






































Five Common Mistakes Made By Home Buyers

=02 /

Consequence: Losing Your Home

Repossessions increased by 64% in 2006 alone! — A staggering statistic. The reason? Not
protecting the mortgage payments against unforseen circumstances such as Death, Critical
lllness, Unemployment or Accident.

In all honesty this is without doubt the biggest and most commonly made mistake by
purchasers, with consequences far more devastating than any of the previous mistakes.

So far in following this guide you'll avoid making mistakes in buying your home, but now we
come to looking at how to make sure you keep your home — in other words protecting your
mortgage. What do | mean?

The biggest mistake made by home buyers is not having any form of protection on their
mortgage. And the evidence for this is that the number of people who lost their homes last
year due to not being able to keep up with their mortgage payments rose by two thirds.

There was a change in circumstances that the buyers didn’t foresee when they took out their
mortgage which subsequently left them incapable of maintaining their mortgage payments.

| have seen homes where whole families have been evicted because one of the borrowers had
fallen ill, or been made unemployed, or suffered an accident hence couldn’t work any
longer or died leaving a strain on the surviving borrower.

As a result this has brought total chaos to the family, with many ending up losing the very home
that they worked so hard to buy.

Question, why have these people allowed themselves to be in the predicament of eviction?
Because they may not have been advised to take out mortgage protection at the beginning, or
perhaps they didn't think this would happen to them thus didn’t feel they needed protection.

Any good mortgage broker should advise you about mortgage protection, how they work,
the benefits, costs etc. So in choosing a mortgage broker raise the issue of protection to make
sure that he/she is fully conversant with all the various products out there and able to advise
you accordingly.

Now how do you prevent yourself from making the same mistake and ending up in the same
predicament? Simple, alongside obtaining your mortgage also put some insurances and
mortgage protection in place to cover you in case things go wrong. I'll cover the various
insurances available and what you should have for which situation.

The whole idea behind mortgage protection just like any other type of insurance is to safeguard

you against unforeseen events occurring rendering you incapable of meeting your ongoing
mortgage payments.
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Reasons Why People Fall Behind On Their Mortgage Payments & Protection Available

1.

Unemployment - this is one of the biggest reasons why people fall behind in their
mortgage payments. Depending on your occupation redundancy may not be
something that concerns you e.g. a medical doctor, a teacher, fireman, policeman,
nurse and a few other very highly demanded jobs. But for most professions
redundancy is something that does happen. Companies outsource, downsize,
restructure etc often unexpectedly as the news constantly shows.

So | would strongly recommend that you cover yourself against unemployment. Ask
yourself how would you meet your mortgage payments if you were suddenly made
unemployed? What provisions do you have in place? It's no good just relying on
savings to get you through because this will be used up quicker than you think. So it
would be wise to put unemployment cover in place so that your monthly
mortgage payments are still made if you are made redundant.

Accident/Sickness — Let’s say you were unable to work not due to redundancy but
due to an accident or sickness. E.g. you have a car crash leaving you permanently
disabled, or you seriously injure your back unexpectedly one day. In both of these
situations you would probably be unable to work, hence you need to ask yourself the
question how would you make your mortgage payments and associated expenses?

What provisions do you have in place to protect you in case that happens? What if
you are never able to go back to work, or have to take a very long time off? As you can
see, it would be prudent to protect yourself against this happening. Check what sick
benefit you are entitle to at work e.g. you may have full pay for 6 months and then half
pay for 6 months and no pay after that etc.

Make sure that any protection you put in place takes into consideration what
your sickness entitlement is. The only danger here is that if you change employers
then your new sickness entitlement may be completely different from your previous
one, leaving you with the possibility of being under insured. But your broker will be
able to advise you on this.

Death — When taking out a joint mortgage each borrower is responsible for the entire
mortgage debt. What this means is that as long as both of you are alive then you
share the burden of the mortgage together. But if one of you passes away then the
entire mortgage is passed on to the surviving person.

Lenders won't expect you to only meet half of the commitment because now one
borrower has died and only one remains, they will expect you to meet the whole
commitment regardless. Obviously this can leave you overstretched at a critical time
because where prior there were two incomes now there is only one. As a result
you could start falling behind on the mortgage payments and lenders being
unsympathetic to your bereavement would eventually evict you out of your home. |
have seen this happen countless times so please whatever you do make sure you
take out life cover.
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The sad thing is that in most cases it is the breadwinner who dies but the very family
that they worked hard to provide for ends up evicted. How does life cover work? By
clearing your mortgage off completely if one of you dies.

This means that at a time when you would be grieving, and coming to terms with your
bereavement, then your mortgage is paid off entirely by the insurance company leaving
you without the extra stress of a mortgage hanging over your head.

Again you need to ask yourself the question, if one of you passed away, how would the
surviving person be able to meet the mortgage payments? You may have family
support to help with your mortgage payments at that time which is great but how long
for?

You may sell your home and buy a smaller property, but what if one of you passes
away early on into the mortgage, the surviving half will still need a mortgage in order
to have a home. So the only guaranteed way of covering yourself is by putting life
cover in place.

A colleague of mine arranged a mortgage and life cover with it for a lovely couple
buying a property. 9 months later the husband unfortunately died in a car accident. The
couple’s mortgage was paid off completely and at a time when the wife was distraught.
So while she went about making funeral arrangements she at least didn't have the
added burden of a mortgage over her head. My colleague attended the funeral at
which the wife personally thanked him for having advised them to take out life cover.

. Critical lliness

e 1.in 3 people will suffer from cancer at some point in their lives

e 230,000 people suffer a heart attack every year
(British Medical Association)

The point to draw from here is that any one of us could suffer from a critical illness at
some point — whether heart attack, stroke, cancer or other illnesses. A lot of this is
hereditary but also a lot of it isn’t.

We all know people who have died from a heart attack or suffered a stroke that left
them partially paralysed, or been diagnosed with cancer unexpectedly and have to
face painful treatment.

How do you determine whether you need protection against Critical lllness or not? Ask
yourself the question if you were diagnosed with a critical illness which meant you
could no longer work, or had to take time off work to undergo intensive treatment how
would you keep up with your mortgage payments?

Most people would struggle. If that’s the case then make sure that you take out Critical
llness Cover. This will protect you in the event of you being diagnosed with a
critical illness, and if it ever happens then your mortgage will be cleared
completely — similar to life cover. So if you are diagnosed with say cancer then the
insurance company will clear your mortgage completely, freeing you from the stress
of having a mortgage at a time when you may be preoccupied with coming to terms
with your illness/condition or embarking on intensive treatment.
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| recommend that everyone who takes out a mortgage takes out critical iliness cover as
a minimum but especially if you are joint borrowers, or a family because if one of
you (and it's normally the bread winner) suffers from a critical illness it will leave a
massive strain on the other party.

Budgeting For The Insurance Premiums

So those are the various insurances you can take out with your mortgage and the eventualities
that they protect you against. Which do | recommend you take out? All of them to be honest
because each one does a different job.

But you need to also make sure that the monthly premiums will fit within your budget.
This is another reason why you need to do a budget assessment early on so that you can
decide how much you'd be comfortable with spending on your mortgage and protection each
month.

The amount you have left over from your budget once you've taken away your monthly
mortgage is what you can commit to your monthly insurance premiums. E.g. Let’s say your
monthly budget is £800, and your mortgage comes to £700, you then know that you could
commit the remaining £100 towards your protection premiums and probably be able to get
cover for everything.

If your budget is a lot less than this then recalculate accordingly, and if your budget only allows
for your mortgage payments then look at ways of stretching your budget a bit so that you can at
least get Critical lliness Cover even if you can’t afford the others. In short whatever you do
make sure that you take out some mortgage protection, don’t leave yourself exposed and
risk becoming one of the statistics.

Your exact premiums will be determined by your age, medical history, lifestyle and other factors.
If you're a single applicant then take out Critical lliness cover, Unemployment cover and
Accident/lliness cover. If a family or a joint couple then | recommend you take out Critical
lllness cover with life cover included, Unemployment cover and Accident/lliness cover.

| remember a friend of mine bought his first home a few years ago and didn’t take out any
insurances because he decided he couldn’t afford them. His mortgage was for £200,000. The
irony is that he renewed his car insurance which cost him £30 a month but the car was only
worth £900! | found it insane that he was willing to pay £30 a month for a car worth £900 but
not a penny to protect his £200,000 home! Many people make this mistake - some to
detrimental consequences.

Mandatory Insurance

The only other insurance you need is building and contents insurance. Buildings insurance
is mandatory so you have to have this in place when buying your property full stop. Again get
your broker to get you quotes from quality insurance providers and then you can decide which
is the better one to go for. Contents insurance covers you in case of a burglary or burst
pipes or anything which causes internal damage to your property. Buildings insurance
protects you against external damage to your property e.g. collapsing, burning down etc.
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Caution

A word of caution regarding mortgage protection — don’t always go with the cheapest quote,
but check the small print to compare between insurance providers. Go with one of the big
players such as Legal & General, Norwich Union, Scottish Provident and avoid supermarket
insurances because their policies are often inferior.

You may save money on your insurance premium by going with a supermarket retailer but what
you will find is that they cover you less comprehensively than by going to one of the big players.
There will be more exclusions to claim, less illnesses covered under which you can claim in the
policies of supermarket insurance products which can be a nightmare should you need to make
a claim.

The last thing you want is to believe you're covered for something only to find out that you're
not. Therefore in my opinion, it's better to get quality cover for the extra peace of mind, and the
extra cost isn't really that much when you consider the benefits.

Final Thoughts

So that completes the 5 common mistakes made by home buyers when buying a property, |
hope you found this guide useful, please refer to it and if you have any questions then don’t
hesitate to contact me.

My hope is that having seen first hand the mistakes people have made when buying property, |
can help others not make the same mistakes and hence not have to visit many more
repossessed homes.

If you want to speak to a mortgage broker to get in depth advice specific to your
situation and circumstances then simply contact us and we would be delighted to assist
you. My team of brokers have the highest levels of integrity and professionalism and would be
more than happy to help you buy your home.

We will be able to advise you on all of your options including all the various types of
mortgages you can take, what your monthly payments will be, how much you'll be able to
borrow, how much deposit you'll need etc. We'll also advise you on all the mortgage
protections choices relevant to you.

We are customer care driven and genuinely care about every client we come into contact with,
so rest assured that you'll be in safe hands.

Until we speak, | wish you happy house hunting and a truly hassle free purchase.

Kindest regards

D Teheste
Isaac Tekeste
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