FIRST HOME BUYERS
FAMILY GUARANTEE

Saving the deposit for your first home can be difficult and take a number of years. One way to potentially get into your own

home sooner is by having a family member act as a guarantor.

Many lenders allow parents or someone who is close to you, to use the equity in their property as security for your home in lieu

of you saving the full deposit required. This person is known as a guarantor.
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How does it work?

With a family pledge guarantee, your mum and dad can provide their home as security to the loan, so you don't need to save the

full deposit required by the lender.

The easiest way to explain this is to give you an example.

G600k  S$30k  $120k SS90k

House Value Minimum Deposit 20% Deposit Additional Savings
(5%) Needed

The property you want to To avoid mortgage insurance

purchase What you need to save The gap you need to fill
If you were looking to buy a house valued at $600,000, you would need to save a minimum 5% deposit or $30,000.

To avoid paying mortgage insurance you need a deposit of at least 20% of the purchase price of $600,000 or $120,000. That's

another $90,000 you would need to save!

Now, your mum and dad have a home valued at $900,000 and are willing to help you out. They offer you the $90,000, but not as
cash, as security for the loan. This means the lender will take the offered security of $90,000 in your parents' home so you don't
have to pay the mortgage insurance premium and don't have to save that extra money!

Once the equity in your home reaches 20%, you and your parents can apply to the lender to release the guarantee.

The guarantor’s security (i.e., mum and dad’s home) does not cover the entire loan amount.Just a portion of it in lieu of you

having to save the full deposit. The guarantee is limited to this amount.
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How is it different to being a co-borrower?

Co-borrower

A co-borrower on the loan is someone who is

responsible for the entire loan until the debt is repaid
in full.

Guarantor

A guarantor is linked to the loan by a guarantee. This

guarantee can be released, and the guarantor’s
responsibility will cease without the loan being repaid
in full.
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Who can be a guarantor?

Guarantors are generally limited to immediate family members. Normally, this

would be a parent, but it can include siblings and grandparents.

There are obviously conditions around this, for example your parents or the
person acting as guarantor must have the equity available in their property and
an income. If we use the above example, if your parents’ home was valued at
$900,000 but they had a mortgage of $800,000 then the equity is not there to
offer this to you.
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Benefits for first home buyers

The main benefit of having a family pledge guarantee is that it may be able to help you avoid Lenders Mortgage Insurance
(LMI), or considerably reduce the premium that you would otherwise need to pay. This is typically a one-off fee paid by the
borrower to the lender to protect the lender against financial loss should you be unable to meet your mortgage repayments.
Lenders typically require borrowers to pay LMI on loans where the borrower has a deposit of less than 20% of the property's
value. For more information on LMI refer to our LMI fact sheet or speak to your mortgage broker.

It is important to remember that as the borrower, you will be responsible for your loan repayments and you'll need to be able to
service the entire loan with your income. You should always speak with your broker about ensuring you are comfortable that
you can afford the loan repayments that will be required.

Other possible benefits of a guarantor home loan include:

N o
‘Q Less Savings Required @ Faster Entry @’PQ Dream Home
You may not have to save as You could get into the property You can get the home you have
much for a deposit market faster and more easily fallen in love with and not have

to settle for a cheaper

alternative

While there are clearly some benefits to going guarantor, given it's such a large financial commitment, it's also worth weighing
up the potential risks.
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Considerations for guarantors

While it may sound like a great option to getting you in to
your first home quicker, there are always risks that you and

the guarantor need to be comfortable with.

The main consideration for the guarantor is ultimately, they
will be liable to cover the mortgage repayment and fees if
you are unable to. It pays to consider how they would cope
financially if the unexpected happens and have to make
those repayments. Specifically, parents on the path to
retirement could be financially compromised and at worst,
they could risk losing their own home if you were unable to
make the repayment.

A

Important Notice

Taking on the role of a guarantor is not something
that should be taken lightly. Anyone considering
being a guarantor for a property loan is advised to
seek independent legal and financial advice
before accepting the role. In fact, most lenders

will insist on this, prior to accepting a guarantee.
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Understand your obligations

The last thing you want is to cause any family tensions, so fully consider whether

this is the right option for you and the person you are asking to be guarantor.

It's very important that both you and your guarantor understand all of the
conditions and obligations of a family guarantee before signing. For this reason,

it is essential that guarantors seek legal advice before entering into any
guarantee agreement.
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More information

Normal lending criteria and bank policy applies to guarantor loans, so you should discuss your borrowing eligibility with

your mortgage broker.

It's important to remember this is only a guide to help you ask the right questions and highlight the important

considerations.

—

Discuss with family Seek professional advice

Have an open conversation with potential guarantors Both borrowers and guarantors should get independent
about expectations and responsibilities financial and legal advice

Compare lender options Plan for the future

Different lenders have different policies regarding Understand when and how the guarantee can be
guarantor loans released once you build equity
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Family Pledge Guarantee: Key Points

For First Home Buyers For Guarantors

e Helps you enter the property market sooner e Limited liability to the guaranteed portion only

e Reduces or eliminates the need for Lenders Mortgage e Must have sufficient equity in their property
Insurance e Should consider their own financial situation and

e You remain responsible for the entire loan repayment retirement plans

e The guarantee can be released once you build sufficient e Independent legal advice is essential before proceeding
equity

Contact your mortgage broker today to discuss whether a family pledge guarantee could be the right option for your first home

purchase.
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Ready to Take the Next Step?

The path to your first home can be exciting, yet complex. A Family Pledge
Guarantee offers a unique pathway to homeownership, potentially easing the

financial burden of a large deposit and Lenders Mortgage Insurance (LM).

Understanding this significant financial commitment is crucial for both first
home buyers and potential guarantors. Your financial situation is unique, and

tailored advice is key.

Nexgen Lending specializes in guiding first home buyers through all their
options, including Family Pledge Guarantees. Our experienced mortgage brokers
provide personalized advice, assess your eligibility, and streamline the
application process. We empower you to make informed decisions aligned with

your financial goals.

(G) Ready to secure your home? Contact us today!

Don't leave your homeownership dreams to chance. Arrange a
confidential, no-obligation appointment with an expert mortgage
broker to discuss how a Family Pledge Guarantee can work for you.

Phone: 07 5316 1266

Email: admin@nexgenlending.com.au

Website: www.nexgenlending.com.au

Visit our Website
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https://www.nexgenlending.co.uk/
https://www.nexgenlending.com.au/

