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money matters
Life insurance helps you be prepared
Year on year studies have shown that
millions of Australians do not have
adequate life insurance cover to assist
their loved ones in the event of an
untimely death.
The common attitude of “it won’t happen
to me” has resulted in thousands of
Australian families being left with an
average payout of only $91,000 after the
death of a partner, usually the primary
breadwinner. These figures, released
earlier this year by the Investment and
Financial Services Association (IFSA)
confirm the importance of holding
adequate life insurance cover.
Life insurance can provide ongoing
financial security and stability for loved
ones from as little as a few dollars per
week. With new automated processes
and tailored products, arranging life
insurance is as simple and easy as
picking up the phone.
A family has many insurance policies.
Some are mandatory by law. In addition
some families take out various other
policies for peace of mind. The
mandatory insurances include:
• Building insurance- since most families
have a mortgage they have to take out
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building insurance to meet the lending
requirements of the financiers.
• Third party car insurance – when a
motor vehicle is registered, third party
insurance is automatically included.
Additional policies that a family may have
include:
• Home contents insurance to cover
loss or damage to household items.
• Comprehensive car insurance to
compensate for the loss or damage to
the motor vehicle.
• Health insurance to access private
health facilities.
• Income protection insurance to
safeguard the loss of wages due to
illness.
Life insurance cover is not mandatory nor
does it appear that most people give life
policies the same level of importance as
they do to vehicle or health insurance.
This is an area that is being promoted in
recent times due mainly to the rising level
of debt that most Australians carry by
way of mortgages and other consumer
loans.
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Therefore, Insurance companies and
mortgage providers are pro-active in
educating consumers as to the necessity
and benefits of taking out death and/or
disability insurance to cover their
families. Having a life insurance policy
that at least pays off the mortgage could
mean a less stressful time for the families
left behind.
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What is home equity, and how
can you use it to buy an
investment property?
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Put simply, equity is the difference between
the value of your home and how much you
owe the bank against it. So if your home is
worth $400,000 and you owe $220,000, you
have $180,000 in equity.
The great thing about equity is that you can
use it as security with the bank and borrow
against it:
–
–
–
–

to extend your home
to buy a car
to go on a holiday, or
for any use the bank allows.

Most importantly, you can use the equity in
your home to buy an investment property.
Depending on how much of the mortgage has
been paid off and the capital growth of the
property, most households are sitting on
untapped wealth by way of equity. Accessing
this equity to invest in another property is a
feasible proposition. A qualified mortgage
professional will be able to assist in working
out the financial affordability of the project.
Lender Criteria
When purchasing an investment property by
using equity in the home, the owners will have
to meet the lending criteria of the banks.
These are:
1. The level of equity available - the difference
between the value of the property and the
current home loan.
2. The capacity to service the two loans. This
is calculated by taking into account the

household income, including the anticipated
rental from the investment property, less all
household liabilities.
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The different ways of accessing the equity is
dependent on the circumstances and the
future investment strategies of the borrowers.
i. Cross-collateralizing the Properties
This simply means using the available equity
in the home as a deposit for the purchase of
the investment property. The home loan
remains the same and a new loan set up for
the investment property.
ii. Equity Release as a Lump Sum
The home mortgage is increased by the
amount required to fund the purchase of the
investment. This enables the two properties to
be independent of each other and can even
be with different lenders.
iii. Line of Credit Equity Release
A line of credit facility with an upper limit can
be set up to be used as and when required by
the borrower. This may be for the purchase of
one investment property or more. This
method gives the borrower flexibility in
handling the investment strategy.
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Some of our lenders include

It is important to remember that investing in
real estate carries a certain amount of risk.
Therefore, before taking any irrevocable steps
it is necessary to establish the affordability of
the higher repayments. Getting professional
advice from financial planners, tax
accountants and mortgage brokers can help
minimise the risk and exposure and assist in
the wealth creation strategy.

Important note: Readers should not rely solely on the content of this newsletter. All endeavours are made to ensure the content is current and accurate
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own independent professional advice before making any decisions based on the information contained herein.

