
Louise: Welcome to this week's Flash Friday Finance Update. I'm here with the lovely Penny
Morton, who is part of our expert broking team. Penny and I have a couple of things we thought
we should discuss and share some insights with you that might help people in deciding about
finance and what to do.

Louise: So, the big news which, of course, it's a lean month when we're all locked down still in
Melbourne, very lean on the news front. So, after raising the servicing from 2.5 to 3%, it was huge
news! Everyone was suddenly scared about their ability to obtain finance. So, Penny, what are
your thoughts on this?

Penny: We've definitely received a lot of theories about this, this week, and what it means is that
APRA are requiring the banks to have a minimum buffer of servicing of 3% over the actual
interest rate. And that's to protect the borrowers, if the interest rates were to increase, it's just to
make sure that they can still comfortably service their loan.

Louise: Yes, I think what people don't realize often is how banks actually are testing you already
way above what you're paying. And so, there's already a big margin for capacity there but you
might not realize that although you think, can I really afford it if rates go up, but you've already
been tested at a much higher rate anyway so, it seems funny to me that people are actually even
concerned about this but it's news because there isn't anything really newsworthy out there
because nothing's happening in Melbourne, and it wasn't in Sydney when this was announced,
either. Tell us what impact do you see happening? Who might it affect most?

Penny: I think it will impact mostly the people that have multiple properties. So they are relying
on things like rental income towards their servicing, it might impact them, but it will definitely
impact people that have interest-only loans. So another thing the banks do when they're looking
at servicing  an  interest-only  loan  is   they   actually   only   service  the debt for the principal and
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interest period. So if you have a 30-year loan term with five years interest only the bank wants to
make sure that you can repay that loan over a 25-year interest period.

Louise: Yeah. Brilliant. And so actually they're testing you quite hard against those properties and
that servicing. So one way to actually make it easier for yourself is to pay principal and interest
over a 30-year term so it actually gives you longer to repay, reducing the amount you have to pay
each month over the longer period. And some people will say to us, oh you know I can't afford it
if it's not interest-only. Well if you can't afford it, then maybe you shouldn't be in it, that's the
case. You need to have a route out of these properties.

Louise: And if you're in that sort of stress already, please talk to us. We might be able to help you,
help you sell something, help you reorganize or restructure, so don't ever do finance alone, it's
just not worth, never worth the grief.

Louise: But I know that most people, first home buyers, and first-time investors are not going to
have a problem with the servicing because really it only went down to 2.5, what seems like a very
short time ago - didn’t it Penny? It was earlier this year.

Penny: Yeah, it wasn't long ago.

Louise: And that's why it's really hilarious that they were carrying on about, oh you know they're
removing the 2.5. It's like it's been there for 15 years. It had been there really for only five
minutes. We've always had you tested at a higher level so don't stress too much, people, it will be
fine. And the other news this week, let's chat about that Penny, was the new Victorian
government scheme. Hallelujah! How bad is that when the government starts interfering in
property markets and what do you think of this game. Tell us more.

Penny: Sure, the State Government in Victoria announced that they were releasing a scheme,
which allows people to buy a property with a 5% deposit, which the government will actually own
25% of that property, so you'll own 75%.

Louise: So the government is actually buying the property with you and taking a percentage of
ownership so they actually are on the title. They own some of your property. So what are the
pros and cons around that?
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Penny: I mean the pros are that you require a very small deposit to purchase the property, but in
my research and understanding of the program, that's pretty much the only pro that I can say
from it. I think the negatives outweigh the pros and the reason being the government continually
owns 25% of your property value. So it's not a hard and fast 25% at the time you purchase it at a
fixed price, it (the Government-owned portion) actually increases as your property value
increases. So if you were to purchase a property for $400,000 now, it means the government's
share will be $100,000 ownership. If that property value increased to 500,000, their share would
increase to $125,000. So, it may sound great to get into the property at the time but the longer
that it goes, the more the property increases, the greater the government share in your property
becomes.

Louise: And the problem is then how do you get out of it? You've got to be able to save and pay it
back in 5% tranches, which is the big problem most people find it really difficult to save. And then
any increase you've got in value in the property, they're getting an extra share as well so it makes
it harder for you to get them off your property as well. And one of the drawbacks is they do an
annual review of you as well.

Penny: They do, yes. So there's maximum income restrictions. So an individual can't earn more
than $125,000 a year and a household can't earn more than $200,000. So they're going to be
looking at that for you. They're gonna be doing an annual valuation on your property as well just
to know exactly what their equity share looks like. There's a lot of red tape, and honestly, I feel
there are a lot more options out there now for people.

Louise: Let's talk about those. So there are a lot of better options that we can think of. So one of
the first ones is if you've got more than 5%, well, if you only have 5%, then you can look at the
First Home Buyers Deposit Scheme, which is the federal government scheme where they don't
own your property. They're just paying your Lenders Mortgage Insurance (LMI). What do you
think about that one?

Penny: We have had so much success with this scheme. We've helped so many people purchase
through that and we've got a great one at the moment where the property value has increased
so much in the past 12 months that he's now looking at buying an investment property. So I think
that that's a great option and that's helping a lot of first home buyers get into the market. And
there are other options out there as well. There's the single parent scheme so if you're a single
parent, the government will help you, with a low deposit,  get into a property as well. But another 
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one that people might not be aware of is if you do have
just short of the 20% deposit to avoid mortgage
insurance, that's okay. There are banks out there that
we'll do 85% of the property value with no mortgage
insurance.

Louise: Particularly for first home buyers as banks are
really keen on them. And the reason is first home
buyers rarely default on their loans. That's why. First
home buyers are in because they want their property
and they want to stay there so naturally, they're going
to do everything they can to pay it down. No LMI, no
Lenders Mortgage Insurance free up to 85%. So a
fabulous deal that quite a few lenders are offering now
because they realize it's relatively low risk.

Penny: Yeah, it is low risk. 20% equity in a property is still a lot of equity, really. Another one that
a lot of banks do is industry professional packages where they waive mortgage insurance up to
90% loan to value ratio for people who are like accountants or lawyers and people in medical
professions as well. So, there are so many options out there and we might be able to help them
in any other way.

Louise: And the other option is actually paying Lenders Mortgage Insurance, where at least you
own --- listen, can you hear all the reno that's going on around my place at the moment? All the
neighbors are renovating. It's a very noisy area. But, we were just talking about -- paying LMI is
not the end of the world actually, is it?

Penny: No it's not. So, mortgage insurance is a threshold payment as well. I think you might be
surprised to see that it's not as big as it was originally five or 10 years ago. So if you're only
borrowing 90% of the property value, it might only be $8,000 or $9,000 of mortgage insurance,
just depending on the loan amount.

Louise: And of course then when you get the growth, you get the benefit of it too and if you
manage to make your property grow within 12 months you can actually pay that off, get a refund
possibly on your Lenders Mortgage Insurance if your property's grown.

Penny: It's definitely worth asking.

Louise: Anyway, I think it's because it's too noisy we'd better call it a day. But thanks Penny, it's
always great to chat. As always, if anyone needs any help, make sure you just contact us on the
button below. Have a great weekend everyone! Bye!
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