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Introduction

The following document will provide you with detailed information on the self-
build mortgage market, as well as information on how this ties into Dudley
Building Society's lending criteria. The written text should take approximately 15
minutes to read. 

Once you have finished reading the text, you can complete a series of quiz
questions. There are 10 questions to complete. Once finished, you can find the
answers on page 7 of this document.

Section 1

Section 2

Section 3

The Self-Build Market

Dudley Building Society Criteria

Case Studies

To understand the main drivers behind consumer demand in the self-build
market and which type of lenders operate within it
To understand Dudley Building Society's key criteria in relation to self-build
lending

Learning objectives:

The written content has been divided into three sections:
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Section 1

Custom and Self-Build

Custom and self-build housebuilding refers to the construction of a bespoke
property by the individual who owns it. This type of housebuilding covers a broad
range of projects, including where individuals directly manage the design and
construction of their home from start to finish, to projects where they employ a
builder to build the home for them. In both cases, they decide on the key design
and layout features of their property. According to the Ministry of Housing,
Communities and Local Government, the number of self-build homes has
increased by 50 per cent to 15,000 in the last two years.

Lenders in the Market
The self-build mortgage market is niche.
Lenders operating within it consist of
building societies and specialist lenders.
According to mortgage sourcing system
IRESS, product rates range from 2.59 per
cent to 5.99 per cent and borrowers can
choose from a range of fixed,
discounted, variable and tracker
products. Maximum loan-to-values vary
from 60 per cent to 85 per cent of the
land value, while completed valuation
loan-to-values range from 65 per cent
to 85 per cent. 

Lenders offer both flexible and set stage
payment schedules for self-build
mortgages. Borrowers can also choose
between lenders that make stage
payments in advance of work being
completed or those that release
payments in arrears. A variety of lenders
permit interest-only repayment during
the duration of the build which assists
the borrower to minimise costs
throughout the various stages of
construction.

Drivers
The self-build sector is closely
linked to energy efficiency, with one
of the main drivers being the
capability to build greener homes
and add the latest home and
sustainable technology measures
at the design stage. Affordability is
also a key incentive, with self-builds
perceived by many as a way of
getting more for their budget, such
as the ability to undertake some of
the work themselves to reduce
labour costs. This type of
housebuilding is also an attractive
proposition for individuals as it
allows them to have an input into
the size and design of their home.
Self-builders can also take
advantage of the government's
temporary stamp duty tax
incentive, which is only required to
be paid on the land itself if this
surpasses £500,000 for properties
in England until 31 March 2021.
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Section 1

Consumer Demand

The National Custom & Self Build Association (NaCSBA) conducted its self-build
survey in October 2020, which aimed to analyse current consumer demand in
the market. The findings were striking, as most respondents (83 per cent) had
not heard of the self-build registers that local authorities must hold as a source
of evidence of the people who would like to self-build. Only 1 per cent of
respondents had joined a self-build register. Assessing consumer demand by
age demographic, 48 per cent of respondents aged between 18-24 years were
interested in building their own home, compared to just 18 per cent of people
aged 55 or older. This indicates that the younger generation is viewing self-build
as an appealing route to home ownership, which contrasts with traditional self-
builders who were perceived to be of older age with sufficient equity in their
property. Finding the money to finance self-builds, including getting a mortgage,
was seen as the highest barrier to respondents with 6 in 10 (59 per cent)
outlining this as the greatest challenge to self-builders.

Legislation
Following the launch of the Self-build
and Custom Housebuilding Act in 2015,
as amended by the House and Planning
Act 2016, legislation is now in place
which requires local authorities in
England to keep a register of individuals
who seek to purchase plots of land in
order to undertake self-build projects.
These registers are also referred to as
the Right to Build. By 30 October each
year, local authorities are now required
to grant planning permission to
prospective self-builders listed on these
registers in line with demand.

Schemes
In November 2020, as part of
its Comprehensive Spending
Review, the government
announced it was launching a
£7.1bn National Home Building
Fund. The review included the
unveiling of a new Help to Build
scheme for custom and self-
builders, with £2.2bn allocated to
support the sector.
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Section 2

Dudley Building Society Criteria

Dudley Building Society will consider lending to customers who require self-build
mortgages, subject to a maximum loan-to-value of 75 per cent of the
completed valuation or 80 per cent of the land value. 

A flexible approach to stage releases can be exercised for each case, with
borrowers required to provide a schedule of works to detail the stages of the
build at which cash will be required. Modern methods of construction can also
be considered.

Interest-only is permitted during the duration of the build, however, affordability is
assessed on a capital and interest basis over the entire mortgage term. This
ensures that the mortgage is affordable for the borrower after completion of the
build. 

The Society offers an advanced payments option to prospective self-build
mortgage borrowers. In order to access this product, the Society will take a
charge over a second property for the value of the new loan. This charge will
then be removed upon completion of the build.
 
The Society will also exclude rental payments from affordability if the applicants
can evidence that the costs can be covered via savings. This helps to reduce
expenditure and increases applicant borrowing potential.
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The Society considered a case for a self-build purchase, borrowing an amount
of £525,000 with a loan-to-value of 75 per cent (based on the estimated final
value). The applicants wanted to repay on an interest-only basis during the
duration of the build, switching to capital and interest repayment on completion. 

The male applicant has been a self-employed dentist since 2011, while his wife
was employed on a full-time basis as a dental hygienist at the same practice. A
12-month timetable for completion of the project and planning permission
documents were provided, along with architects drawings and plans. 

Income for our male applicant was easily evidenced by the last 3 years of
accounts from his business. Their joint income had remained steady over this
period which demonstrated that they comfortably passed affordability and
should not encounter any difficulties with repayment.

Section 3

Case Study
Self-build purchase
Joint applicants
Self-employed dentist and employed dental hygienist
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Section 4

Questions

1.  What is closely linked to the self-build market?
 
2. Which lender types operate within the self-build sector?

3. What do the maximum loan-to-values of land value range from in the market?

4. What is the name of the government scheme, launched in November 2020,             
aimed to support self-builders?

5. What is the name of local authorities' self-build registers?

6. What is Dudley Building Society's maximum loan to value of the completed
valuation?

7. What is Dudley Building Society's maximum loan to value of the land value?

8. Can Dudley Building Society consider Modern Methods of Construction?

9. What repayment type is permitted during the duration of the build within Dudley
Building Society's self-build criteria?

10. Does Dudley Building Society offer an advanced stage payments product?
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Answers

1.  Energy Efficiency

2. Building societies and specialist lenders

3. 60 per cent - 85 per cent

4. Help to Build

5. Right to Build

6. 75 per cent

7. 80 per cent

8. Yes

9. Interest-only

10. Yes
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