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Lenders Mortgage Insurance (LMI)

A Complete Guide For Borrowers

This document outlines Lenders Mortgage Insurance (LMI), including its definition, benefits, how it works, and ways to avoid
paying it.
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Overview

What is Lenders Mortgage Insurance?
Lenders Mortgage Insurance (LMI) is a type of insurance that lenders require from borrowers who are unable to make a
substantial deposit on a loan—typically less than 20% of the property's purchase price.
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Why and when is it required?
When you borrow more than 80% of your property’s value, lenders perceive an increased risk. LMI covers this risk, ensuring
the lender can recover the full loan amount in case of default, even if the property does not sell for its full valued amount.

This insurance protects the lender, not the borrower, in case the borrower defaults on the loan.

How LMI works:

LMl is a one-time fee paid by the borrower at the commencement of their loan. It does not reduce the amount borrowed,
and is an additional cost, but safeguards the lender against potential losses, providing security that encourages lenders to
offer loans with lower deposits.

Who Benefits from LMI?
- LMI can benefit lenders by reducing their financial risk.
- LMI can benefit borrowers by allowing greater access to property markets, potentially better loan conditions, and
the ability to purchase sooner without waiting years to save a larger deposit.

LMI Providers and Products:

Various financial institutions offer LMI, each with different terms and products. Some major insurers include Genworth
Financial and QBE. Comparing these products can help find the most suitable option for a borrower’s needs.

Calculating LMI Costs

The cost of LMI varies based on the loan amount and the LVR. Higher LVRs attract higher premiums. For example, a 95% LVR
could mean a significantly higher premium than an 85% LVR. Costs can also vary between insurers, so it's important to
compare offers.

Your broker will be able to compare and share the various LMI costs to be charged by various lenders. The difference can be
substantial (as demonstrated in the screenshot below of a comparison).

The below image is a screenshot of a comparison of the amount of LMI applicable for various lenders on a loan value of $638k.

Lender M@ Base LVR Base Loan Loan Amt (incl. LMI)  Insurer

IA%E $21,855.56 ~ . > $638,000.00 91.14% $659,855.56 94.27% Helia (Genworth)

$ Aumwiom $25,278.72 . - $638,000.00 91.14% $663,278.72 94.75% QBE

.:!... $22,974.67 < . - $638,000.00 91.14% $660,974.67 94.42% Helia (Genworth)

&‘ $23,501.31 . - $638,000.00 9114% $661501.31 94.50% Helia (Genworth)
F i $24,591.07 . - $638,000.00 91.14% $662,591.07 94.66% Helia (Genworth)

WAYS TO AVOID PAYING LMI

Save more money for a larger deposit
While this may not seem attractive, and various factors (such as property market direction) are worth considering, this can
often be the best option for borrowers, to avoid paying LMI fees, and possibly a higher interest rate.

Home Guarantee Scheme: 2-5% deposit required

If you meet the strict criteria (See https://www.nhfic.gov.au/support-buy-home/first-home-guarantee) then this will be a
viable option for you as LMI can be avoided via this option.
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Guarantor Home Loans: 0% deposit required

If you're lucky enough to have a close family member with substantial equity in their home or a term deposit, then you could
ask them to act as a security guarantor for your home loan. If they agree, then the lender will use their property as additional
security, and this will enable you to borrow in some cases up to 105% of the property value without the need for a deposit.
Another great benefit of having a security guarantor is that this eliminates the need to pay Lenders Mortgage Insurance (LMI)
as well.

Granite Home Loans: 0% deposit required (subject to change)

Assuming you meet their criteria (Uni educated, same industry for three years, clean credit history...), they offer a low or no
deposit home loan with no LMI. The resultant interest rate is relatively high to compensate them for the added risk and for
not charging LMI. Very rare | would suggest this product, but it has its uses.

Borrowed deposit: 0% deposit required

There are a couple of lenders that potentially accept you borrowing the 5% deposit plus purchasing costs via a

personal loan and the remaining 95% via a home loan. The interest rates involved tend to be a lot higher, given the risk to the
lender. You'll need a clean and strong credit history together with a sizeable borrowing capacity. A few WA builders promote
this strategy... | don't really ever advise it, given the rates and risks involved.

Keystart Home Loans: 2% deposit required

Keystart Home Loans was established in 1989 by the WA Government to help eligible West Australians achieve
homeownership. Keystart offers multiple low-deposit home loans, with the lowest minimum deposit required being just 2% -
all without the need to pay LMI. Several stringent criteria need to be met for you to qualify for a Keystart Home Loan. The
Keystart interest rate is relatively high.

Industry specialisation LMI waivers: 10% deposit required
Some lenders will enable you to borrow up to 90% of the purchase price without charging you LMI.

LMI waiving lenders up to 85%: 15% deposit required
Several lenders will waive LMI up to an 85% LVR depending on the circumstances. The interest rates do tend to be a little
higher to compensate the lender for the added risk, though.

You could even get gifted the funds

Keep in mind that the individual/s gifting the funds will normally need to sign a declaration to assure the banks the funds are
purely a gift, and not repayable (i.e. you’re not committing to an additional loan for these gifted funds).
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Factors Influencing LMI Premiums

Calculating LMI Costs:
LMI premiums are calculated based on the loan amount and the LVR. Higher LVRs lead to higher premiums. For example, a
90% LVR on a $300,000 property might carry a higher premium rate than an 85% LVR for the same property.

Keep in mind that the property value for calculating your loan-to-value ratio usually only covers the purchase price of the
home. It does not include extra costs like settlement and transfer fees, which you'll need to budget for separately when buying
a home.

Example Calculations:
e A S$400,000 loan with a 95% LVR might incur an LMI premium of approximately $12,000.
e  Reducing the LVR to 90% might lower the premium to around $7,000.

LMI Providers and Products:

Various insurers provide LMI, each with different conditions and costs. Notable providers include Genworth Financial and QBE
LMI. A selection of lenders are also able to “self-insure”. This helps them approve your loan application without needing to be
restricted by different lending guidelines that are often imposed by the various insurers.

FAQs

Is LMI transferable if | refinance?

No, LMl is not transferable between loans or lenders. If you refinance and your LVR is still above 80%, you may need to pay
LMI again. In other words, you’ll want to make a concerted effort to pay down your loan, to below the 80% LVR mark, if you
wish to refinance without worrying about paying a second LMI fee.

Does LMI protect me if | can’t make my loan repayments?
No, LMI protects the lender, not you. If you're unable to make your loan repayments, the insurance covers the lender's
potential losses, but you are still responsible for the debt.

How is LMI calculated?
LMI is calculated based on the loan-to-value ratio (LVR) — the amount you are borrowing relative to the value of the property.
Higher LVRs result in higher LMI rates.

Can | add the cost of LMI to my loan?
Yes, many lenders allow you to add the LMI premium to your loan amount. This is known as ‘capitalising’ the LMI, which
means you will pay interest on it over the life of the loan.

Considerations for Borrowers

If your available deposit is less than 20% of your intended property purchase price, consider your ability to save for a larger
deposit versus the cost of LMI to determine the best path forward.

For personalised advice and solutions, tailored to your unique situation, feel free to contact me using the details on the top-
right of this guide. I’'m David Humble, a mortgage broker, and the owner of Loancircle. I'm happy to assist you with any
additional information or support you may need.

At Loancircle, we are privileged to partner with a uniquely extensive range of lenders and are in a prime position to minimise
the interest and fees you pay on your home loan.
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