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Specialist mortgages  
and your holiday let

If you’re in the market for a holiday let 
and need a specialist mortgage,
what should you be aware of?
When might you need a specialist mortgage? The clue is in the 
name – if your situation is different from the normal criteria of 
a traditional mortgage, then a specialist product could be the 
answer. This especially applies to people in the market for a 
holiday let.

When do you need a specialist mortgage?

A specialist mortgage could apply if you’re buying a high value 
home or already have a home and want a second charge 
mortgage in order to carry out renovations. They could also suit 
those who are self-employed, looking for a holiday or buy-to-let 
(BTL) property or people who do not meet the standard criteria 
for a mortgage. Whatever the reason, seek financial advice from 
an expert in the specialist mortgage field to find the best deal 
for your situation.

Holiday lets

When it comes to a mortgage for a property you intend to use as 
a holiday let, your regular income is considered in terms of the 
loan value, regardless of the amount you estimate might come 
in from the eventual rental. This is to ensure you can afford the 
mortgage payments during times when rents ar not coming in, or 
when you are using the property. Although staying there yourself 
is one of the advantages of a holiday let, you can’t live there on a 
permanent basis as it would affect the terms of the mortgage.

Some specialist mortgage products for holiday lets offer a 
maximum loan-to-value (LTV) of a certain amount for the 
mortgage. So, if your holiday let costs £200,000, and the LTV 
from the specialist product is 70%, then you will be able to get 
a loan of £140,000 from your lender and your deposit would 
need to be £60,000.

Lenders have their own criteria, which could include the following:

•  Applicants need to be over the age of 21 and in stable 
employment.

•  Your main income should not come from another rental or 
investment.

•  Borrowers will need to prove their income exceeds a certain 
amount annually.

•  A minimum deposit (usually around 25% of the property value).

•  Rental projection from a holiday letting agent may be 
required, covering off-peak seasonal periods and high-
demand times of year.

•  The rental property itself must meet certain criteria  
(for example, being located within the UK and functioning  
as a single-family dwelling).

Holiday let vs buy-to-let

You might think that there is little difference between 
a holiday let mortgage and a buy-to-let mortgage (BTL), 
but there are a few. A BTL mortgage will contain different 
conditions and requirements, such as the need for an assured 
shorthold tenancy being in place (AST).

Using a BTL property as a holiday letting – without informing 
your lender – is a breach of the agreement and could 
undermine your mortgage contract and credit rating. The 
main difference between the two types of mortgages is how 
the loan size is calculated, and the estimates of rent the 
properties will receive. A holiday let will tend to bring in less 
rental income due to its seasonal nature.

Furnished holiday lets come with tax advantages that BTL 
properties do not.1 They are treated as a business, which 
means you can claim capital gains tax relief on any profits. 
Owners can also claim capital allowances to cover the cost of 
furnishings and furniture, and equipment such as refrigerators 
and washing machines.

There are more allowable expenses for a holiday let, 
compared to a BTL, including: 
 

  letting agents’ fees

  accountants’ fees and certain legal fees

  mortgage interest

  building and contents insurance

  maintenance and repairs to the property

   utility bills, council tax, ground rents and  
service charges.

 

Speak to a financial adviser to work out what’s best for your 
situation if you are looking for a specialist mortgage.

Some specialist mortgages are not regulated by the Financial 
Conduct Authority.

YOUR PROPERTY MAY BE REPOSSESSED IF YOU DO NOT KEEP UP REPAYMENTS ON A MORTGAGE
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A Lifetime mortgage is a loan secured against your home.  A Lifetime mortgage may affect your 
entitlement to state benefits, and it will reduce the value of your estate.

there rent-free until you die, but you’ll have to pay to 
maintain and insure it. You can ring-fence some of the 
property for later use. At the end of the plan, the property 
is sold and the proceeds are shared according to the 
remaining proportions of ownership.

Is equity release falling out of favour?

In 2020, £3.89 billion of equity was released from property, 
compared with £3.92 billion in 2019 and £3.94 billion in 
2018, according to the Equity Release Council (5). These 
figures suggest people are biding their time before 
unlocking wealth from their homes, according to David 
Burrowes, the trade body’s chairman (6).

Yet interest rates for lifetime mortgages are now falling, 
which could encourage people to take the next step. The 
average equity release interest rate fell to around 4% 
during the last three months of 2020, with the lowest 
rates now at around 2.3% (7). This rate is less than many 
of those available on 10-year fixed-rate mortgages, but 
higher than a lot of products with shorter fixed periods (8). 

Is equity release right for you?

Deciding to release funds from your home isn’t a decision 
to take lightly. While equity release means you have money 
to spend now instead of leaving it tied up in your property, 
it can be a complicated process. Remember that equity 
release often doesn’t pay you the full market value for your 
home and it will also reduce the amount of inheritance 
your loved ones could receive. It’s important to talk to a 
financial adviser who can help you decide whether the 
process is appropriate for you.

Older homeowners seemed to be more reluctant to 
release cash from their homes in 2020, according to the 
Equity Release Council. Data from the trade body shows 
drawdowns from lifetime mortgages fell by 21% last year 
and 10% fewer plans were agreed than in 2019.

This drop suggests the coronavirus pandemic affected the 
equity release market in 2020, with activity slipping to a 
four-year low between April and June. Yet the end of the 
year was a different story – a backlog of cases meant it 
was unusually busy, with 11,566 new equity release plans 
agreed between October and December.  

What is equity release?

Equity release enables homeowners who are aged 55 and 
over to access some of the money tied up in their homes. 
You can take the money as a lump sum or in several 
smaller amounts. Many people choose this option to 
supplement their retirement income, make home 
improvements or help children or grandchildren get onto 
the property ladder.

The most common way to release equity from your home 
is through a lifetime mortgage, which allows you to take 
out a loan secured on your property, provided it’s your 
main residence. You can ring-fence some of the property 
value as inheritance for your family and you can choose to 
make repayments or let the interest roll up. The mortgage 
amount, including any interest, is paid back when you die 
or move into long-term care.

Alternatively, you can take out a home reversion plan, 
which enables you to sell all or part of your home for a 
lump sum or regular payments. You can continue living 

Unlocking  
the value in  
your home

The number of people 
using equity release 

schemes fell last year as 
older homeowners grew 

more cautious.
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All you need to know about upcoming changes to the 
government’s Help to Buy equity loan scheme.
If you’re looking to buy your first home, you probably already know about  
the government’s Help to Buy equity loan scheme. It’s proved popular  
since launch in 2013, with almost 300,000 properties bought as part of the 
initiative so far. But some aspects of the scheme are changing later this year, 
and it’s important you understand whether you’ll still be eligible for help.

Are you eligible?
The new Help to Buy equity loan rules apply from April 2021 to March 2023. 
To qualify, you must:

— be a first-time buyer in England;

— have a deposit worth at least 5% of the property you’re looking to buy;

—  borrow a minimum of 5% and up to a maximum of 20% (40% in London)  
of the full purchase price of a new-build home from the government; and

— buy the property from a homebuilder registered with the scheme.

What are the price caps?
The price of your home can’t exceed the maximum figure outlined by the 
government. These limits vary depending on where you’re looking to buy.

What if the value of my home changes?
The amount you have to pay back is based on the market  
value of the property when you choose to repay. If the  
market value of your home rises, so does the amount you  
owe on your equity loan – if it falls, the amount you owe  
also falls.

Rest assured we are here to help if you have any  
questions about Help to Buy mortgages

Get on the property ladder 
with the Help to Buy scheme

How does it work?
The total cost of buying your home will be 
covered by the government equity loan as 
well as your deposit and mortgage. The 
percentage you borrow from the government 
is based on the market value of your home 
when you buy it.

For example, if the property is worth 
£200,000, you might ask the government 
for a 20% equity loan (£40,000) to add to 
your 5% deposit (£10,000) and 75% 
mortgage (£150,000). 

The loan is interest free for the first five 
years, and from the sixth year you’ll be 
charged interest at 1.75% each month. This 
rate increases every year after that in line 
with the consumer price index, plus 2%. 
You’ll continue to pay interest until you’ve 
fully repaid the loan. 

You can repay all or part of the equity loan at 
any time, but a part payment must be a least 
10% of what your home is worth at the time. 

You’ll need to pay the equity loan back in 
full if you:

— reach the end of the equity loan term

— pay off your mortgage 

— sell your home

—  do not follow the terms set out in the 
equity loan contract

Region Maximum property price

North East £186,100

North West £224,400

Yorkshire and the Humber £228,100

East Midlands £261,900

West Midlands £255,600

East of England £407,400

London £600,000

South East £437,600

South West £349,000

YOUR HOME MAY BE REPOSSESSED IF YOU DO NOT KEEP UP REPAYMENTS ON YOUR MORTGAGE


