Guide to
contractor
mortgages

Obtaining a mortgage as a contractor or
freelancer used to be a hassle. Learn about how
this has changed and your options in this guide.
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Whatis a
mortgage?

A mortgage is likely to be the biggest
financial commitment that you will ever
enter in to. The process can be long and
daunting, but one thing it does not have to
be is difficult.

Before arranging your mortgage, there are many questions that you
will want answering. Of course, you can get a mortgage broker on
board to guide you, but it will be up to you to make the decisions.

How much can | realistically afford?
What type of mortgage should | choose?
How does the process work?

What obstacles am | likely to come across as a contractor?

These are just some of the questions that you will want answering.

We’ve worked wih our mortgage partner CMME to create this
simple guide to help you understand everything you need to know
about obtaining a mortgage as a contractor. We hope that with this
guide and advice from a broker, you will be in a confident position
to make the right decisions for you.

Any advice provided by CMME is independent of Boox.

Boox is not a financial advisor and this guide contains general
advice only. Specialist advice should be obtained before making
any decisions.
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What type of
buyer are you?

First Time Buyers

Getting on to the property ladder should be an exciting time for individuals.
But the reality is that lenders have become increasingly strict about who they will
lend to, and as a result getting a home can feel like a distant dream.

There’s no point starting your property search until you have worked out your
budget. All lenders will look at what income you have coming in, and what
outgoings you have, including any existing credit arrangements.

If you do happen to have any loans or credit cards, it is worth paying some of the
debt off before applying for a mortgage, to help boost your credit rating.

By keeping on top of any payments will show the lender that you are a
responsible borrower.

Next, you will have to ensure you have enough money saved up to cover your
deposit. The more you have to put down, the better range of deals you will
have available to you. Deposits typically range from 5%, but to access the most
competitive products you will need at least 10%.

Help to Buy

There are also government schemes available that help first time buyer’s get on
the property ladder. The Help to Buy initiative has two distinct phases.

The first phase involves the government supplying 20% deposit, while the
borrower would contribute 5%. This enables first time buyers to access more
competitive deals. The 20% from the government still needs to be repaid, but is
interest free for 5 years.

The second phase allows first time buyers to purchase property with a deposit
as little as 5%. The government provides the lenders with a guarantee on part of

the loan. ﬂ
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What type of buyer are you?
continued...

Next Time Buyer

If you are planning on relocating, the first thing you should do is look at your ﬁ
existing mortgage to check that you are allowed to move without incurring any

penalties. If you have already reverted to your lender’s Standard Variable Rate

(SRV) you should be able to switch to another deal or provider.

If you are upsizing, you might be planning on increasing your mortgage to cover
the house. If this is the case, you must remember that in order to do this you will
have to apply for the mortgage in the same way you did as a first time buyer.

Lending criteria has become much stricter, so although your circumstances
haven’t changed, you might struggle to obtain a mortgage. And if that wasn’t
bad enough, contractors find it even harder to secure the level of funding
they want.

A specialist broker can look at your circumstances and establish the most cost-
effective option to suit your position and lifestyle.

Remortgaging

Remortgaging is not something that everyone considers, but in most
circumstances the process is quick and straightforward and can essentially save
you a lot of money.

In addition to providing the same documents that you presented when you
originally took out a mortgage, you will need a figure from your existing lender
of your redemption value. Once again, the new lender will want to carry out a
valuation of the property to check that it is a good investment to lend on.

If you are stuck on an existing deal, it is wise to research the penalties you could
incur if you were to switch lenders before the deal had ended.

A specialist broker can undergo a mortgage review and establish whether there
is a more cost effective mortgage available, while taking in to account your
circumstances as a contractor. 9
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What type of buyer are you?
continued...

Buy to Let

Buy to let mortgages are a popular investment strategy for contractors in the UK. There are many lenders that offer
mortgages specifically for the buy to let market. Most require at least a 25% deposit, and almost all have higher interest
rates than SVRs.

Before buying a property to let you should consider the following:

Are you hoping to attract families, Does the property need work

students or couples? doing on it?

Once you have decided this, it should help you If so you must have enough money to cover

choose a suitable location and property type. the rent while you have no tenants.

Is the property near shops, schools, How much are similar
public transport? properties charging?

Consider what your future tenants might be after. You are not guaranteed to get the amount you
This way you hopefully won’t be left with an empty set and your property is likely to rise in value in
house for long periods. the future.

Remember tax is due on profits and there are strict rules on what you can offset against the income.

It can be difficult as a freelancer or someone running their own company to secure funding for a buy to let, as lenders are
constantly changing their lending criteria, deposit requirements and the rental calculations needed to be satisfied.

Boox tip #

A specialist broker can offer advice and
guidance and help contractors build up

their property portfolios.
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Mortgage Types

This is arguably the biggest choice you will come across.
There are many different products to choose from, each with
different interest rates, fees and flexibility. All of these affect
how much your total mortgage is going to cost you, and how
long it will take you to pay it off.

Here we have explained the differences, the pros and the cons
to help you work out which is the best for you:

Fixed Rate

A fixed rate mortgage gives you security, knowing that regardless of what happens in the market,
your payments and interest rate will stay the same for an agreed period of time. There are 2, 3,5
and even 10 year fixed deals and they all essentially protect you from rising interest rates. However,
you will not benefit if rates were to fall.

Once the agreed time period is over, the majority of fixed rate products will revert to the lender’s
Standard Variable Rate (SVR).

Pros Cons
You have peace of mind knowing exactly how The rate you start on tends to be higher than
much your mortgage will cost. other products.
You have the security of knowing your payments If market rates fall, your payments will still stay
will not rise if rates shoot up. the same.

There are usually high penalty fees if you want to
switch lenders within your fixed period.

Capped Rate

With this type of mortgage you are subject to a variable rate, except you have a cap in place
protecting you from interest rates above a certain percentage. Capped options are less common
in today’s market but are still offered in some circumstances.

Pros Cons
You have security in place meaning your rates will The cap put in place can often be quite high and
not rise above a certain limit. interest payments can still reach that point.
You can still benefit if interest rates fall. Capped rate deals tend to be more expensive

than others.
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Mortgage types continued...

Variable Rates

A variable rate mortgage can move up and down at any time, for a variety of reasons. In most cases
your rate will move in line with changes in the UK economy. There are three types of variable rate
mortgages to choose from: Standard Variable Rate’s (SVR), Tracker and Discount.

Tracker Rates

A tracker rate follows the movement of another rate. The rate most typically tracked is the Bank of
England base rate. Each product will follow either above or below, at a set margin. The length of
this product can last for anything from 1 year to the whole mortgage term. Once this agreed period
is over, you will revert to the lender’s SVR.

Pros Cons
If interest rates fall, so will your monthly payments. If interest rates rise so will your monthly
payments.
These products often have lower rates and After your initial period you will be transferred
arrangement fees. to the lender’s SVR which might be considerably
higher.

Standard Variable Rate

This type of product is the rate you revert to when your introductory period is over. Every lender
has an SVR, and as a borrower you have no security as lenders can choose to increase or decrease

whenever they want.

Pros Cons
If interest rates fall, it is usual for monthly There is no guarantee that your payments will fall
payments to as well. as lender’s can do as they wish.
Most SVR’s have no early repayment penalties. Interest rates can rise at any point.

Discounted Rates

This product offers discount off a SVR for a pre agreed period of time (usually two to five years).
Payments on your mortgage can still fluctuate as the lender can choose to alter their SVR at any
time. However, the amount you pay will always be reduced by the percentage agreed.

Pros Cons
If interest rates fall, your monthly payments will Your monthly payments will shoot up once your
fall too. discounted period is over.
Lower monthly payments can help with the cost There will always be uncertainty as the lender’s
of moving. SVR can change at any time.
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What are the
difficulties?

When lenders assess freelancers and limited company owners for
funding, they will want to verify income by seeing two to three

years worth of accounts or tax returns. Lenders have not kept

up with changes in the labour market, and their criteria, in many
circumstances, fails to accommodate for the growing ranks of
independent professionals.

Umbrella company contractors will find that many of their expenses will not be considered when
calculating income. Limited company contractors will experience a similar problem, as any money retained

in the company, for tax purposes, will also not count. Both ways of operating are likely to lead to a shortfall
in borrowing.

Let’s say you are able to overcome this first problem, you will then face another shortly after. Generally,
banks and building societies only lend to those who are considered a low risk, and contractors just do not
tend to fit in to this category. The reason being is that lenders worry that these individuals will struggle to
afford their monthly payments when their current contract comes to an end.

HOW tO get the l’ig ht fu nding There are two problems that need to be tackled:

Although it might seem impossible, freelancers and
limited company owners can obtain competitive

mortgage funding. It is even possible for them to secure Proving le" income in a

funding with lender’s that may have previously turned
them down; however, these lenders need direction from suitable way to support the

specialist brokers. level of funding required.

Presenting a case is a fundamental aspect for contractors,
to ensure they are able to borrow the required funding
that they need. The application has to be presented in

such a way that the lender looks at the borrower and sees e
them as a good risk.

Proving long-term income,

demonstrating that the
monthly payments will still

be paid when the current

contract comes to an end.
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Overcoming
the hurdles

A specialist mortgage broker can help with the process as they

will have a thorough understanding of each mortgage lender and

how they work. These brokers have designed bespoke contractor

based underwriting with many lenders, which means contractors
are able to avoid the traditional frustrations.

This underwriting ensures that your income will be assessed using

a multiple of your gross annualised contract rate. This figure will

be used to calculate how much you can borrow, ensuring this is

based on your true earnings.

Essentially, this means you will be able to
secure a larger mortgage because the tax
saving methods that are used will no longer
cause you to be penalised during
affordability testing.

The mortgage broker will be able to present
your circumstances upfront to the most
suitable contractor-friendly lender. Any
concerns or worries about the way you
work can be eliminated at the first possible

instance, leaving your credit rating unmarked.

4

A copy of your
current contract
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To overcome the income longevity issue, your
mortgage adviser will inform the lender of
your skills and experience demonstrating your
ability to secure future contracts.

There are two essential pieces of
documentation used by specialist brokers

to ensure contractors avoid any issues relating
to affordability.

o

An up to date
copy of your CV
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Mortgage Fees

Whether you are buying a house for the first time or the third,

there are other costs involved which need to be taken in to

account. It is possible to add the cost of all the fees on to your

mortgage but some individuals prefer to pay them outright.

Arrangement Fees

This is a fee the lender charges for setting up your mortgage. The amount you
can expect to pay varies depending on what lender and what property you are
purchasing. It could be a set amount or a percentage of the loan.

Valuation Fees

This is a fee the lender charges for carrying out a valuation of the property. Its
purpose is to reassure the lender that it is a good investment to lend on. The cost
varies depending on the lender and the size of the property.

Legal Fees

This is a fee the solicitor or conveyancer will charge for the legal work they carry
out. This includes conveyancing and searches on the property. The cost varies
depending on the solicitor, the property and the type of buyer you are.

Stamp Duty

This is a fee paid to the government on all properties over £125,000. It is paid via
your solicitor at the point of completion. The cost varies depending on the price
of the property. It no longer applies to first time buyers if the property is below
£300,000

Broker Fees

This is a fee charged by the mortgage broker. Prices will vary but it is important
to ask what you are getting for your money. Be wary of brokers that charge a
percentage of the loan as the amount of work involved for the broker doesn’t
change much.
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»>> Need anymore help
with
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Top Tips for sortin

your mortgage

Approach a specialist broker

The majority of lenders have little understanding about contractors and use
procedures which are not suitable for these individuals. A specialist broker
uses bespoke underwriting which enables mortgage funding based on contract

value alone.

Get a good credit rating

Lenders have become increasingly reluctant to lend, and often a decent deposit
and income is not enough to guarantee a mortgage. A spotless credit rating can
decrease your chances of being rejected.

Prepare your documentation

Update your CV and obtain a copy of your contract. This way your broker will
be able to use them to avoid affordability issues.

Use your mortgage adviser

Ask your mortgage adviser to amend your Agreement in Principle if you
want to make an offer that is under what your certificate says. You will be in a
stronger position to negotiate if the estate agent doesn’t know how much you

can afford.
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What works
for you?

As well as our own agile accounting app,
we support other market leaders in accounting
software, to fit in with what works best for you.

Foxglove Cafe

@

quickbooks.

sSage “freeagent

Ask about our
for sole traders and

small businesses - call:
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Access our other
free business guides

In this guide we have covered some of the high-level
considerations involved in mortgages.

If you have found it useful, why not download our guide
to running your business here: www.boox.co.uk/help-
and-advice/running-a-limited-company.

As well as going into more detail about setting up and
operating a limited company, it covers the principles of
good cash flow, financial planning and promoting your
business.

View all of our business guides here:
www.boox.co.uk/guides

Guide to
understanding

Guide to Guide to
your company . o setting up
Director w_ and running
responsibilities -\Lé a limited

% company

Guide to Guide to

choosing value added
the right 2 R tax (VAT)
accountant registration

4 4

IR35
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Guide to
choosing
the right
accounting
software

Guide to
contractor
mortgages

Guide to
freelancing

and freelance! @ business guide

Guide to Starting a A"
closing youl business ) y
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The Boox Team

0808 168 0422
sales@boox.co.uk

boox.co.uk

Mortgages for Independent Professionals is a specialist mortgage broker offering
expert advice and bespoke mortgage solutions, especially for contractors.

c M M E Mortgages for
independent professionals

Their straightforward advisory service helps contractors to bypass the traditional
frustrations of approaching the lender for funding directly, saving you valuable
time, money and hassle in the process. Any advice provided by them is
independent of Boox.

Boox are not authorised to offer regulated mortgage advice. Boox are introducers to Mortgages for Independent Professionals. Mortgages
for Independent Professionals which is authorised & regulated by the Financial Conduct Authority. Registration No. 414798. Your home
may be repossessed if you do not keep up repayments on your mortgage.
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Disclaimer: Although we attempt to ensure that the Information contained in this publication is accurate and up-to-date at the date of publication it may not be
comprehensive, we accept no liability for the results of any action taken on the basis of the information they contain and any implied warranties, including but not
limited to the implied warranties of satisfactory quality, fitness for a particular purpose, non-infringement and accuracy are excluded to the extent that they may
be excluded as a matter of law.

© April 2018 Boox. Boox is a trading division of The App Accounting Group Limited, Registered in England No. 07483229



