
Planning laws are being relaxed, but finding finance may prove tricky (Tetra Images)

Householders who choose to extend rather than sell up could struggle to find the
finance
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BORROWERS hoping to extend their homes could struggle to secure finance from their lenders, experts
say. The government has announced that it intends to relax planning rules for three years to boost the
economy.

It is consulting on plans to allow homeowners to extend their properties by 6-8m from the rear wall
without the need to secure full planning permission, up from the current limit of a maximum of 3m.

Last week, HSBC pledged to provide £1 billion in home improvement loans to borrowers over the next
four months — equivalent to 33,000 ground floor extensions costing £30,000 each. The funding is part
of £17 billion of gross lending set aside by the bank for mortgage lending this year.
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However, brokers have warned that borrowers may struggle to secure a further advance on their
mortgages as banks and building societies tighten lending criteria.

More than 400,000 planning applications are received each year, of which, almost 200,000 are for
residential improvements — many of them for changes such as conservatories or extensions.

Further advances

Homeowners can take out further advances on their mortgages and choose the repayment period for the
additional loan. The interest rate charged will be at current mortgage rates.

However, lenders will carry out valuations on the properties and the rate charged on the new loan will be
based on the remaining equity stake in the homes once the further advance is taken.

For example, someone with a mortgage worth 60% of their property’s value, and who seeks a further
advance worth 10% of the home, will be charged the rate offered to borrowers with a 30% deposit.

HSBC charges 3.79% for a five-year fixed-rate deal for those with a 30% deposit. It has a £299 fee.
Borrowing £50,000 over 15 years would mean an additional £365 a month, or £65,700 in total.

It is likely you will not be able to get a further advance if the additional loan will leave you with less than a
10% equity stake in your home. However, some mortgage lenders will consider the new value of your
home once the extension has been built when considering your application.

Ben Thompson, managing director of Legal & General Mortgage Club, said: “Most lenders will be willing
to provide further borrowing to existing borrowers, especially when the money is explicitly used for the
purpose of contributing to its enhanced valuation.”

However, other brokers are less positive. Mark Harris of Savills Private Finance said: “Rather than
simply agreeing to a further advance, some lenders will insist on underwriting the entire loan again,
including the existing mortgage, and reassessing the borrower’s suitability in the process.

“This could throw up some serious issues as banks have tightened their lending criteria. For example,
someone with an interest-only deal could find that their lender has reined back the maximum
loan-to-value ratio for interest-only, forcing them to convert some of their mortgage on to costlier capital
repayments.”

He also warned that borrowers on ultra-low mortgage rates taken out before the credit crunch could be
forced to move on to a higher rate before the lender will consider a further advance.

“If you are on an extremely cheap legacy rate, you are also likely to find that the lender would prefer you
to move on to a higher rate,” Harris said.

“This could be much more expensive and the further borrowing will be on a higher rate, even if you are
allowed to keep your existing mortgage rate.”

Remortgages

Borrowers could also opt to remortgage with another lender in order to secure a larger loan.

For example, someone with a £200,000 capital repayment mortgage at a standard rate of 4.79% over 25
years would be paying £1,145 a month. If they switched lender to Principality building society and raised
an extra £50,000, they would then be paying £1,158 a month on £250,000 on the lender’s two-year
fixed-rate at 2.79%, which is available for those with a 40% deposit. It has a £999 fee.

So on this remortgage deal, there is only a small increase in the monthly cost despite the higher
borrowing amount: it would work out at £3,900 more over the full 25-year term.
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David Hollingworth of L&C Mortgages, the broker, said: “If the current mortgage is flexible, it may even
allow the borrower to draw back any overpayments or borrowing reserve. It is important to check on
what terms, though, as the rate may not be the same as for the rest of the mortgage.”

Alternative finance

A bridging loan is another option if homeowners struggle to provide enough income to remortgage or to
get a second charge loan, but the rates are extremely high.

A one-year bridging loan from Dragonfly Finance costs 1.4% a month (with a 2% fee), and would cost
£9,400 a year for a £50,000 loan.

Wealthier homeowners could also use a Lombard loan from private banks, which is secured against
investments with a bank or stockbroker rather than a property.

Ian Gray of

largemortgageloans.com, the broker, said: “This can be a very low-cost and easy way to borrow. However,
private banks are very different when it comes to this, and rates and fees can vary widely. A bit of
research can save you a lot of money.”

Is it worth it?

The potential benefit of expanding your home instead of upsizing will vary from region to region.
Research from the Savills shows that adding 250sq ft to a 1,500sq ft house in southwest London could be
£130,000 cheaper when compared with all the various costs associated with moving to a larger 1,750sq ft
property.

The calculations compared the £69,000 cost of a 250sq ft extension with the £202,500 bill for moving to
the larger house, including the higher price of the bigger property, stamp duty, legal and agency fees.

Outside the capital, the benefit of extending diminishes as the margin between the cost of building and
moving narrows. In Sevenoaks, Kent, extending saves £63,200, and in Bristol £54,600.

In Nottingham, where an extra 250sq ft adds only £50,000 to the value of the house, the saving is as little
as £26,000 — even factoring in significantly lower moving costs of £60,500. If the extension is for the
kitchen and involves new appliances, then the benefit of expanding your home could be entirely eroded
and upsizing might be the better solution.
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Last week, a report from the Council of Mortgage Lenders showed that the number of loans granted to
those moving house in July rose 8.2% on the previous month.

However, the increase since June 2011 was significantly lower at 3.7%. Gross lending totalled £12.7
billion in July, 2% higher than the same time a year ago.
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