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Making your money and pension choices clearer

MoneyHelper is here to help, so you can move on with life.
Here to cut through the jargon and complexity, explain
what you need to do and how you can do it. Here to put
you in control, with free, impartial help that’s quick to
find, easy to use and backed by government.

Whatever your circumstances or plans, MoneyHelper is
on your side. Online and over the phone, you'll get clear
money and pension guidance. We can also point you to
trusted services, if you need more support.

Open to everyone, MoneyHelper is helping people to
clear their debts, reduce spending and make the most
of theirincome.

To support loved ones, plan ahead for major purchases
and find out about entitlements. To build up savings
and pensions, and know their options.

For money help all in one place that'’s free to use,
just search for MoneyHelper.
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Here to help you

This guide is for you if you’re relying on an endowment
policy to repay your mortgage and you’ve received
ashortfall letter.

Lots of people are facing a shortfall on their endowment mortgage because

their endowment policies haven’t produced the results needed. Act now
and it will save you money in the long term.

Follow the steps in this guide to take control of your situation.
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Firstthingstodo

Key actions for taking control

1. Talk to your lender

If you know you are heading for a shortfall talk to your
lender. There are several options that may be open to you,
and these are explained in this guide.

2.Make aplan

If you are relying on your endowment policy or other investments
to repay your mortgage and you have a shortfall, work out how
you are going to deal with it — for example by switching to
arepayment mortgage.

3. Work out abudget
This will help you see how much extra, if anything, you can afford each
month towards the shortfall.

Use our online Budget Planner.
moneyhelper.org.uk/budget-planner

4. Keep checking you are on track

Regularly review any savings, investment or pension plans you have if you
are planning to use them to repay your mortgage. Get an up-to-date
statement, atleast once a year, from your provider.


http://moneyhelper.org.uk/budget-planner

Practical advice

® Actnow! The longer you delay, the higher the cost of making up
the shortfall.

® To help you get your finances back on track, use our online tools
like our Mortgage calculator, Mortgage Affordability calculator,
Savings calculator, Budget Planner or Money health check.
Search for these tools on moneyhelper.org.uk

® Talk to a financial adviser before cashing in your endowment
or stopping any other financial plan as a way of raising funds
to reduce your mortgage capital — otherwise you could lose
out financially.

Important

At the end of your mortgage term your mortgage must be paid off.
If you can’t repay your mortgage when it becomes due you are at
risk of losing your home.



http://moneyhelper.org.uk

L What to doif youreceived
ashortfall letter

Endowment mortgages

You’ve got an endowment policy and
have received a shortfall letter — also
known as ‘reprojection letters’. Read it
carefully as it will tell you if your planis
likely to pay off your mortgage.

These letters use a traffic light system
and will be marked:

® red if there is a highrisk the policy
is not on track

® amber if there is a significant risk
it’'s noton track

® greenifit’s currently ontrack to
repay your mortgage.

They also tell you:

® the amount of any projected
shortfall

® the options open to you, and

® what further action you need
to take.

Endowment policies are linked to
investments such as bonds and shares,
which can vary in value. So you need

to check eachreprojection letter, even

if the policy has been on track so far.

How interest-only mortgage
shortfalls occur

With an interest-only mortgage,
you pay off only the interest
charges but notthe mortgage
itself (the amount you borrowed

- the capital). Most people will have
taken out an endowment policy,
pension or other investment

to pay off the mortgage at the

end of the term.

If the investments you intended to
use to repay the mortgage haven’t
produced the results needed you
could find yourself facing a
shortfall on the amount you owe.

® |f you've gotashortfall, you'll
have to meet this out of your
own money to pay your
mortgage capital onits
due date.

® Check your investments
regularly to make sure they
are ontarget.
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Ways to make up a shortfall

If you need to make up a shortfall

or want to reduce the chance of

one happening there are different
approaches you can take. Some offer
more certainty than others that

you will be able to pay off your
mortgage capital.

There are three main ways to make
up a shortfall. You can:

® make changes to your mortgage

® make changes to your endowment
or other repayment plan

® startanew savingor
investment plan.

Your lender may allow you to make
these changes, but you need to be
sure that they are right for you. It’sa
good idea to get professional financial
advice about any changes you are
thinking about.

Read on to check the pros and
cons of each and find out which
one might be suitable for you.




Changes you can make to your mortgage

Possible change Pros, cons and questions

Convert the projected X Your monthly payments will increase.
shortfall to arepayment . )
mortgage « The shortfall will be paid off by the end of the

term if you keep up the payments.

 Ifthe shortfall grows you could switch more of
your loan to arepayment mortgage.

« Should be simple and easy to arrange.

Switch your whole X Ifyou cash in your investment you could lose out
mortgage to arepayment financially, and you may need to arrange other
method insurance cover.

XK Your monthly payments will increase (the longer
your mortgage has to run the smaller the
increase).

S

Your mortgage will be paid off in full at the end of
the term if you keep up the payments.

{

If you can afford it, and if your planis doing

well, you could carry on using it for saving to
provide a lump sum on maturity. Some investment
products include useful insurance cover.

Make lump sum
orregular overpayments

Will reduce what you owe and what you need your
investment, savings or pension plan to cover.

v

«/ May be cheaper than saving separately to pay off
the shortfall in the future.

2

Ask about early repayment charges.

Making one of these changes to
your mortgage probably gives
you the lowest-risk way of making
up a shortfall.



Your questions answered

How much will | have to pay monthly
if | switch to repayment?

As an example, aloan repayment of
amortgage of £100,000 and aninterest
rate of 3.5% with 15 years to run will cost
you £712.88 a month subject to any
additional fees or charges.

Use our Mortgage calculator

to work out how much your
payments would be at
moneyhelper.org.uk/mortgage-
calculator

How can I reduce the monthly
payment?
Extending the term of your repayment
mortgage by five years could lower
your monthly payments. A £100,000
mortgage with 20 years torun at 3.5%
interest would be £579.96 a month.
Thisis £132.92 a month less. But,
remember that it will cost you more
over the term of your mortgage.

What is the overall effect
of extending the term?

The benefitis that it will limit the
increase in your monthly payments,
butitdoes mean it will cost you more
over the term of the mortgage -
£10,872in this example.

The benefits of overpaying your
mortgage

Overpaying reduces future interest
and can mean you are mortgage
free much sooner.

Ona£100,000 mortgage at 3.5%
with 15 years remaining, paying an
extra £60 a month reduces the
interest by £3,068 and means you
repay 18 months earlier.

100K —Original payments
—With overpayments

50K

0

0 2 4 6 8 10 12 14 16

Years
\_

The figures mentioned in the example here and
on pages 8 and 12 are for illustration only.

If you want to switch to arepayment mortgage talk to your lender. The increase
in payments may not be as much as you think and your lender may come up

with a plan that can help you.


http://moneyhelper.org.uk/mortgage-calculator
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An example of how to make up a shortfall

Helen, 48, has an interest-only mortgage of £560,000 linked to an endowment.
Her mortgage has seven years left to run and the interest rate is 5.95%.

The problem

Helen got ared, highrisk shortfall letter from her provider. She found out that
her endowment may only pay £40,000, a shortfall of £10,000.

The solution

To cut the risk of not being able to pay off the mortgage, Helen asked her
lender to change £10,000 of her mortgage to the repayment method. She had
to go through an affordability assessment to get this mortgage, but she
arranged for the shortfall to be repaid over the next seven years.

When the interest-only mortgage ends — now just £40,000 - she’ll be able
to pay it of f if her investment produces the projected £40,000.

The costs

Helen’s monthly payment of £247.92 increased to £344.18 a month to pay
for the extrarepayment mortgage too.

An alternative solution

If Helen couldn’t afford the £344.18 a month, she’d need to ask if she could
extend the term of the £10,000 repayment mortgage. Although she would pay
less each month, she'd have to pay more in total.

If you get ashortfall letter

If you are facing a shortfall don’t delay
—actnow. Talk to your lender. Work out
what your options are and take action to

tackle the shortfall.




Changes you can make to your existing endowment plan

By paying more in and/or paying for longer you can build up a bigger fund
to pay of f your mortgage.

Possible choices Impact and questions

Asktoextendthelength ) Thelonger the term the more interest you'll
of your plan pay overall.

XK Your planis still linked to the stock market so
there’s arisk it still won’t grow enough to repay
your mortgage at the end of the term.

HK  Youmay face extra charges and a tax liability if
you change the terms of your endowment policy.
Get professional financial advice first.

« You'llput more in over time if you can’t afford
to pay more each month.

Ask if you can extend your mortgage term

to match.
Top up your plan by K Your planis still linked to the stock market
paying more each month so there’s still arisk it won’t grow enough.

X

You could be worse off than if you used the same
amount to reduce your mortgage.

X

You may face extra charges and a tax liability if
you change the terms of your endowment policy.
Get professional financial advice first.

X

Some plans may not allow this option.

Key points

® Extending your mortgage and any repayment planisn’ta goodideaiif it
means having to pay it into retirement, unless you and your lender are
sure you can afford it.

®  Neverjustcashin or stop paying into your plan without getting
professional financial advice - you could lose out financially.




Start anew investment or savings plan

Adding a new plan gives you the chance to build up a bigger fund
to pay of f your mortgage.

Possible choices Pros, cons and questions

A cash savings «/ Theamountyou get back doesn’t depend on how well the

accountor stock market performs.

cashISA +/ It'sagood option for the short term, if for example, your

mortgage is near the end of its term.

« Ifyou're ataxpayer you won’t pay tax on the interest from
your savings in an ISA (for the 2022/23 tax year, the
maximum you can save in an ISA is £20,000).

XK Cash products may not grow enough to meet

the shortfall.
Aninvestment / Potentially a good way of saving. Historically, over
(stocksand the longer term stocks and shares have grown more than
shares) ISA cash savings.

«/ Taxpayers can avoid paying tax on any income or capital
gains from investments in an ISA (for the 2022/23 tax
year, the maximum you can save in an ISA is £20,000).

X It’slinked to the stock market so the value of your
investment could go down as well as up.

There’s no guarantee it will grow enough to meet

the shortfall.

X It'salong-term product and may not be suitable if you've
only got a short time to build up alump sum.

X

Key points
®  Speaktoyour mortgage lender to discuss the choices available to you.

) Some options won't be suitable if you only have a short time to make up
the potential shortfall.

® |nvestments give you less certainty that you’ll meet a shortfall than using
cash savings or paying capital off your mortgage.

®  Overpaying your mortgage paymentsis likely to be better value in the
longer term.




The secret of
successful saving

S

Setaclear goal Plan how you will get

It helps if you name it, there

for example ‘house fund®  To help you work out
how to meet your savings
goal use our Savings
calculator

Find out more at
moneyhelper.org.uk/how-to-save

O,

Achieve your goal

People who set a savings
goal save faster than
those who don’t
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If your mortgageis
ending with a shortfall

When your investment pays out at the end of the term, pay all the money into
your mortgage to find out exactly how much you still owe. Then talk to your

lender as soon as possible.
You may have several options:

® you could pay the shortfall from
savings you have elsewhere

@ you could sell your property to
repay the mortgage and buy a
cheaper property so you don’t
need amortgage

® you could discuss anew
repayment period.

The quickest way may be to carry
on with your previous monthly
payments. If money is tight you may
be able to agree lower payments
over alonger time.

Extending the term into your
retirementis not a good idea unless
you’re sure you can afford it, and you
might have to meet the lender’s
affordability criteria when arranging
new mortgage payments.

In general, provided you keep up the
new agreed mortgage payments, you
should not lose your home as aresult
of the shortfall.

Anexample

Joe has come to the end of his
mortgage. His interest rate is 3%
and he’s been paying £143.75
amonth. Joeis due toretirein
seven years.

The problem

Joeis left owing his mortgage
lender £8,000.

The solution

Joe could carry on with his current
monthly payment of £143.75.

This would repay the remaining
capital and interestin five years,
and would cost £8,625 in total, but
this is more than Joe wants to pay
every month.

An alternative solution

Joe has agreed with his lender
that he'll repay the £8,000 over
seven years and his monthly
payment will be £105.51. This will
costhim £8,879.64 in total.




If you are about toretire
and have a shortfall

If you know you are going to have a shortfall, talk to your lender as soon
as possible. Your mortgage lender will be keen to help and will talk through your
options. They must make reasonable attempts to reach an agreement with you.

Your options if you can’t afford
repayments on a shortfall

Use alump sum from your pension

If you have a defined contribution
pension scheme (also known as a
money purchase scheme) you can now
take all or part of your pension pot as a
cash payment and this may help pay off
any shortfall. However, it’s vital that you
talk to Pension Wise (a free service
from Money Helper) before you choose
this option as you need to consider how
this will affect your retirement income
- and be aware of any tax implications.
See Useful contacts on page 17.

Downsizing

You could sell your property and buy a
cheaper one in order to release money
to repay the mortgage. However, this is
not always as easy as it sounds as it may
be difficult to find somewhere suitable
in the area you want to live. Also, there
are costs involved when you sell or buy
property so you’ll need to factor these
in before deciding whether to go for
this option.

Releasing equity from your property
You could consider a scheme where
you release some of the equity that
you have built up in your home.

You could do this through a
traditional equity release scheme
(either alifetime mortgage or ahome
reversion plan) or a retirement
interest-only mortgage.

® With ahome reversion plan you sell
all or part of your home in return for
a cash lump sum to repay your
existing mortgage and you can
continue to live in your home for as
long as you wish.

® With alifetime mortgage you take
out asecured loan on your home.
Interestis charged on the loan butis
‘rolled up’ and added to the original
amount borrowed. The loan plus the
interestis repaid on death orif you
move into residential care. With
some lifetime mortgages there may
be an option to pay some or all of
the interestinstead of having this
rolled up.

® With aretirementinterest-only
mortgage you take out a secured
loan on your home but you pay the
interest as you go along. The original
loan is usually repaid either on death
or if you move into residential care.
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The pros and cons of releasing
equity

/ Youshould be able to stay in
your home.

+ Youwon't have to make up
the shortfall.

« With retirementinterest-only
mortgages you always know
exactly what you owe.

X Equity release schemes are
complex and there are risks.

A Some equity release schemes can
be expensive and inflexible.

X Your current or future entitlement
to State benefits could be
affected.

XK Withlifetime mortgages any
remaining equity could be eroded
by the interest rolling-up.

A  With home reversion plans
you won’t receive the full value
of your home.

X With retirement interest-only
mortgages you must be able to
demonstrate that you can afford
the interest payments.

You should get regulated financial
advice from someone qualified to give
advice on equity release schemes or
give mortgage advice on Retirement
Interest Only Mortgages. See Useful
contacts on page 17.

For more on equity release
schemes go to our website at
moneyhelper.org.uk/equity-release


http://moneyhelper.org.uk/equity-release

Before you decide

Speak to your lender

Talk to your mortgage lender and
see what options are available to you.
Ask about any costs and charges
that might apply.

The sooner you act the better. The
longer you delay the higher the cost
of making up the shortfall.

Don’t forget your budget

When you're thinking about your
options, work out what you can
realistically afford after taking into

account your other essential expenses.

This will help you decide on the best
solution for you.

Use the Budget Planner at
moneyhelper.org.uk/
budget-planner

If money is tight you may need to ask
your provider if they will let you extend
the term of your mortgage and
payment plan if necessary. This should
mean your monthly payments won’t
increase too much.

Bear in mind that extending the term
will make your mortgage more
expensive in the long term and
extending it beyond your retirement
date may not be possible.

Get advice

If you’re changing your mortgage
or your repayment plan, you should
get professional financial advice -
see Useful contacts on page 17.

® Checkyou can afford any new
monthly payments.

® Remember to ask yourlender
about any charges.

® Make sure you still have life
insurance if you have dependants
and home insurance.

15
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Mortgage
affordability
calculator

Use our mortgage affordability calculator to help
you estimate how much you can afford to borrow,
taking into account your income and your outgoings.

Visit moneyhelper.org.uk/mortgage-affordability-calculator


http://moneyhelper.org.uk/mortgage-affordability-calculator

Useful contacts

MoneyHelper

MoneyHelper is independent and
set up by government to help
people make the most of their
money by giving free, impartial
pensions and money guidance to
everyone across the UK - online
and over the phone.

For free and impartial pensions
guidance on any pension queries
you can contact us by calling on:

08001387777
Mon - Fri: 8am to 6pm

+4420 35532279
if you're outside the UK

Or visit moneyhelper.org.uk

Where you’ll not only find
information, tips and tools on
pensions and retirement planning
but on awide range of topics
including day-to-day money
management, savings, as well

as help for life changing events
such as starting a family or

losing your job.

Webchat:

moneyhelper.org.uk

Free debt advice agencies

StepChange Debt Charity

0800138 1111
stepchange.org

National Debtline

0808 808 4000
nationaldebtline.org

Finding financial
advisers/planners
Personal Finance Society

For financial advisers in your area.
thepfs.org/yourmoney/
find-an-adviser

Pension Wise

A free service from MoneyHelper
providing impartial guidance
about your defined contribution
pension options.

0800138 3944
moneyhelper.org.uk/pensionwise

To qualify for an appointment, you must
be 50 years old or over and have a
defined contribution pension.

® Our booking lines are open 8am to
8pm, Monday to Friday

® We’'ll send you an email to confirm
your appointment.
Complaints and compensation

Financial Ombudsman Service

08000234 567 or 0300123 9123

financial-ombudsman.org.uk

Financial Services Compensation
Scheme (FSCS)

020 77414100 or 0800678 1100
fscs.org.uk
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Dealing with your endowment mortgage

shortfall is one of the guides available from
MoneyHelper. This publication is available in Welsh.

To see this and our full range of guides and request
copies visit moneyhelper.org.uk/free-printed-guides

MoneyHelper 0800138 7777*
Mon - Fri 8am to 6pm

Typetalk 180010800 915 4622
Mon - Fri 8am to 6pm

WhatsApp +44 7701342744
Webchat moneyhelper.org.uk

Money
YHelper
Homes

If you would like this guide in Braille, large print or audio format please contact
us on the above numbers. Information correct at time of printing (April 2022).
These guides are reviewed once a year.
*Calls are free. To help us maintain and improve our service, we may record

or monitor calls.
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