent.

Mortgage deed
A legal document establishing a 
mortgage on a property. This is called 
a standard security in Scotland.

Mortgage term
The length of time over which you 
agree to pay back your mortgage, 
up to a maximum of 40 years.

Negative equity
This is when the amount you 
owe on your mortgage is greater 
than the value of your property. It 
particularly becomes a problem if 
you want to move house.

Premium
Amount you pay on a regular basis, 
this could be for an insurance 
policy depending on the mortgage 
product you choose.

Remortgaging
When you arrange a new mortgage 
on your home, with a different 
lender and use the new mortgage 
to pay off the old one. This could 
be to withdraw equity to spend on 
home improvements. 

Repayment mortgage
Your monthly payments will 
gradually pay off your mortgage 
as well as the interest if your 
payments are strictly in accordance 
with the terms and conditions of 
the original loan.

Repo rate
This is also known as Bank of 
England base rate. 

Retention
Holding back part of a mortgage 
loan by the lender until repairs 
to the property are satisfactorily 
completed.

Stamp duty
Government tax you have to pay 
based on the purchase price of a 
property worth £125,000 or more. 
First-time buyers are exempt from 
stamp duty on properties worth 
between £125,000 and £250,000 
until March 25, 2012.

Structural engineers report
A specialist report from a structural 
engineer on the condition of a 
property.

Survey and valuation
A property survey that can include 
a valuation and should reveal any 
major faults in the property. It 
must be noted that valuations do 
not strictly involve surveys. It is 
recommended that a buyer should 
have a survey taken out.

Tracker rate
Tracker rates vary in line with 
changes to the Bank of England 
base rate. During the tracker rate 
period, any changes to the Bank of 
England base rate are passed on to 
you in full.

Valuation
Arranged by your lender to find out 
if the property is suitable to lend a 
mortgage on.

Understanding 
the jargon 
The A to Z of property and mortgage terms
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The CML also reiterated its concerns over the 
funding gap that lenders face compared to the 
pre-financial crisis years. From 2000 onwards 
the mortgage market saw a credit boom 
fuelled by activity in the mortgage backed 
securities. But with this market still all but 
closed for business, lenders are struggling to 
refinance their debts and obtain new funding 
for mortgages. 

The effect of this has been masked by official 
government support schemes for lenders. 
However, these schemes are due to end soon, 
stalling access to new funding and hampering 
banks' opportunities to refinance their 
mortgage book debts. 

The CML said: 'Financial institutions still face the 
prospect of around £300bn of official support 
schemes beginning to end from next year, and 
will need to find alternative funding sources. 
This will likely limit how much new funding can 
be made available to the housing market.' 

Headline house price figures appear to 
show the property market is booming but 

the mortgage market remains stuck in the 
doldrums. The lending figures from the CML 
showed gross mortgage lending rose by  
24 per cent in March to £11.5bn compared 
to February, but the organisation said this 
was a typical seasonal rise and 'suggests little 
underlying change'.
 
Meanwhile, more detailed CML figures on 
mortgage completions showed loans for home 
purchases up substantially on a year ago, by 
50 per cent, but still at historically low levels. 
Furthermore, first-time buyers still need to raise 
an average deposit of 25 per cent and home 
movers raising deposits of 33 per cent. 

But while the mortgage market remains 
subdued, property reports have seen a 
dramatic reverse from prices falling by around 
17 per cent annually a year ago. Recent reports 
from the Nationwide, Halifax and Land Registry 
have shown annual house price inflation 
at 9 per cent, 5.2 per cent and 7 per cent, 
respectively. Meanwhile, the Acadametrics 
house price report said London prices had now 
surpassed their 2007 peak, averaging £376,605. 

However, the bounce back in house prices 
from their recent lows seen in winter and 
spring 2009, has been set against a low level 
of transactions, which can exaggerate price 
rises, £200bn being put into the economy by 
quantitative easing, a record low base rate of 
0.5 per cent, and banks benefiting hugely from 
government support.
 
With the gradually improving economic 
backdrop and interest rates still low, the CML 
continue to expect a gentle improvement in 
market conditions later in the year. However, 
the longer-term problems facing the market 
remain and will limit the speed of recovery in 
the housing market and wider economy. 

Concerns over 
the funding gap
Mortgage market remains stuck in the doldrums
Mortgage lenders have warned once more of the funding gap they face which may impact on the 
property market for years to come. The Council of Mortgage Lenders (CML) revealed gross lending in 
the first three months of this year was the lowest since early 2000. While house prices may be rising 
rapidly in some areas, gross lending of £29.5bn is down 9 per cent on the same period a year ago. 
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