Welcome to Mortgage Watch

| hope you find the information in this issue useful
and informative. Please feel free to pass this news-
letter to family or friends.

Regards,
Navjeet Matta
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The new National Consumer
Credit Protection Amendment
Act aimed to put a stop to risky
lending.
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Consolidating your debt can
help make your finances more
manageable.
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Run your own show, choose your own loan

Australia’s growing army of self-employed workers enjoy
a healthy selection of home loan options.

In a recent survey of Australian workers?, one in five
respondents described themselves as “self-employed”,
while almost half the remaining participants expressed a
desire to run their own show.

Given the popularity of self-employment, it’s little wonder
that many lenders have developed loan choices specifically
pitched at this end of the market. However running your

own business doesn’t necessarily mean you won’t be eligible
for a traditional loan, and it’s worth being aware of the
options available.

Full doc versus low doc

“Full doc” loans typically require clear proof of income, and
for employees on a wage or salary, recent pay slips or an
employment contract normally provide adequate evidence.

For self-employed workers the requirements are less clear
cut, and there can be significant differences in the paperwork
demanded by various lenders.

You may be asked to supply several years of professionally
prepared personal or company tax returns. Lenders may
also want to see recent accounting records including an up
to date profit and loss statement and balance sheet as well
as your Australian Business Number (ABN) and, where
applicable, registration for Goods and Services Tax (GST) to
confirm that you’re running a business.

Many small business operators are time poor, and may be
unable to produce current year financials or recent tax
returns. Even where the paperwork is available, certain items
of income such as one-off capital gains may not fit the criteria
of ongoing income. In these instances, a “low doc” loan may
offer a handy alternative.

* Source: Kelly Services Media release: Economic downturn creates a new wave of self-employed. 6 May 2010



These loans work in much the same
way as a standard full doc mortgage in
terms of repayments and features. The
same variety of fixed rate, package or
line of credit options available with
standard mortgages can also be found
in the low doc environment. It’s the
proof of income that differentiates low
doc loans.

Here too, the specific documentation
will vary across lenders, but as the
name suggests, low doc loans gener-
ally require less paperwork. You may be
asked to provide 12 months of BAS
statements or a statement of assets
and liabilities. Alternately a lender may
want to discuss your circumstances
with your accountant. Most low doc
lenders like to see that you’ve been
working for yourself for one or two
years and an ABN will verify that you
are indeed operating a business.

Whatever proof of income is required, it
is important that your stated income is
reasonably accurate. In the past the
Australian Tax Office has commenced
audit proceedings against some low
doc borrowers who stated a particular
income for tax purposes, and a very
different (often far higher) figure on loan
applications.

One of the pluses of using a full doc
loan is a lower interest rate. There is a
perception that working for yourself is
riskier than being an employee, and as
a result low doc loans often come with
higher rate and more costly upfront fees
than many full doc mortgages.

This rate gap has narrowed in recent
years, and after several years of regular
repayments some lenders will reduce
the rate payable on a low doc loan. It
means a self-employed home owner
could potentially be paying the same
rate as a salaried borrower just a few
years into the loan term. Conversely if
you find that self-employment is not for
you, many lenders will let you switch to
a standard loan further down the track,
though a fee may apply.

Another aspect that distinguishes full
doc loans from low doc mortgages is

the “loan to valuation ratio” (LVR). This
sets out the maximum amount you can
borrow, expressed as a percentage of
the property’s value.

LVRs in general have tightened as a
result of the global credit crunch but
many full doc loans still offer LVRs of
90% - in some cases even 95%, mean-
ing you may only require a deposit of
5% to secure the loan. By contrast, as
a low doc borrower, you may face an
LVR or 80% or even 60%.

With both types of loans it may be
possible to exceed the LVR if you're
prepared to pay lenders mortgage
insurance (LMI). Many lenders let bor-
rowers capitalise the LMI premium (add
it the loan principal), and while this
makes it easier to foot the bill, it can
add to the loan’s long term interest
expense.
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Canstar Cannex says that over the last
nine months, five lenders have pulled
out of the low doc market. That said
many of our largest lenders still offer
low doc loans.

The credit crunch has also impacted
the availability of ‘no doc’ loans, which
call for aimost no financials at all though
at the cost of a far higher interest rate.
Watson points out, “Of the 25 lenders
on our database that offer low doc
loans, none provide no doc loans”,
however these loans can still be found
among specialist lenders.

It's possible that further change may lie
around the corner. Responsible lending
laws will apply to non-bank lenders

from July 2010 and to banks from mid-
2011, which put the onus on lenders to

Home loans are typically one of the cheapest forms of credit available,
so it can make good financial sense to use part of the funds provided by

a mortgage for business purposes.

Some, though not all, low doc lenders permit this. However even where
they do, it’s worth thinking very carefully about using money secured by

your home as capital for your venture.

If the business fails you could lose the roof over your head as well as

your livelihood.

The bottom line is that self-employed
home buyers have the option of using a
low doc loan but it’s worth being quite
certain that you can meet the extra
cost. It also highlights the importance of
shopping around to compare rates,
charges and loan features. It’s an area
where a mortgage broker can make a
significant difference as many self-
employed workers simply don’t have
the time to make these must-do com-
parisons.

Part of the fallout of the global credit
squeeze has been a decline in the
number of lenders offering low doc
loans. In September 2009 around 109
loans were offered through 30 lenders?.
Mitchell Watson, financial analyst with

2 Source: Cannex Low Doc Loan Star Rating Report September 2009

ensure borrowers don’t overextend
themselves.

Watson explains, “Lenders will need to
ensure they are making adequate
enquiries into a person’s ability to
service a loan. As a result, low doc
borrowers may be required to provide
further documentation”.

That may be the case but as Austra-
lians continue to pursue the dream of
being their own boss, lenders will con-
tinue to offer choices that meet the
needs of the self-employed. Whatever
type of loan you opt for, the key is to
choose your home wisely, paying fair
market value for a property that will
offer future capital growth. Be careful
too not to over-commit yourself. ®



Don’t be surprised if your lender
soon starts asking you a lot more
questions about your financial
situation before approving a new
loan. On July 1 this year the new
National Consumer Credit
Protection Amendment Act 2010
will become law, and it has many
repercussions for borrowers and
lenders alike.

The new laws are designed to make
borrowing safer by tightening up
regulations for lenders and implement-
ing new safeguards and remedies for
borrowers. It brings various State laws
under national legislation, with
investigation and enforcement powers
handed to the Australian Securities and
Investments Commission (ASIC).

The most noticeable impact for home
loan seekers will be the introduction
of new responsible lending require-
ments. These mean that lenders must
ensure they do not provide products
and services that are unsuited to the
borrower’s needs, and places
increased emphasis on ensuring that
the consumer actually has the capacity
to repay the loan. Hence lenders are
obliged to ask questions about your
requirements and objectives in taking
out a loan.

Under the old rules a borrower was
required to make a declaration of their
financial capacity before being given
credit, but this will no longer be
sufficient. Lenders will now be required
to make inquiries about your financial

situation, such as your
income and expenses,
and take ‘reasonable

. steps’ to verify this
information. This may
include asking to see a
recent payroll slip for a
PAYG employee or a
tax return if you are self
-employed.

They may also ask
additional questions
about the length of
time for which credit
is required, and whether the borrower
understands the costs and additional
risks of any extra features and flexible
options that come with the credit
arrangement.

That potentially means more paper-
work and hurdles to be cleared for
borrowers, but may prevent some
from getting in over their heads.

According to Katherine Forrest, a
partner with the law firm Mallesons
Stephen Jacques, the burden is on the
broker or the lender to make sure they
have asked those questions.

Many of the changes are intended to
stamp out high-risk lending, where
loans are given to risky credit
candidates without requiring
adequate proof that they can pay.

“It is going to be hard to see how a
credit provider could possibly offer
those sorts of loans going forward,”
Forrest says. “It will be a much more
regulated industry, but in terms of
what all the intermediaries can do
and how their business affairs are
managed.”

Many of the provisions from the old
legislation, such as disclosure of the
fees and interest that can be charged,
remain the same.

Phillip Kong, an associate lawyer
with Norton Rose, says that brokers
will also now be required to conduct
a preliminary assessment of an
applicant’s suitability for a loan.

And from 1 January 2011 the Act’s
responsible lending obligations mean
that lenders will also have to make
those assessments available to the
borrower and provide prospective
borrowers with a credit guide.

The Act also expands consumer
protection through new legal remedies
and penalties for misconduct, with
responsibility for investigation and
prosecution now handled nationally by
ASIC. This removes any possible
inconsistencies that may have arisen
between States.

“Under the new law ASIC has

more powers than the previous State
authorities,” Kong says. “For example,
ASIC can take class action on behalf
of customers, so that may benefit
customers if lenders breach the
national credit code.”

The new laws will apply to brokers and
some lenders from July 1 this year, and
come into effect for all banks, credit
unions and other registered financial
corporations on 1 January 2011.

Anyone involved in credit activities will
have to be registered with ASIC by
June 30 and apply for a credit licence
before December 30. Alternatively,
they need to become a credit
representatives of a licensee. They
are also required to have joined an
authorised dispute resolution scheme.

Forrest says further changes may come
about as a result of the new Australian
Consumer Law that introduces the
concept of unfair contracts, which
comes into effect at the end of the year.
She says this may lead some credit
providers to look at their home loan
contracts and make changes to ensure
they are also viewed as being fair. B
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Debt Consolidation

With personal debt levels running at record levels,
many Australians are seeking smart ways to reduce
their repayments and total debt burden.

With credit card rates averaging around 18 percent,
and home loans now sitting at about a third of that,
there are benefits in rolling your personal debts into
your mortgage repayments. But there are some
traps to look out for.

The General Manager for Retail Banking at

St George, Andrew Moore, says that just as with
any loan, an agreement to refinance will always be
based on whether the customer can afford to make
the repayments on the total amount.

The new level of debt also has to be realistic in
comparison with the current property value.

“This can yield them some fairly significant benefits,”
Moore says. “On a weighted basis, the interest rate that
they are going to be paying will be lower than the weighted
rate if you had a mortgage and various credit cards and
personal loans.”

Financial advisor Scott Pape says the obvious

disadvantage of consolidation is that it increases the size of
your mortgage, and hence the size of your repayments, over
a long period. “And | don’t think people would do it for a
couple of thousand dollar credit card debt, because there are
fees and charges that get added on,” Pape also warns.

One way around this is to take a mortgage that has a redraw
facility, but this can still lead to paying the debt at a lower

interest rate but over a longer period. The borrower may
also be liable to pay lender’s mortgage insurance due to
the reduced equity level in the property.

The trick with any type of debt consolidation is to ensure that
you don’t get in the same position in the future.

The secretary of the Financial Counsellors Association, Lyn
Brailey, says the first step before refinancing should be to
create a budget to ensure you are not living beyond your
means. “You have to be really strict to ensure that it’s going
to be beneficial to you,” Brailey cautions.

Your local broker can sit down with you and discuss the pros
and cons of debt consolidation to help you decide if it would
benefit you.

If you are interested in reviewing your finances please do not hesitate to give me a call or drop me a

line at the address below.

kind regards,
Navjeet Matta

G/IN

HOME LOANS
Saving You, Right Through

P:02 9676 3417
E:nsmatta@gainhomeloans.com.au

Gain Home Loans
Navjeet Matta

M:0412 452 429

Information included in our newsletters is for general information purposes only and must not be considered financial advice. You should seek independent profes-
sional advice in relation to financial, taxation and legal matters relevant to your individual circumstances.



