Buying Your First Home And Saving Thousands From The Start

You have probably seen all of the ads on tv and on Facebook about buying a home
with little or no deposit.

Is this possible?

Yes it is and we have three main ways of achieving this. We can use Keystart home loans
in WA only, Guarantor loans and banks that specialise in non-conforming lending.

In WA we have a government backed financial Institution that is called Keystart. Keystart is
a unique lender and doesn’t require a large deposit which make it the go to choice for
people looking at buying their first home when they don’t have a large deposit.

They have recently changed the rules to make it even easier to buy your first home with
Keystart. You now don’t need genuine savings which means depending on the value of the
home you buy the first home owner grant may cover all of your costs, allowing you to
purchase your first home with little or no deposit.

Unfortunately you only get the $10,000 grant when you build but if your purchase an
established property under $400,000 you can get access to a $2,000 grant to cover your
settlement costs.

Buying an established home valued at $350,000 with Keystart you will need approximately
$11,700 and if you're eligible you will get $2,000 cash back after settlement. If you were to
build a home valued at $350,000 with Keystart you would need $1,700 to make your
dream happen. If you're able to find a house and land package under $270,000 then
technically you can buy your first home with no deposit.
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The other benefit of Keystart is that you don’t have to pay Lender’s Mortgage Insurance
(LMI). LMI is a one off fee that you as the customer pay to protect the lender incase you
default on your mortgage. This fee doesn’t actually help you at all but it's an expense you
have to pay when you have less than a 20% deposit for your home.

Now, on a $350,000 home loan the average LMI you will be required to pay is $12,000 and
most lenders will require 5% genuine savings as well as settlement costs. This means the
amount of deposit you will need to purchase a $350,000 house is roughly $33,000 or
$23,000 if you build.

This is why Keystart is the go to for a lot of first home buyers in Western Australia because
you can own your own home for a couple of thousand dollars if you build. While you're
constructing your house, you only need to pay $50 per week.

Now, because Keystart will give you a home loan with two great benefits (no LMI and low
deposit), there are quite a few conditions. Most of these are conditions you would expect
like being employed and having a good credit history (there are a few exceptions) but they
do have a few quirks, which if you don’t know about it can lead to a few hiccups along the
way.

They have a maximum income level, which means you can earn too much to qualify for a
loan, so you need to act quickly if your boss is about to give you a raise. Singles can earn
up to $90,000, couples $115,000 and families $135,000. The good thing is that you can
still qualify if you make over $90,000 as a single person. Over time income is only
calculated at 30% so if you make $70,000 as your base salary and $30,000 in over time,
Keystart will assess your income as only $79,000 (30% of $30,000 = $9,000).

Keystart is designed to help predominately young people get out of the renting market and
into their own homes, which is why they have the income limits. They believe if you're
making $200,000 a year you can go to a normal bank. Their goal is to help the people that
don’t qualify for a normal bank loan, get a home. If your base income is under the
threshold give me a call because | can run scenarios to see if you qualify for Keystart even
if your income is over. The banks are very quick to take a conservative approach in
regards to income, so this works to our advantaged.

Keystart does have a high interest rate in comparison to what you can get from the big four
but you have to remember the big four want a 5% deposit as a minimum and it has to be
genuinely saved, so you can’t use the $10,000 first home owners grant as part of the 5%
deposit or $17,500. You can still use it towards settlement fees and LMI, but 5% is still a lot
of cash you have to come up with.

Now it's hard to imagine a Perth property market rising quickly but it does happen and the
last time was 2003-2007. The Sydney property market rose considerably around the 2000
Olympic Games before doing nothing for many years before exploding again with growth
from 2014-2017. Hopefully history continues and we boom shortly after Sydney just like
last time.

This type of crystal ball stuff is very difficult to time and many people have lost out over the
years, while a few have made millions. To buy an established home for $350,000 will cost
approximately $33,000 and this would buy you a small apartment close to the city or a big
house far away in the countryside.
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How long would it take you to save the $33,000 deposit?

If you were to save $200 per week which is a very good effort because most people don'’t
save that much per week, it would take over 3 years to save the deposit. In three years,
you might have had an emergency that put a bit dip into your savings like having to buy a
new car or your best friend said, “Let’s go to Europe” or, you had a baby. Life happens and
this can delay how long it takes you get your desired deposit.

Both Perth in the mid 2000 and Sydney/Melbourne in the last few years saw their house
prices nearly double in that short time frame of three years. So while you're doing the right
thing and saving a deposit because you don’t want to pay the high interest rate of Keystart
that lovely house you were looking at for $350,000 is now $600,000 and the deposit you
need has doubled if not more. Life isn’t fair and you will be renting forever now. Luckily, we
have two options left and we start with guarantor loans.

Guarantor loans have many different names depending on the bank that is offering the
loan, sometimes you may hear them called family pledge, parental guarantee, family
guarantee and guarantor support to name a few.

As you might have guessed this loan is based around having a family member assist you
with security for your purchase. Generally speaking it will be a parents offering to help but
it can be other family members depending on the bank policy. The guarantor needs to be
an Australian or New Zealand citizen and the property must be in Australia. Generally
speaking the guarantors need to be working on most occasions and you must be over 18
years old.

The last and probably the most important point is that they must have enough equity in
their property to assist you. You need to have 20% equity to avoid paying Lenders
Mortgage Insurance or LMI. If you’re looking to buy a $500,000 home you need a deposit
of $100,000 to avoid by LMI. To use the equity from your parents property they need to
make sure they not only have $100,000 of equity to give but they also keep $100,000 in
equity in their property because the banks wont let them be a guarantor if their property is
subjected to LMI, so they need to have their mortgage under $300,000.

When the parents become guarantors they are giving a limited security guarantee. This
means if for some reason their child defaults on the mortgage the bank can only come
after their parents for the amount they guaranteed not for their whole house. Also worth
noting is that the parents are giving a guarantee not actual money, so they don’t pay any
interest on the $100,000, the kids have to pay for that.

In this scenario you would buy a home for $500,000 and you would have a mortgage for
$500,000. Thanks to your parents going guarantor the bank will treat you like you have a
20% or $100,000 deposit allowing you to get some very low interest rates as well as not
having to pay LMI. This allows your parents to give you thousands of dollars toward your
first house without actually giving you a cent.

Using $500,000 as our example, they will save you roughly $17,500 in LMI fees and your
monthly mortgage repayment will be $473.38 lower thanks to your parents getting you
access to a lower rate. Over the life of the loan this will save you $170,416, so please start
being nice to your parents, it's in your best interest. :D
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If you're still reading this blog, you probably fall into our third group. Which is, | don’t
qualify for Keystart because | earn too much and | don’t have parents that can help me out
with a guarantee loan, what’s my option?

You give me a call. | work hard to get the finance my clients need whatever their situation.
If you can't get your first home right now we can work on a plan to get you where you need
to be as soon as possible. | can let you know what you'll need and we can get you into
your new home sooner.

Sincerely,
Michael Mackenzie

Finance Manager Dip. FS (Finance/Mortgage Broking)

Mobile: 0448 912 765

Email: mike@myfinancepeople.com.au

Office: 08 9201 1002

Fax: 08 6210 1760

Suite 7, Level 2, 28 Ruse Street, Osborne Park, WA 6017

Credit Representative 504561 authorised under Australian Credit Licence 389328

HOME LOANS - CAR/PERSONAL LOANS - COMMERCIAL FINANCE - LEASING -
EQUIPMENT FINANCE - INSURANCE

Please be aware the information provided in this guide is general in nature, and does not form part of any
advice given to you. Please consider your circumstances before you make any decisions.
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