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Introduction

The following document will provide you with detailed information on the self-
employed 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-Employed Market

Dudley Building Society Criteria

Case Study

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

Learning objectives:

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

Self-employed mortgages

A self-employed mortgage refers to a loan for an applicant who controls their
own business, such as a Sole Trader, Partner or Shareholding Director (who holds
in excess of 25 per cent of the share capital) of a company.

The self-employed mortgage market is underserved. Historically, individuals that
fall within this employment category have found it hard to secure finance for a
mortgage. This is due to the perception that they are considered as a greater
credit risk than their employed counterparts because their income can often be
unpredictable.

Lenders in the Market
The market consists of banks, building societies and specialist lenders. Many
have altered their self-employed criteria offerings due to the Covid-19
pandemic, such as restricting maximum loan-to-values and/or offering smaller
loan amounts.

There are variations among self-employed lenders with regard to the minimum
length of time an applicant must have been self-employed in order for their
income to be considered. Some lenders will consider applicants who have only
held self-employed accounts for 12 months, while others require applicants to
have been in self-employment for a longer time period e.g. 24 months.

In terms of affordability relating to a Director, most lenders can potentially
accept salary and dividends as the primary source of income. For Sole Traders
and Partnerships, the majority of market lenders can accept net profits during
the underwriting assessment. This is calculated by deducting business expenses
from the total income.

Generally most lenders require self-employed mortgage applicants to provide
their annual accounts or accountants certificates which have been prepared by
a suitably qualified Chartered or Certified accountant. There are a small number
of lenders, however, who will consider annual accounts from an accountant that
is not Chartered or Certified.
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Section 1

Drivers

Over the last decade, growth in the number of UK self-employed individuals has
led to increased demand for self-employed mortgages. According to the ONS
Labour Force Survey, the overall self-employed sector stood at 4.53 million
people as at November 2020.

Research released by Mettle and YouGov in February 2021, which surveyed 2,194
self-employed workers, highlighted that 57 per cent of participants stated that
the main driver behind self-employment is the flexibility and freedom it provides.
Respondents also cited a desire for a better work/life balance as a key
motivation, with 38 per cent of those surveyed stating this as an important driver.

Consumer demand
Amid the increase in demand for self-
employed mortgages, data released by
Knowledge Bank outlined that ‘self-
employed – 1 year’s accounts’ was in
the top five most searched residential
criteria by mortgage intermediaries
during October 2020.

This is consistent with the most
searched residential criteria by
mortgage intermediaries on Criteria
Hub. Data taken from 1st November
2020 to 31st January 2021 highlighted
that 'latest years self employed figures
for affordability' and 'minimum length of
time self-employed (months)’ were in
the top ten most searched residential
criteria by mortgage intermediaries.

Research released by Mettle and
YouGov in February 2021 estimated that
the self-employed segment will
contribute £125 billion in turnover to the
UK’s economic recovery in 2021.

Schemes
In November 2020 the UK
Government announced that the
Self-Employment Income Support
Scheme (SEISS) had been
extended which would allow self-
employed individuals to apply for a
grant (covering 80 per cent of 3
months average monthly trading)
initially until January 2021. In
December 2020 the UK
Government confirmed that the
grant had been extended further to
allow self-employed individuals to
claim from February 2021 to April
2021.
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Section 2

Dudley Building Society Criteria

For self-employed applicants, Dudley Building Society will require the last 3
months business and personal bank statements and normally requires the last 3
years’ trading accounts.

The Society can consider prospective self-employed mortgage applicants, for its
core product range, who have a minimum of 2 years trading history. 

For applicants who have a minimum of one year’s trading accounts, the Society
can offer a specialist self-employed mortgage product which is available up to
a maximum of 75 per cent loan-to-value.
 
For a Director who owns more than 25 per cent of a limited company, the Society
will use Director's annual salary plus their share of regular dividends. This is
based on an examination of dividends paid in the last 3 years.
 
For sole traders, if profit has increased by more than 25 per cent in the last 12
months, an average of the last 3 years’ net profit will ordinarily be used. Where
there has been less than a 25 per cent increase in profits during the last year,
income from the previous year will be used during the underwriting assessment.

4



The Society considered a case for a couple looking to remortgage, borrowing an
amount of £272,725 at a loan-to-value of 59 per cent. The applicants wanted to
refinance their existing interest-only mortgage after the original term had ended. 

The male applicant had been self-employed as a quantity surveyor since 2018
and his partner had received a salaried income from this business during the
same period. This was because she assisted him in his self-employed activities. 

Income for our male applicant was easily evidenced by a combination of his last
3 years' trading accounts and pension income. His partner also provided
adequate information surrounding her own income which demonstrated that
they comfortably passed affordability.

Section 3

Case Study
Self-employed remortgage
Joint applicants
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Section 4

Questions

1.  What is a self-employed mortgage?
 
2. Historically, why have self-employed individuals found it hard to secure finance
for a mortgage?

3. Which lender types operate within the self-employed mortgage market?

4. Generally, what do most lenders require self-employed mortgage applicants to
provide?

5. According to ONS data, how many people were in the self-employed sector as
at November 2020?

6. According to research released by Mettle and YouGov in February 2021, what is
the main driver behind self-employment?

7. According to data taken from Criteria Hub between 1st November 2020 to 31st
January 2021, which self-employed criteria were in the top ten most searched
residential criteria by mortgage intermediaries?

8. What is the minimum amount of years that Dudley Building Society requires
self-employed mortgage applicants to be trading for in order to access its core
product range?

9. What will Dudley Building Society use to assess affordability for a Director who
owns more than 25 per cent of a limited company?

10. For sole traders, what will Dudley Building Society use to assess affordability if
profit has increased by more than 25 per cent in the last 12 months?
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Answers

1. A loan for an applicant who controls their own business, such as a Sole Trader,
Partner or Shareholding Director (who holds in excess of 25 per cent of the share
capital) of a company.

2. Due to the perception that they are considered as a greater credit risk than their
employed counterparts because their income can often be unpredictable.

3. Banks, building societies and specialist lenders

4. Annual accounts or accountants certificates which have been prepared by a
suitably qualified Chartered or Certified accountant

5. 4.53 million

6. The flexibility and freedom it provides

7. Latest years self employed figures for affordability and minimum length of time
self-employed (months)

8. Minimum of 2 years trading history

9. The Directors salary plus their share of regular dividends. This is based on an
examination of dividends paid in the last 3 years

10. An average of the last 3 years’ net profit will ordinarily be used
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