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Strategies when Mortgages are Unaffordable
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This chart illustrates options when there is not enough money to pay the mortgage. Many of these options can be used in a combined

approach to

tackle mortgage debt. It is a basic guide and more detailed references should always be checked.

Abbreviations: CCA — Consumer Credit Act, CMI — current monthly instalment, FOS — Financial Ombudsman Service, FSA — Financial

Services Authority, LA -

Local Authority, MRS —Mortgage Rescue Scheme, SMI — Support for Mortgage Interest, SRB — sale and rent back.

FIRST MORTGAGES SECURED LOANS

Check for payment protection insurance. Consider a complaint to FOS if claim is unsuccessful.
Check ability to pay CMI plus something off arrears. Negotiate reduced payments with any unsecured creditors.

Pay as much as possible towards the CMI.

SMI - if eligible for qualifying benefit and loan is eligible for SMI.
WARNING: most secured loans will not be eligible

for SMI.

Lender forbearance — speak to lender and see box below for possible options.
Maximise income — check benefit entitlement and consider ‘rent a room scheme’ - where some income from lodgers or a rented room is

tax-free. WARNING: check impact of this on means-tested benefits.

Is lender following the mortgage pre-action protocol?
Can you complain about irresponsible lending, terms of loan, post-contract conduct of lender or challenge enforceability? Complain to

FOS or consider court action. Note: unenforceability issues are more likely to occur with secured loans.
Is there an Unfair Relationship?

(Does not apply to FSA regulated mortgages.)

If client does not want to stay in property (even if affordable), consider voluntary sale or downsizing.
Check if lender offers assisted voluntary sale scheme.

If equity in property, check impact of capital from sale on means-tested benefits.

Preventing Repossession Fund — would a small LA loan prevent repossession?*

Is there scope to re-mortgage on better terms?
MRS - shared equity loan: must be 25-40% equity. Household must include someone in priority need

eg pregnant, dependent children or otherwise vulnerable, plus other eligibility criteria met.
Some LAs are taking a flexible view to maximise eligibility.*

Re-mortgage with 1st lender to include secured loan.

Time order — if CCA regulated.

MRS - shared equity loan. Eligibility criteria will apply, see above.

Loan may be used to reduce or clear secured loans.

MRS — mortgage to rent: homeowner must have outstanding loans of between 75 and 120% of the value of their home.

Household must include someone in priority need eg.pregnant, dependent children or otherwise vulnerable, plus other eligibility criteria
met. Some LAs are taking a flexible view to maximise eligibility.*

Is there scope to re-mortgage on better terms?
> Re-mortgage with 1st lender to include secured loan.

> Time order - If CCA regulated. WARNING: if inability to pay is

permanent, time order may be turned down.

Commercial SRB. A last resort and only a good option in a few cases. Ensure SRB company is FSA authorised. Note: at time of writing,

there are no companies offering this product following FSA investigation. This may change.

MRS - mortgage to rent: if in negative equity, this must be no more than 20% and a solution found for any shortfall (e.g. some

lenders are agreeing to write-offs). Household must include a vulnerable person and other eligibility criteria met. Some LAs are taking
a flexible view to maximise eligibility.*

Preventing Repossession Fund — would a small LA loan assist an MRS application or prevent repossession?*

> Time order - If CCA regulated.

MRS - mortgage to rent: if in negative equity, this must be no more than 20% and a solution found for any shortfall (eg some

lenders are agreeing to write-offs). Household must include a vulnerable person and other eligibility criteria met.
Some LAs are taking a flexible view to maximise eligibility.*

Voluntary sale, or if lender has an assisted voluntary sale scheme may be an element of ‘write-off’ on shortfall.
Hand back the keys — rarely a good option as any shortfall will follow the borrower,
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so would usually be combined with debtor bankruptcy petition.
> Time order - If CCA regulated. WARNING: if inability to pay is

permanent, time order may be turned down.

*MRS applies to England only: Wales and Scotland have similar mortgage rescue schemes; Preventing Repossession Fund is England only.

LENDER FORBEARANCE - some examples

Note: if arrangement in place, check that all arrears, default and late payment penalties have stopped. Consider complaint to FOS if lender continues to charge.

Payment of CMI plus regular amount for arrears.

Reduce arrears charges. Payment holiday.

Short-term reduction in payments.

Allow time to sell. Lengthen term (possibly capitalising arrears).

Check with lender for their own in-house forbearance schemes
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Convert to interest-only repayments.

Formal loan modification (usually temporary).

This chart was complied by Deborah Shields and Rosie Thompson from the information team at the Money Advice Trust.
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Disclaimer

England and Wales only

The strategies and tactics in this chart do not constitute an exhaustive list as there may be further options to consider.
Always base advice on the circumstances and wishes of the client. The information is accurate as of December 2012. We
cannot be held responsible for changes in the law or developments in case law since this was published.



