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(Pip Warters)

Emma McClure and Travis Hythe met with Halifax to inquire about Help to Buy (Pip Warters)

First-timers still banking on mum and dad

Househunters with a 5% deposit may need more help

Anna Mikhailova Published: 13 October 2013

IS THE Bank of Mum and Dad off the hook?
Unfortunately for parents, the sky-high rates offered
by lenders for 95% deals last week suggest that
youngsters may still need help with deposits — at least
those in a rush to move.

There was widespread disappointment last week that
lenders pitched rates under the Help to Buy mortgage
guarantee scheme at roughly the same level as the
small number of deals already available for
homebuyers with 5% deposits.

Halifax, Britain’s biggest mortgage lender, will be the
only bank providing the loans through brokers for at
least the next month, and perhaps until the new year.
It is charging 5.59% for a two-year fix with no fee.
The deals are also available in its branches and
through Bank of Scotland, part of the same group.

Royal
Bank of
Scotland
(RBS),
along
with
NatWest,
are
charging
4.99% for
a two-
year fix
under
Help to
Buy, but
their
loans are
available
only
through
branches
and so
will be
difficult

to obtain. (See Want a loan? Come back next week). It said last week that the Help to Buy page on its website was getting 2,500 hits an hour.

Brokers expect Help to Buy rates to fall once more lenders enter the market and competition increases. Lloyds bank, Barclays and Santander will
join the scheme in January. Others, such as the Post Office, are still considering their moves.
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The problem for first-time buyers in some parts of the country, such as London and the southeast, is that waiting for other lenders to enter the
market will make it harder to get on the ladder as prices rise.

Ray Boulger of John Charcol, the broker, said: “Many of those who are disappointed that getting on the ladder hasn’t been made much easier
will still be hoping parents can supply a larger deposit so they can get a cheaper deal.”

Help to buy rates

How do the 95% deals compare?
RBS and NatWest, its subsidiary, have the cheapest Help to Buy rates. As well as the two-year fix at 4.99% they have a five-year fix at 5.49%.
The mortgages do not have arrangement fees and are available only direct from the bank, not through brokers.

Monthly repayments on a £190,000 (95%) mortgage to buy a £200,000 property would cost £1,110 on the two-year deal.

Halifax and Bank of Scotland will offer a two-year fix at 5.19% from Friday. It will have a £995 fee and will be available at branches and through
brokers. A no-fee option will carry a rate of 5.59%.

Monthly repayments on a £190,000 loan would be £1,138 with the fee added to the mortgage, according to L&C, the broker.

Help to Buy mortgage guarantee deals are available to all buyers, not just first-timers, as long as they have only one home to their name. The
maximum loan is £530,000. Unlike the Help to Buy equity loan scheme, which started in April, it will apply to all homes, not just new-builds.

Ian Gray of largemortgageloans.com, another broker, said: “We have had numerous inquiries about the new Help to Buy scheme. When we tell
them that the interest rate is more than 5%, many look at the repayments and decide it is unaffordable.”

Last week Clydesdale Bank cut the rate on its three-year fix for a 95% deal to 4.99%, although it is not in the guarantee scheme. The deal is
available to first-time buyers only and has a £500,000 maximum loan size, it has no fee.

Other 95% deals are marginally more expensive. The most competitive five-year fix is slightly cheaper than the Help to Buy equivalent, at 5.39%,
but the Leeds building society deal has a £999 fee.

Nottingham building society has a three-year fix at 5.29%, with no fee, that is available for 5% deposits. However, the maximum loan size is
£150,000.

What about criteria?
Halifax and Bank of Scotland will lend up to five times annual salary, while NatWest and RBS will go up to four times on a 95% deal, according
to brokers. A single person would have to earn £47,500 a year to obtain a £190,000 loan from NatWest on a £200,000 home, and a couple
would have to earn £23,750 each, according to Anderson Harris, the broker. Halifax would require a salary of £38,000 for an individual, or
£19,000 each for a couple.

Boulger said: “Halifax will be more flexible than NatWest when it comes to applications. There are some situations, such as self-employed
borrowers or those working on fixed-term contracts, where it is easier to secure a deal.”

A couple taking the maximum loan of £570,000 through RBS would need a combined salary of about £142,500. On top of the £30,000 deposit
they would need to fund other costs such as stamp duty and conveyancing and survey fees.

Bank of Mum and Dad

What about deals for buyers with bigger
deposits?
Saving for a deposit is one of the biggest hurdles for
first-time buyers. Even a small contribution from
parents and grandparents could greatly lowers the
mortgage rate and reduces the size of loan needed.

David Hollingworth of London & Country (L&C) said:
“Although the Help to Buy rates are better than the
current offerings for 5% deposits, borrowers would
benefit from a significantly lower rate if they could

muster a 10% deposit or more.”

The best-buy deal with a 10% deposit is from Skipton building society at 3.99% with no fee. Monthly repayments on a £180,000 (90%) mortgage
for a £200,000 property would be £949, £161 cheaper than the RBS deal at 4.99%. Over two years, that would be a saving of £3,864, L&C said.

The savings available from larger deposits are even greater. West Bromwich building society has a competitive deal for buyers with 20% deposits
at 2.39% with a £299 fee. Monthly repayments on a £160,000 (80%) mortgage for a £200,000 property would be £710 — £400 cheaper than
with the RBS deal at 4.99%, assuming the fee is added. Over two years, the repayments would cost £9,600 less, according to L&C.

Hollingworth said: “Reaching a 10% deposit would knock another 1% off the rate, while a borrower able to stretch to 20% could more than halve
the lowest Help to Buy rate if they went for a deal like that from West Bromwich.”

Aaron Strutt of Trinity Financial, the broker, said: “For many it will be worth going to the Bank of Mum and Dad for a bigger deposit. If parents
can access cheaper mortgages it will make their lives a lot easier.”

Relatives could provide a cash gift to put towards the deposit. However, to be exempt from inheritance tax the giver must live for seven years
afterwards.
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Jonathan Harris at Anderson Harris said: “It is important that it is a gift not a loan. The parent or grandparent should provide a letter confirming
this and stating that they have no legal interest in the property. Some lenders may require a deed of gift document to be drawn up.”

What else can parents do?
Lloyds’ Lend a Hand mortgage and Barclays’ Family Springboard loan allow family savings to be used as additional security for low-deposit
loans.

The borrower receives a 95% mortgage at a more attractive rate and the parent or other relative keeps the savings in their own name in a linked
account.

The Lloyds scheme is available for mortgages of up to £350,000. A three-year fix through Lend a Hand has a rate of 3.34% for those with a
Lloyds current account. The accompanying savings account pays 2.7% over 42 months. Parents have to put up 20%. It charges 4.79% for a
standard two-year fixed-rate mortgage with a 10% deposit.

Barclays’ Family Springboard has a three-year fix at 3.99% for 5% deposits. The fee is £499 and a 10% cash sum from a relative is required.

Aldermore bank has a 100% loan-to-value (LTV) Family Guarantee mortgage. Instead of a deposit, the loan is secured against up to 25% of the
value of the parents’ property. The rate for two and three-year fixes is 5.48% with a £1,298 fee.

National Counties building society’s Family First Guarantor mortgage allows a buyer with only a 5% deposit to use equity in their parents’ home
as additional security. The parental home will become security for the loan if the borrower has a deposit of less than 25%, so it is important to
seek legal advice first. National Counties offers a three-year fix at 4.09% with a £495 fee. Bath building society has a similar deal.

What about other new-build mortgage schemes?

The first element of the Help to Buy scheme allows borrowers with only 5% deposits to borrow 20% interest-free from the government and the
remaining 75% from a lender.

The most competitive deal under the initiative is 2.34% from Nationwide for 25% deposits. There is a fee of £999 — or £499 for first-time buyers.

Monthly repayments on a £150,000 (75%) loan to buy a £200,000 property would be £628, £249 cheaper than with the RBS deal at 4.99%.
Over two years, that would produce a saving of £5,958 for hard-pressed buyers, according to L&C’s calculations.

Based on an income multiple of five times, an individual would need to earn £37,500 a year to afford the mortgage, and a couple £18,750 each.

Anyone considering buying a new-build home with a low deposit should also look at the New Buy guarantee scheme, which provides 95%
mortgages. Halifax has a two-year fixed rate of 4.49% under the government-backed initiative, with a £995 fee.

Repayments on a £190,000 (95%) New Buy mortgage for a £200,000 property would be £1,055 a month with Halifax, £45 less than the RBS
deal at 4.99% would cost. Over two years, the repayments would add up to £1,080 less, according to L&C.

Banks have been criticised for increasing the rates for New Buy schemes last week. On Wednesday, the day it started to offer Help to Buy
guaranteed loans, NatWest raised its two-year fix for the New Buy scheme from 4.49% to 4.99% and the five-year fix from 4.79% to 5.49%. The
deals do not have a fee and are available for borrowers with 5% deposits on new-build properties only.

Hollingworth at L&C said: “NatWest has moved to align the New Buy deals with its Help to Buy products despite there being no cost associated
with the New Buy guarantee.”

Securing a deal

What about credit criteria?
Applicants must provide three months’ bank statements and payslips. Self-employed homebuyers need to show two years’ of accounts.

A spotless credit score is also a necessity.

Skipton building society — one of the few mortgage lenders that already offers loans to those with 5% deposits — recently admitted that it rejects
about three-quarters of mortgage applications because borrowers did not meet its credit criteria.

Mark Harris of SPF Private Clients, the broker, said: “The main benefit of the Help to Buy guarantee scheme over the other low-deposit schemes
is the amount you can borrow: Newcastle building society is capped at £350,000, while the Woolwich will lend a maximum of £500,000.

“With the second element of Help to Buy, you can borrow up to £570,000 — but you must prove you have the income to support this level of
borrowing.”

What else can be done to reduce repayments?
Initially, it is also worth taking a mortgage for as long a term as possible. This will lower monthly payments and make the loan more affordable.

Young first-time buyers need not stick to the traditional 25-year term — some lenders will offer them a loan for 35 or even 40 years.

West Bromwich has a two-year fix at 1.48% with a £2,499 fee. According to calculations by L&C, a £200,000 mortgage over 25 years would cost
£798 a month. With a 35-year term, the repayments would drop to £610 a month.

Overall, though, the borrower would pay more. Assuming the same rate applies throughout, the cost of repayments would add up to £16,975
more over the life of the mortgage.

Hollingworth said: “More first-time buyers are considering extending their borrowing lives in exchange for the greater flexibility in monthly
budget.



11/6/13 First-timers still banking on mum and dad |  The Sunday Times

www.thesundaytimes.co.uk/sto/business/money/mortgage_and_property/article1326340.ece 4/4

Iain Wooldridge and fiancée Fabienne Gendre have a 33-year loan (Vicki Couchman)

“Borrowers could also look to overpay as and when they can, to pay down the mortgage more quickly and lower the overall cost.”

Case study: Beating the rise

Iain Wooldridge and his fiancée Fabienne Gendre
have chosen a 33-year term for their mortgage
through Trinity Financial to minimise monthly
payments. The couple are in the process of buying a
flat in Bow, east London. They have secured a 3.99%
rate with Woolwich with a 10% deposit.

Wooldridge, who works in television, said: “We were
going to wait until next year but noticed house prices
rising.”
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