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YOUR MORTGAGE BROKER

Mortgage brokers play a vital role in the home loan
market. They provide an efficient and cost-effective
service, assisting you in researching, organising and
negotiating a loan that will best suit your lifestyle
and financial situation.

A mortgage broker’s role is to act as an intermediary
between the lenders and borrowers, to help you
save money, figure out a suitable loan structure and
secure you the best deal.

TOOLS AVAILABLE TO MORTGAGE BROKERS

The variability of interest rates, products and fees
across loan products, along with a large number of
lenders in the market highlights the complexity of
the loan process. Good brokers use loan-tracking
software as a means to electronically keep tabs

on the latest data and access the different loan
products on offer as they are subject to change.

Mortgage brokers also have access to information
relating to the property market. Whether you’re
selling or buying, it's important to understand the
worth of a property, as well as the current trends in
the property market. By using a mortgage broker,
they can give you access to this kind of information.

SERVICE FOR NO CHARGE

The services of a mortgage broker when advising

on residential loans should be free of charge. Their
entire service which should include: advising and
giving you information on loan products, negotiating
the loan on your behalf, and managing your
paperwork through to settlement, should be provided
at no charge to you.

QUALIFIED AND EXPERIENCED

You should check what qualifications and
experiences your broker has. They should be a
member of a professional mortgage association
such as the MFAA or FBAA, and a member of an
external dispute resolution scheme.

Good brokers should have the tools to assist in
your decision making, such as being able to show
you on computer software how different loans will
impact your financial situation, and access property
valuation data to help you in making your decision.

UNDERSTANDING YOUR SITUATION

The initial meeting should begin with your broker
familiarising themselves with your entire financial
situation, and your future plans. To assist the

broker in doing this, ensure that you have your key
documents with you when you visit them, as this
knowledge will help them find loan products that fit
your lifestyle, whilst ensuring that it provides you with
flexibility for any future changes.

MAKING BUYING YOUR NEW HOME EASY

Once your mortgage broker has a good
understanding of your current and future financial
situation, they can begin explaining the wide range
of loan options available from a host of different
lenders. They should be able to outline the various
loan products in plain English, as well as explaining
the loan process from application to close including
the documents required through the process.

In addition they will go through all associated costs,
disbursements, and fees of the loan application and
give you a written schedule. You can expect your
broker to negotiate with lenders to find your ideal fit,
while communicating with you throughout the loan
process in a timely manner. Through the application
process, they will follow up with the lender for you
from application through to approval. Even once

your loan is settled, good mortgage brokers are your
resource for questions, concerns and ongoing review.



HOME LOANS -
AN INTRODUCTION

As a buyer looking for a home loan, you have to
consider what suits you. There are a large variety
of home loan options supplied by different financial
institutions, which include non-bank lenders,
building societies, credit unions and local and
international banks.

A mortgage broker’s role is to act as an intermediary
between the lenders and borrowers, to help you
save money, figure out a suitable loan structure and
secure you your ideal solution.

TYPES OF HOME LOANS
FIXED RATE LOANS

Fixed rate loans allow you to fix your interest rates
and repayments for an agreed period of time and are
typically set for 1 to 5 years. At the end of the fixed
term period, the loan will typically revert to a variable
loan or you may choose to roll over for another fixed
term at the rates applicable at that point in time.

VARIABLE INTEREST RATE LOANS

A variable interest rate loan means the interest rate
charged by your lender may vary throughout the
life of the loan according to market conditions and
indicators such as the Reserve Bank of Australia’s
Cash Rate. In other words, the repayments
associated with the loan can also go up or down at
any time. Many variable loans now offer a wealth of
features such as an offset account or the ability to
make extra repayments and redraw funds.

The standard variable interest rate is a ‘benchmark
rate’, which is quoted by banks and lenders. These
rates are not what customers usually pay, as they are
typically only referenced rates.

Categories of variable interest rate loans are the
basic variable rate loans, which often feature lower
interest rates. These loans tend to have limited
features, although most will give you an option to
redraw at a fee.

SPLIT LOANS

Split loans allow your loan to comprise multiple
portions which can include a variable, a fixed or a line
of credit split, all within the one loan.

BUILDING & CONSTRUCTION LOANS

If you’re building a new home or planning major
renovations to your existing home, a construction
loan is generally the most appropriate funding option.
The major difference between a construction loan
and a standard home loan is that in the case of a
construction loan the loan is usually drawn down in
stages. Payments (or draw downs) coincide with the
initial purchase of the land followed by a number of
key construction stages.

This type of loan is ideal for building, as you only
pay interest on the amounts you have drawn down.
Before building starts, you will need to pay a deposit
to your builder and as work progresses you will need
to make payments to the builder. Construction loans
are generally structured for progress payments to

be made to the builder during the various stages of
construction.

HONEYMOON & INTRODUCTORY LOANS

Honeymoon and introductory loans offer you a
lower interest rate, discounted from the standard
variable rate at the beginning of your loan. They are
usually variable rate loans that only last for a short
‘introductory’ period of around 1 year although the
term can vary from 6 months to up to 3 years.

Sometimes these rates may be fixed or capped
during the agreed time period. Once this period of
time ends, the applicable interest rate will then revert
to a higher standard variable rate.



HOME LOANS - AN INTRODUCTION

LINE OF CREDITAND EQUITY LOANS

Line of credit or equity loans are loans which lenders
offer you a specific credit limit that is secured
against a registered mortgage over a residential
property. People access these loans for a number of
reasons including for renovations, investments or to
purchase other properties. Usually, minimum interest
repayments are necessary each month, with the
principal repayments not usually required. Interest is
only charged once the credit is drawn.

NON-CONFORMING LOANS

These home loans tend to be provided by specialist
lenders offering loans to borrowers who do not
meet the bank’s strict credit criteria for mainstream
lending. These include those with bad credit history,
loan defaults, new migrants with no credit history,
seasonal or casual workers.

In particular, there are low documentation or no
documentation loans tailored to people who are self-
employed or those who do not have evidence of a
consistent income or lack financial reports.

LOW DOCUMENTATION LOANS

In contrast to employees, self-employed or small
business borrowers do not have regular income
streams and may not be in a position to provide
current financial information as required by lenders.
Those without full documentation may find it more
suitable to access a ‘low doc’ loan. Documentation
required can typically include:

» Self-Declaration of Income

» Accountants Certified Letter

* 12 months of Business Activity Statements
* 3 months of Business Account statements

All prospective self-employed borrowers must have a
current ABN which is GST registered.

FEATURES OF LOW DOCUMENTATION
OR NON-CONFORMING LOANS

Commonly low-documentation and non-conforming
loans tend to have higher interest rates and this
rate of interest will be influenced by the lender’s risk

evaluation. The variation in interest rates can be up
to 2-4% higher than a traditional loan, and the exact
rates will be dependent on your loan assessment.

Most low-document and non-conforming loans
include aspects of both variable and fixed-rate loans.
Loan features offered to both home buyers and
residential property investors are now quite common.

BORROWING LIMITS

An important consideration is the LVR (Loan to-
Value Ratio) restriction placed on low-doc borrowers
by lenders. Typically the restriction is 80% which is
permitted with a requirement for Lender Mortgage
Insurance (LMI), or 60% if LMI is not obtained; with
LMI payable by the borrower.

Once a borrower is required to take out LMI they
will be subject to a series of credit assessments
upon which more supporting documentation may be
required.

HOME LOANS FOR SELF EMPLOYED

Depending on your financial situation and your home
loan needs, there are a multitude of competitive
home loan options for the self employed.

Assessment criteria for the self employed will depend
on the loan type, and be based upon the borrower’s
net asset base, business income, and also their
ability to repay their ongoing debts.

FULLDOCUMENTATION

If you're able to verify your income and assets
through the provision of financial and other related
documents, you may be eligible for a more cost
effective full documentation loan option. These
documents will help prove to lenders your ability to
repay your loan. Most of the documents listed below
should be easily accessible, especially with some
assistance from your accountant.

Documents that are typically required to verify your
income stream:

+ 2 years of financial statements

« 2 years of business and personal tax returns
* Loan statements

* Payslips & bank statements



ADVANTAGES & DISADVANTAGES OF LOAN TYPES

Loan Types

Variable rate

Advantages

If interest rates fall, your repayments generally
decrease.

Typically, extra repayments may be made
without penalty, and will lower your principal.
Extra repayments made may be accessed.

Basic variable loans may attract a lower
interest rate.

Disadvantages

If interest rates rise, your repayments generally
increase.

Basic variable loans tend to be less flexible

and offer less features than typical variable rate
loans.

Fixed rate

You can be assured that your repayments will
stay the same because your interest rates are
fixed for an agreed period of time.

Consistent repayments may allow for better
budgeting.

Loans are not as flexible with extra repayments
often limited or subject to fees.

Variability of interest rates makes it hard to
decide when to fix.

Termination of fixed rate contract can incur
break costs.

Honeymoon &

Tends to offer the lowest interest rates.

The introductory rates will increase to the

product available, enabling loans to be used
for various purposes.

Interest rates tend to be less than personal
loan rates as they are secured by a residential
property.

introductory «  Extra repayments made during this initial, standard variable rate after this initial period, so
fixed rate period may reduce the principal and repayments will rise.
also reduce interest repayments. *  There may be break costs.

Split loans »  Flexible loan type, allowing borrowers to fix *  The variable interest rate portion of the loan is
a portion of their loan type while still being still susceptible to interest rate rises. If interest
offered a range of options for repayment and rates rise, your variable repayments might also
interest security. increase.

Line of credit/equity «  Of all the loans, this is the most flexible »  Line of credit or equity loans are subject to

variable rates and will be vulnerable to interest
rate rises.

Low documentation

A simple income declaration form needs to be
completed.

Limited tax returns and financial reports
required.

Compared to a full document loan, the LVR
tends to be considerably lower (approx. 80%).

The rates of interest tend to be higher than
most full document loans.

HOME LOANS - FEATURES AND OPTIONS

To repay your mortgage at a quicker rate therefore reducing the amount of money you spend on a loan, you
need to choose the right home loan features and also secure a good interest rate. You will find that a more
flexible loan will mean a higher interest rate, which will increase your interest repayments. For example,
someone who chooses a variable loan with a variety of features including redraw against additional
payments or offsetting your savings will typically attract a higher interest rate than that of a basic loan.
However, if flexibility in a loan is what suits your financial situation, this type of loan will reap more benefits

for you.

X




ADVANTAGES & DISADVANTAGES OF LOAN TYPES

Offset accounts An offset account is an account or loan split that that is connected to your loan and reduces the interest on your
loan account. It is especially convenient for those with loans from financial institutions that they bank with, and those
who are paid on a monthly basis. For instance, if you have borrowed $500,000 and you have $50,000 in your offset
account, the interest charged will be on a sum of $450,000, even though your principal is $500,000.

Additional If you think you will have access to additional cash or income, you should ensure that your home loan has an
repayments additional repayments feature. This will allow you to use any extra cash to lower your principal which will also reduce
the interest paid. Most lenders will allow you to withdraw those extra payments through a redraw facility.

Loan portability A Portable loan means that you can transfer an existing loan to another property without refinancing, saving you
time and money on application and legal fees. However, portability does not permit you to change lenders.

Redraw facility Redraw facilities allow you to make extra repayments on your loan, and also to access these funds without any
explanations to your lender. However, some lenders charge a fee for every redraw and also sets a minimum amount.

Repayment holiday Repayment holidays are offered by some lenders, allowing you to take full or partial periods off your mortgage
repayments. This may reduce the pressure on borrowers whose finances are stretched through difficult
circumstances such as unemployment or maternity.

Direct salary crediting | Salary credit permits you to direct your salary into your home loan account, reducing the principal owed. As interest
is calculated daily, this salary credit will reduce the interest paid and is particularly useful for couples with second
salaries. It is also a convenient way to make your loan repayments.

Switching feature The switching feature permits you to switch from a variable rate to a fixed rate of interest, and will suit you if interest
rates are unstable.

Professional Professional packages are loan ‘bundles’ offering borrowers discounts on interest rates, ongoing fees, and reduced

packages application and establishment fees, subject to loan size.

Interest only loans Interest only loans tend to be short term loans ranging from one to five years and are often used by investors. On
these loans only the interest portion of the loan is repaid with the principal remaining unchanged during the ‘interest
only’ term.

Top up Aloan top up allows the borrower to increase the limit on their existing loan, without having to acquire additional

finance through other sources.

Construction loans During the construction phase of your property, certain features may not be available. For instance, the redraw
facility may be withdrawn whilst your payment frequency may change. However, at the completion of your property,
all features of the loan will come into effect.

Limited guarantor A limited guarantor loan or an equity guarantee loan is a loan that allows family members to assist you with your
loans loan, by guaranteeing a part of your loan. Family members ‘pledge’ to aid the borrower and will act as a guarantor
for your loan, providing extra security or by assisting with repayments.

Comparison rate Comparison rates help you identify the real cost of your loan, allowing you to make comparisons between loans
relatively easily. It differs from your loan interest as it takes into consideration other costs that you will have to pay
when you take out a loan, such as other fees and charges.




BORROWING FORYOUR NEW HOME

There are many things which may influence the
amount you eventually borrow from your lender (e.g.
the final purchasing price), and it may be greater than
the amount that you had decided upon before your
property search began.

YOUR BORROWING CAPACITY

The maximum amount you can borrow will be
evaluated by your broker, who will look at your
purchasing costs, as well as the size of your deposit
and your loan repayments at the current interest rate.
They will also factor in possible interest rate rises

at a “stress” rate, which tends to be higher than the
current interest rate. In determining your uncommitted
monthly income, lenders will also look at your overall
income and expenses, whilst also factoring in a
margin for safety purposes.

The larger your uncommitted monthly income, the
greater your capacity to borrow. Factors that can
impact your borrowing capacity include:

* Loan value ratio, loan term & other loan features
* Income and type of income

»  Other loans, obligations and credit card limits

*  Number of dependents

CALCULATING BORROWING CAPACITY

Lenders may calculate your borrowing capacity

in different ways. So if your previous application

was unsuccessful, it may be useful to check with a
mortgage broker, especially if you feel that you have
agood chance of getting a loan. In addition, there are
numerous things that you can do to enhance your
borrowing capacity, which include:

» Paying off outstanding debts

» Paying off/ closing any credit cards, store cards or
overdrafts

* Decrease the limit on any other loans
* Decide on a workable budget and stick to it

HOW YOU CAN GETTHE
BEST DEAL

Working with your mortgage broker, there are a
number of avenues to pursue in order to ensure you
get the best deal on your home loan.

REDUCING UPFRONT FEES

You may be able to negotiate with your lender a
discount on application fees. Whilst obtaining a
reduction for fees and charges associated with your
loan may save you some money, keep in mind that
sometimes these reductions will not save you as
much as a lower interest rate.

Negotiating interest rates generates the biggest
savings. Even a small reduction in your interest rates
may result in savings over the term of your loan. For
instance, if you borrow $500,000, a 0.1% discount will
save you in interest, approximately $500 per annum.

MORTGAGE COUNTER OFFERS

Good mortgage brokers have a network of lenders
in which they know will negotiate on a loan. Their
knowledge, experience and links with these lenders
may be useful in the negotiation process and to
help you to receive and assess counter offers from
potential lenders.

KNOW YOUR NEGOTIATION POSITION

Ensure that you have a sound understanding of your
finances, including your borrowing capacity and a
comfortable repayment schedule. It is important

that you consider the influence of a higher purchase
offer on your repayments.

Ensure that you have a sound understanding of your
finances, including your borrowing capacity and a
comfortable repayment schedule. It is important

that you consider the influence of a higher purchase
offer on your repayments.



COSTS OF BUYING YOUR NEW HOME

Most buyers should take into account the following
fees when purchasing a property.

STATE TAXES, DUTIESAND FEES

Stamp duty, mortgage registration, mortgage stamp
duty and registration fees are State based and

are applicable in accordance with the laws of the
State in which the property is located. Stamp duty
is applied in all States, although different State
Governments have different ways in which they
calculate these fees. Note that some States have
different exemptions or reductions on stamp duty
which may be applicable. Your mortgage broker will
be able to discuss these with you.

LENDERFEES

Depending on your specific application, different
fees may be applicable to your loan which can be
negotiated. Sometimes, these fees may be waived
or reduced. However, you should be aware that
most lenders that waive up-front fees will offer you a
higher interest rate or higher ongoing fees.

Ensure that you are aware of the fees in your loan
search and that your broker negotiates where
possible, so that you can factor these costs into your
budget. As fees may differ by lender and product, it's
difficult to provide guidance on what each fee may
be. Some of the common fees include:

* Loan application and establishment fees
+ Service and valuation fees

* Legal and account transaction fees

* Break costs

LEGALFEES

Solicitors or conveyancers are usually engaged to
assist you with property exchange paper work and
to help you legally settle on your purchase. Legal
costs depend not only on the State you live in, but
it is also influenced by the property’s value. As a
general guide, these costs can range from $1000
plus disbursements to over $3000, so it is useful to
get different quotes.

BUILDING INSPECTION REPORTS

A building inspection report may be a condition of a
loan approval. However, it is recommended that all
potential buyers undertake a building inspection of
their chosen property. Typically, inspection reports

range from $250-$500.

PESTSAND TERMITE INSPECTIONS

Pest and termite inspections are not legally
required or a condition of loan. Again, it is highly
recommended that one is undertaken before a
purchase is made, and may cost you $200-$400.

OTHER EXPENSES

There are a number of other costs involved with
your purchase, which are dependent on your own
situation, for example utility connection costs,
telephone connection costs, strata costs, and
insurance. You should consider these smaller items
in addition to other costs.



FIVESTEPS TO BUYING YOUR HOME

STEP1

Supporting documents, completed applications and

all other necessary information are provided by you

to your mortgage broker. Your mortgage broker then
packages your home loan application and presents

it to the lender.

At this stage, they should notify you that your
application has been submitted for approval.

STEP2

The lender evaluates your application by
undertaking credit checks and ensuring that the
information submitted is authentic. Once these
checks have met the lender’s specific lending
guidelines, a conditional approval will be issued
by the lender via your broker. If the lender requires
more documents or supporting information, your
broker should discuss this with you. Your broker will
be contacted by the lender if there are any queries
regarding your application, and they will attend to
these concerns with you.

STEP3

A formal valuation of your property will be
undertaken on behalf of the lender. An inspection
report will be submitted by a valuer and sent directly
to the lender to be reviewed. If it meets the lender’s
guidelines, an issuance for an ‘unconditional’
approval will begin.

If there are concerns with the report, your lender will
discuss this with your broker, who will then address
the issue with you.

STEP4

If a lender’s mortgage insurance (LMI) is required
for your loan, approval will be sought through the
LMI provider. When this approval is granted by
the LMI provider, an unconditional approval will be
granted\ and the loan documents will be prepared.

STEPS

The lender will now issue an unconditional approval
for your loan and also start preparing your loan
documents. These will be sent to you from your
lender and your broker will then assist you in
executing these documents. These signed forms
must be then sent back to the lender.

Once the Lender has received these documents,
they will check that these forms have been signed
correctly. Once all verifications have been done, the
lender will then start the settlement process.




Monthly Home Loan Repayments

Loan Amount $200K $250K $300K $350K $400K $450K

2.00% p.a $739 $924 $1,109 $1,294 $1,478 $1,663 $1,848 $2,033 $2,218
2.25%p.a $764 $956 $1,147 $1,338 $1,529 $1,720 $1,911 $2,102 $2,293
2.50% p.a $790 $988 $1,185 $1,383 $1,580 $1,778 $1,976 $2,173 $2,371
2.75% p.a $816 $1,021 $1,225 $1,429 $1,633 $1,837 $2,041 $2,245 $2,449
3.00% p.a $843 $1,054 $1,265 $1,476 $1,686 $1,897 $2,108 $2,319 $2,530
3.25% p.a $870 $1,088 $1,306 $1,523 $1,741 $1,958 $2,176 $2,394 $2,611
3.50% p.a $898 $1,123 $1,347 $1,572 $1,796 $2,021 $2,245 $2,470 $2,694
3.75% p.a $926 $1,158 $1,389 $1,621 $1,852 $2,084 $2,316 $2,547 $2,779
4.00% p.a $955 $1,194 $1,432 $1,671 $1,910 $2,148 $2,387 $2,626 $2,864
4.25% p.a $984 $1,230 $1,476 $1,722 $1,968 $2,214 $2,460 $2,706 $2,952
4.50% p.a $1,013 $1,267 $1,520 $1,773 $2,027 $2,280 $2,533 $2,787 $3,040
4.75% p.a $1,043 $1,304 $1,565 $1,879 $2,087 $2,347 $2,608 $2,869 $3,130
5.00% p.a $1,074 $1,342 $1,610 $1,879 $2,147 $2,416 $2,684 $2,953 $3,221
5.25% p.a $1,104 $1,381 $1,657 $1,933 $2,208 $2,485 $2,761 $3,037 $3,313
5.50% p.a $1,136 $1,419 $1,703 $1,987 $2,271 $2,555 $2,839 $3,123 $3,407
5.75% p.a $1,167 $1,459 $1,751 $2,043 $2,334 $2,626 $2,918 $3,210 $3,501
6.00% p.a $1,199 $1,499 $1,799 $2,098 $2,398 $2,698 $2,998 $3,298 $3,597

Loan Amount

2.00% p.a $2,403 $2,587 $2,772 $2,957 $3,142 $3,327 $3,511 $3,696 $7,392
2.25%p.a $2,485 $2,676 $2,867 $3,058 $3,249 $3,440 $3,631 $3,822 $7,645
2.50% p.a $2,568 $2,766 $2,963 $3,161 $3,359 $3,556 $3,754 $3,951 $7,902
2.75% p.a $2,654 $2,858 $3,062 $3,266 $3,470 $3,674 $3,878 $4,082 $8,165
3.00% p.a $2,740 $2,951 $3,162 $3,373 $3,584 $3,794 $4,005 $4,216 $8,432
3.25% p.a $2,829 $3,046 $3,264 $3,482 $3,699 $3,917 $4,134 $4,352 $8,704
3.50% p.a $2,919 $3,143 $3,368 $3,592 $3,817 $4,041 $4,266 $4,490 $8,981
3.75% p.a $3,010 $3,242 $3,473 $3,705 $3,936 $4,168 $4,400 $4,631 $9,262
4.00% p.a $3,103 $3,342 $3,581 $3,819 $4,058 $4,297 $4,535 $4,774 $9,548
4.25% p.a $3,198 $3,444 $3,690 $3,936 $4,181 $4,427 $4,673 $4,919 $9,839
4.50% p.a $3,293 $3,547 $3,800 $4,053 $4,307 $4,560 $4,814 $5,067 $10,134
4.75% p.a $3,391 $3,652 $3,912 $4,173 $4,434 $4,695 $4,956 $5,216 $10,433
5.00% p.a $3,489 $3,758 $4,026 $4,295 $4,563 $4,831 $5,100 $5,369 $10,736
5.25% p.a $3,589 $3,865 $4,142 $4,418 $4,694 $4,970 $5,246 $5,522 $11,044
5.50% p.a $3,691 $3,975 $4,258 $4,542 $4,826 $5,110 $5,394 $5,678 $11,356
5.75% p.a $3,793 $4,085 $4,377 $4,669 $4,960 $5,252 $5,544 $5,836 $11,671
6.00% p.a $3,897 $4,197 $4,497 $4,796 $5,096 $5,396 $5,696 $5,996 $11,991
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