Mortgage Information and Options:

Buying a house can be exciting and yet nerve wrecking, especially in the current property market. Credit as we all know has been severely restricted in the past two years and gaining mortgage approval is proving increasingly difficult. The criteria that applicants are now required to meet has changed dramatically and continues to change on an ongoing basis. 

If you are considering applying for a mortgage, there are a number of factors that you should consider. 

Deposit:

To buy a house today you will be required to have significantly more capital than you would have needed up until 2007. Banks are no longer offering 100% mortgages and in fact some banks have reduced their offering to 80% of the purchase price, leaving buyers to come up with sizeable deposits. Some of the main banks however do continue to offer up to 92% loan to value (LTV) once criteria are met.  

In simple terms the Loan to Value (LTV) ratio used by the banks compares the market value of the house to the loan being sought to purchase the property. For example if a house is valued at €300,000 and you have savings of €30,000, you will need an additional €270,000 to purchase that property. In this case the Loan to Value is 90% (€270,000 / €300,000).

Start Saving!

It is necessary to have a deposit of at least 8% of the purchase price in advance of applying for a mortgage. There is no requirement to have savings with any particular institution in order to qualify for a mortgage with them and you are free to save with whomever you wish. It is therefore advisable to shop around for a high yielding savings account so that you are getting the best possible rate of interest and building your fund as quickly as possible. Speak to your financial adviser regarding the most competitive rates available on the market.

Choosing a lender

Many people fail to shop around when it comes to choosing a lender and simply go to their own bank or building society. It is important to remember that interest rates can vary greatly from lender to lender and that by getting the lowest possible rate you can save yourself a significant amount of money. 

The following example illustrates the impact of the rate of interest applied, to your monthly repayments taking a mortgage of €200,000 over 25 years.

Rate of 2.5% = €897.23 per month (before Tax Relief is applied)

Rate of 3% = €948.42 per month (before Tax Relief is applied)

You are free to apply for a mortgage to any bank or building society regardless of the fact that you have not previous dealt with them and can continue to have your current account or savings account with a separate institution.

How much can I borrow?

The amount that a bank or building society will lend to you, will depend on your capacity to repay that amount. During the boom years when house prices were increasing it was possible to borrow up to six or seven times multiple of earnings. The bursting of the property bubble has seen a reversion to conservative lending and the general rule of thumb is now approximately four times your income. So a couple with combined earnings of €75,000 should not expect to be approved for more than approximately €300,000. 

Also of importance in determining your capacity to repay, are any existing financial commitments that you may have. For example if you are repaying €300 per month on a car loan, you have less available income to service a mortgage.

Additional costs to consider:

It is important when purchasing a house to be aware of all the costs involved in making such a purchase so you can accurately budget for these costs.

Legal Fees:  It will be necessary to engage the services of a solicitor to handle the purchase of the property. While fees vary depending on the amount of work involved, a general rule of thumb for new mortgages if €999 + VAT + outlay, which works out at approximately €1,900. For re-mortgages it is cheaper at €599 + VAT + outlay, totalling €1,000 approximately. 

Valuation Fees: It will be necessary to undertake an independent valuation of the site or house before the mortgage will be sanctioned. This costs approximately €145.

Life Cover: The lender will require you to have life cover in place before the mortgage can be drawn down. The cost will vary depending on your age, gender, smoking status and general health.

House Insurance: Again the lender will require you to have home insurance in place the cost of which will relate directly to value of your mortgage, the size, location and rebuilding cost of the property. This is to protect the financial interest of the bank, which is vested in the property as security for the loan. 

Stamp Duty: First-time buyers buying new and second hand properties are exempt from Stamp Duty, provided they are also owner-occupiers. Also if you are not a first time buyer but are an owner-occupier and are purchasing a new house or apartment where the floor area is less than 125 square metres you will be exempt from stamp duty. 

For those who are liable to Stamp Duty, it is calculated on the market value of the property with the first €125,000 being exempt and from €125,001 to €1,000,000 a rate of 7% is applied and a rate of 9% charged on the balance.  

Mortgage Repayment Protection:

This is an insurance policy that will meet your monthly mortgage repayments for a specified period of time, usually 12 or 24 months, in the event that you are unable to work due to accident, illness or involuntary unemployment. Payment protection insurance can be taken out with your lender at the time of taking out the mortgage and the cost added to your monthly repayment amount or alternatively you can take it out separately and pay the premium independent of your mortgage payment. 

It is worth noting that the policy generally has to be in force for a minimum of 90 days before involuntary unemployment can be covered and that usually the longest period of cover for involuntary unemployment is 12 months. Accident & Sickness are generally covered straight away and can be covered for either 12 or 24 months. 

Although this seems like a short period of cover, the financial security and peace of mind that it brings can be invaluable and reassuring. The cost of this cover varies depending on the benefits you select and the amount of cover you require. 

It is important that this type of cover is not confused with compulsory life cover, which pays out a lump sum on death. Mortgage Repayment Protection is optional and covers your monthly repayments.

If you are considering applying for a mortgage or would like further information on the criteria required, you should speak to your financial adviser.

In the coming issues we will be covering a wide variety of topics such Savings and Investments, Budgeting, Retirement Options, Succession Planning, Claiming Relief’s under the Income Tax system and many more. 

We hope you find these articles informative and welcome any feedback or queries you may have. Should you wish to contact us, please phone the Tralee office for Eoin or Bairbre on 066 712 6333 and the Killorglin office for Caroline on 066 976 1275 or by email as above. 

PSC Wealth Plus is regulated by the Financial Regulator as a Multi Agency Intermediary and as a Mortgage Intermediary.
