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Lets explore

Second Charge Mortgages

A second charge mortgage, also known as a secured loan, is a financial arrangement that

allows homeowners to borrow additional funds while using their residential or buy-to-let

property as security. The primary purpose of a second charge mortgage is to provide

homeowners with a way to access capital without the need to remortgage their existing
primary mortgage.

In essence, it's a way to unlock the equity built up in your property. Equity is the difference

between the current market value of your home and the outstanding balance on your

primary mortgage. Second charge mortgages allow homeowners to raise capital on their
property for any legal purpose, without disturbing the primary 1st charge mortgage.

For example, if you are currently in a fixed rate period with your current primary mortgage

lender, you may incur an early repayment charge if you were to remortgage, so a second

charge can be used as a stepping stone to raise the capital needed while you are in a fixed
rate period.

If you have been declined a further advance from your primary Mortgage, a second charge
could be an option for you as their lending criteria is more relaxed.
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Key Differences from First Charge
Mortgages

Priority: The main difference between first and second
charge mortgages is the order of priority in case of
default. First charge mortgages have the first claim on
the property’s value, while second charge mortgages
have a secondary claim. This means that in the event
of your property being repossessed or property sale,
the proceeds from the sale will first satisfy the first
charge mortgage before the second charge mortgage
lender receives their share.

Interest Rates: Second charge mortgages typically
come with higher interest rates compared to

first charge mortgages. This is because they are
considered riskier by lenders due to their secondary
position.

Loan Amount: Second charge mortgages generally
range from £10,000 - £1,000,000 plus.

Repayment Terms: The terms of second charge
mortgages can vary, but they are generally between
3-35 years

Income Multiples: High street Mortgage lenders will
generally restrict their borrowing to a maximum of

4 times your annual income, for example if you earn
£30,000 per annum, they would look to lend £120,000
subject to affordability. Second charge lenders will
use six times your income, so for £30,000 per annum
they would look to lend £180,000 - note some lenders
have no income multiple restrictions, it is just based
on affordability.

Loan purpose: Second charge lenders will allow
any legal purpose, such as business purposes,
for example to expand a current business or an
investment property deposit.

Flexibility: Second charge lending criteria in general
is more relaxed than primary high street mortgages.
Most second charge lenders have no minimum credit
score, they can look at complex income, they can go
up to 100% loan to value and look at non standard
construction properties.

Second charge mortgages generally complete quicker
than a remortgage, with an average completion time
of 28 days.

Regulatory Framework in the UK

The Financial Conduct Authority (FCA) oversees the
regulatory framework for second charge mortgages
in the UK to protect consumers and ensure fair
lending practices. Key points related to the regulatory
framework include:

FCA Authorisation: Lenders offering second charge
mortgages must be authorised and regulated by the
FCA. Borrowers should verify that their chosen lender
is FCA authorised before entering into an agreement.

Affordability Assessment: Lenders must conduct
thorough affordability assessments to ensure that
borrowers can meet their repayment obligations
without experiencing financial hardship. This includes
assessing income, expenses, and financial stability.

Pre-Contractual Information: Lenders must provide
clear and comprehensive pre-contractual information,
including the total cost of the loan, interest rates,
fees, and repayment terms, to help borrowers make
informed decisions.

Right to Cancel: Borrowers are entitled to a seven day
reflection period before committing to taking out a
second charge mortgage commencing from receipt
of the Binding Mortgage Offer. Customers can waive
their rights to the seven day reflection period by
signing & returning the offer documents to the lender.

Regulated Advice: In many cases, borrowers are
required to seek advice from a qualified and regulated
adviser when considering a second charge mortgage.
This ensures they fully understand the implications of
the loan.

Understanding these regulations is crucial for both
borrowers and lenders, as they ensure transparency,
fairness, and responsible lending practices within the
second charge mortgage market in the UK.

GoBear loans will provide the advice & recommend a
product based on your needs & circumstances.




When to Consider a Second
Charge Mortgage

Common Scenarios

Considering a second charge
mortgage is a decision that
homeowners should make
thoughtfully and based on their
unique financial circumstances.
Several common scenarios make
this type of borrowing attractive:

Home Improvements: Many
homeowners choose second
charge mortgages to fund
significant home renovations or
extensions. This allows them to
increase the value of their property
and potentially enhance their living
conditions.

Debt Consolidation: Some
borrowers use second charge
mortgages to consolidate high-
interest debts, such as credit card
balances or personal loans into
one affordable monthly payment.
GoBear loans will assess the
impact of the consolidation

with all customers, so they fully
understand the implications of
consolidating unsecured credit &
securing this on their property.

Education Expenses: Covering
education costs, whether for
oneself or a family member, is a
significant financial commitment.
Second charge mortgages can
provide the funds necessary

to invest in education and skill
development.

Business Purposes: Whether you
are looking to expand, invest in
your business or use the money
towards an investment property a
second charge is an option..

Considerations

Second charge mortgages offer
homeowners a gateway to the
equity accumulated in their
properties, without having to
remortgage. If they have been
declined a further advance from
their mortgage lender, another

option is to raise the capital
needed. This feature allows
homeowners to access funds
without changing the terms of
their existing mortgage, which can
be beneficial. The use of second
charge mortgages often comes
with lower interest rates compared
to unsecured forms of borrowing,
such as personal loans or credit
cards. This is largely due to the
fact that second charge mortgages
are secured against the property,
offering a lower-risk lending
scenario for the lender.

In addition, second charge
mortgages give borrowers
flexibility. The funds acquired
through such a mortgage can

be used for various purposes,
whether home improvements, debt
consolidation, business purposes
or other financial needs.

Second charge mortgages have

a set of disadvantages that

require thorough consideration.

A significant risk associated with
these mortgages is the potential
loss of the property used as
security in the event of a mortgage
default. This risk stresses the
importance of borrowers to
carefully assess their repayment
capabilities before opting for a
second charge mortgage. Although
interest rates may be lower, second
charges can be spread over a
longer term than unsecured loans,
and the longer the term, the more
interest is payable.

Alternatives to Second
Charge Mortgages

Before committing to a second
charge mortgage, homeowners
should explore any alternative
options that may better suit their
financial needs. These could
include::

Remortgaging: Depending on
existing mortgage terms and
market conditions, homeowners
may consider remortgaging to
release equity or obtain a better
interest rate. Second charges can

be utilised if it is not best advice

to remortgage, for example, if

the customer would be moving a
favourable first charge rate to a
higher rate, or if they were currently
in a fixed rate product with large
redemption penalties.

Unsecured Loans: For smaller
borrowing needs or those who
prefer not to use their property as
security, unsecured personal loans
or credit cards can be alternatives.
However, these tend to have higher
interest rates and unsecured loans
have shorter terms than second
charge mortgages.

Government Assistance: Some
government schemes or grants
may be available for specific
purposes, such as home energy
efficiency improvements.

Equity Release: homeowners
over the age of 55 looking to
access equity without regular
repayments may explore equity
release schemes, such as lifetime
mortgages or home reversion
plans. GoBear loans also offers
Lifetime mortgage products.

Savings and Investments:
Depending on the financial
situation, personal savings or
investments may be a preferable
option to take on additional debt.

Homeowners should carefully
assess their financial goals and
circumstances when considering
a second charge mortgage. It is
essential to weigh the advantages
and disadvantages, while exploring
alternative solutions to find the
most appropriate way to access
funds or achieve specific financial
objectives. Consulting with a
financial adviser can provide
valuable guidance in making

this decision. GoBear loans will
always offer a product based

on the customers needs and
circumstances so they can make
an informed decision on how they
would like to progress.

Eligibility and Application
Process

Securing a second charge
mortgage involves a structured
process that begins sourcing a
product based on the customers
needs & circumstances.

Eligibility Criteria

Eligibility criteria for second charge
mortgages vary between lenders,
but there are common factors

that most lenders consider. These
include:

+  Being a homeowner with
sufficient equity in your
property.

Sufficient income to meet the
lenders affordability criteria

+  Credit checks
Documentation Required

Lenders will require specific
documentation to assess your
eligibility and financial situation.
Common documents include:

+  Proof of identity (passport,
driver's licence).

+  Proof of address (utility bills,
council tax statement).

«  Evidence of income

« Details of existing mortgages
and financial commitments.

Information about the property,
including its value and
outstanding mortgage balance

Credit Checks and Affordability
Assessment

Lenders will conduct credit checks
to evaluate your credit history

and credit score. They will also
perform affordability assessments
to ensure you can comfortably
manage the repayments.

This involves analysing your
income, expenses, and existing
commitments.

Choosing a Lender

GoBear loans is a whole of market
broker that will source the most
suitable lender based on your
needs and circumstances to allow
you to make an informed decision.

The Application Process

The application process typically
involves the following steps:

+ Initial inquiry: GoBear loans
will contact you to complete
an application, to gather your
needs & understand your
circumstances.

+  Assessment: GoBear loans
will source a suitable product
based on income, credit
status and equity within your

property.

*  Quotation: Once your
application has been assessed,
your advisor will provide a
quotation over the phone &
will send you a copy of the
Mortgage illustration for your
consideration.

Documents issued: When

you are happy to proceed, the
advisor will issue the relevant
lender documentation with a
list of supporting documents
for you to complete and return.

Application submission: Once
the documentation has been
returned correctly, company
checks completed, your
application will be submitted to
the lender for review.

Valuation: Lenders use
different types of valuations.
A satisfactory valuation is
required for the lender, but this
may not always be a physical
valuation.

Offer: Once the lender update
has been satisfied, you'll
receive a formal offer detailing
the terms and conditions of
the second charge mortgage.
At this point, you are entitled to
a seven day reflection period
before committing to taking
out a second charge mortgage
commencing from receipt

of the Binding Mortgage

Offer. Customers can waive
theirrights to the seven day
reflection period by signing &
returning the offer documents
to the lender.

Completion: Once your
completed offer documents
have been returned to the
lender, they will look to
complete and fund normally
within 48Hrs.




Understanding Loan Amounts and Interest
Rates

When considering a second charge mortgage, it's
essential to understand how loan amounts, interest
rates, and associated costs work. These factors play a
significant role in determining the financial impact of
your borrowing.

Loan-to-Value (LTV) Ratio

The Loan-to-Value ratio (LTV) is an important factor
in second charge mortgages. It represents the
proportion of your property’s value that you can
borrow against. For example, if your property is
valued at £300,000 and you have an outstanding
primary mortgage of £150,000, your available equity
is £150,000. If you borrow £50,000 with a second
charge mortgage, your LTV ratio would be calculated
as follows:

« LTV Ratio = (Outstanding Primary Mortgage +
Second Charge Mortgage) / Property Value

+ LTV Ratio = (£150,000 + £50,000) / £300,000
+ LTV Ratio = 66.67%

Different lenders may have varying LTV limits, but
second charge mortgages often allow borrowers to
access up to 100% of their property’s value. Over 85%
loan to value (LTV) loans are currently capped at a
maximum borrowing of £100,000. Keep in mind that
a lower LTV ratio generally results in more favourable
interest rates.

Interest Rates for Second Charge Mortgages

Interest rates for second charge mortgages tend to
be higher than those for first charge mortgages. The
specific interest rate you'll receive depends on various
factors, including your creditworthiness, the LTV ratio,
and prevailing market conditions.

Second charge mortgage interest rates can be fixed or
variable. Fixed rates provide stability with consistent
monthly payments, while variable rates can change
over time in response to market fluctuations. Be sure
to carefully consider the interest rate type that aligns
with your financial goals and risk tolerance.

Fees and Associated Costs
Beyond interest rates, borrowers should be aware of
the fees and costs associated with second charge

mortgages. These may include:

Arrangement Fee: This is a one-time fee charged by

the lender for setting up the second charge mortgage.
It can vary between lenders.

Broker Fees: GoBear loans charge a set broker fee,
which can either be added to the second charge
mortgage or paid upfront so it does not incur interest.
Any fees will be quoted over the phone and broken
down on your Mortgage illustration.

Valuation Fee: The lender may charge a fee for
conducting a property valuation which GoBear loans
would usually cover within our broker fee.

Early Repayment Charges: Some second charge
mortgages may have early repayment charges if you
choose to repay the loan before the agreed term ends.

Understanding these fees and costs is crucial to
ensure you have a product that meets your needs &
circumstances.

Repayment and Loan Terms

When taking out a second charge mortgage, it's
crucial to have a clear understanding of the repayment
options, loan term choices, and potential impact on
your existing mortgage.

Repayment Options

Second charge mortgages offer various repayment
options to accommodate borrowers’ financial
circumstances and preferences:

Interest-Only: With this option, you only pay the
interest on the loan amount each month. The
principal (the original borrowed amount) remains
unchanged, and you'll need a separate plan to repay
it at the end of the loan term. This can be suitable
for some customers, depending on their needs &
circumstances.

Capital and Interest (Repayment): This is the most
common repayment method. You make regular
monthly payments that cover both the interest and
a portion of the principal. Over time, the balance
decreases until the loan is fully repaid by the end of
the term.

Flexible Repayments: Some lenders offer flexibility in
repayment, allowing you to overpay, make lump-sum
payments.

Combination of Options: Depending on the lender, you
may have the option to combine different repayment
methods to tailor the mortgage to your needs.

Loan Term Options

Second charge mortgages come with a range of loan term options, typically from 3-35 years. The choice of loan
term can impact the monthly repayment amount and the total interest paid over the life of the loan. Shorter loan
terms typically result in higher monthly payments but lower interest costs, while longer terms may have lower

monthly payments but higher interest payments.

It's important to align the loan term with your financial goals and your ability to make consistent repayments.
Shorter terms may be more suitable for those looking to repay the second charge mortgage quickly, while
longer terms may be preferred for borrowers seeking lower monthly commitments.

9 Frequently Asked Questions

What is a second charge mortgage, and how
does it differ from a remortgage?

A second charge mortgage allows you to borrow
against the equity in your property without affecting
your existing mortgage. It's a separate loan secured
by your home. In contrast, a remortgage involves
replacing your current mortgage with a new one,
potentially with different terms, interest rates, or
lenders.

What can | use the funds from a second
charge mortgage for?

You can typically use the funds for various purposes,
including home improvements, debt consolidation,
weddings, education expenses for business purposes,
or gifting a deposit.

How is the interest rate on a second charge
mortgage determined?

The interest rate on a second charge mortgage
depends on factors like your creditworthiness, the
loan-to-value (LTV) ratio, the lender’s policies, and
market conditions. Lenders may offer fixed or variable
interest rates.

What are the risks associated with a second
charge mortgage?

The primary risk is the potential loss of your property

if you default on the Mortgage.. Your property is used
as security, and the lender can repossess it to recover
the debt. Additionally, you should be aware of interest
costs, fees, and the impact on your credit score if you
miss payments.
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THINK CAREFULLY BEFORE SECURING OTHER DEBTS AGAINST YOUR HOME. YOUR HOME MAY
BE REPOSSESSED IF YOU DO NOT KEEP UP REPAYMENTS ON A MORTGAGE OR ANY OTHER DEBT
SECURED ON IT

The FCA does not regulate some forms of Buy to Let mortgages
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