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This special report is the transcript of a recent Tele Seminar
interview with Rolf Schaefer, one of Australia’s leading finance
strategists.


Michael Yardney

Michael is a best selling author and a successful property investor and developer. His opinions
as a property commentator are highly sought after and frequently quoted in the press. Many consider Michael as
Australia’s leading expert in wealth creation through property and he has probably educated more successful property
investors than anyone else in Australia.

Rolf Schaefer

Rolf is widely regarded as one of Australia’s leading finance strategists and has a wealth of
knowledge about property investment, property finance and complex structures. His ‘can do’ approach has helped
many property investors through the finance maze. Rolf has rated among the top 100 Australian Mortgage Brokers for
the past five years.

Read on and eavesdrop as Michael Yardney chats with Rolf…




FIND OUT HOW MUCH YOU CAN BORROW:
CALL US NOW ON 1300 782 524 for your obligation free consultation or just a quick
phone chat.
With one 10-minute phone conversation we can normally tell you whether or not we
can help you obtain finance or restructure your loan portfolio. There is no charge and
no obligation.

     

           


Michael: Hi and welcome to this webcast. I’m Michael Yardney and I’d like to welcome you to
our special Finance Strategies for a Financial Era Webcast.
As I speak with property investors all around Australia, I’m currently finding that one of their
biggest challenges is finance- gaining sufficient finance to buy more properties or just to
refinance their properties. The rules just seem to be changing all the time.
But, some investors don’t seem to have these problems. I know some investors who are still able
to borrow 80 or even 90% of the value of their properties, and I know other investors who are
getting low doc loans, or loans to borrow to buy properties in trusts and I hear investors who get
finance approved in two or three days.
On the other hand, I hear investors who can’t refinance the existing loans, who can only borrow
up to 60 or 70% of the value of their properties and others who have got to wait weeks and
weeks to get an answer from the banks and sometimes, it’s not the answers that they want to
hear, is it?
So, with that in mind, I’ve asked a special guest today, Rolf Schaefer, to explain to us the
finance strategies of successful property investors. Before we start, I should probably explain
that Rolf is the director of Metropole Finance and a successful property investor himself. He’s
also a leading finance strategist who specializes in helping property investors and property
developers through the complex maze of finance. So, welcome Rolf.
Rolf: Thank you, Michael and hello to the listeners.
Michael: Thanks. Now Rolf, the world of finance is changing, so I’d like to spend a little bit of
time understanding what we can do to get more finance. Can I first ask you what do banks look
for when wanting to lend money?
Rolf: In the good old days (not so long ago) – about six to nine months ago, money was easily
available and flowing and the banks just looked for reasons to approve the loan while now
they’re starting to look for one reason not to do the loan.
They have opened up their old credit checking books again and what they call as the four C’s of
lending.
And the four C’s of lending are the character, which goes to the client’s credit file; his job
history and also his residential history. In other words, they’re looking for stability in his job and
in his residential history.
And on the credit file issue, they’re looking for how many inquiries are there on the credit file.
Are there any bad debts recorded, or defaults, or judgments recorded on the credit file and how
often did the client apply for a loan in the past six months particularly and was it always the
same amount?
     

           


Now, what the banks are reading from that is if you had multiple inquiries for the same loan
amount, that means one thing to them – danger and risk because they interpret that as you being
knocked back by the banks. Your loan was not approved, so you had to go to another bank.
Michael: But, you’re saying that may not actually be the case?
Rolf: That may not be the case. But, for the bank’s credit assessor, the credit file doesn’t tell
them that you’re shopping around. The credit file just tells them you had an inquiry for the same
loan amount with, let’s say, with AMP and then you inquired for the same loan amount with
Westpac; maybe just because you wanted to get a better offer – maybe looking for a slightly
cheaper interest rate or slightly lower fees and that resulted in an inquiry on your credit file.
If you have got in the region of four to six inquiries in the past six month, it gets very hard to
explain to the banks that you’re not a bad credit risk, but you’re just shopping around.
Michael: Well, this is all very interesting. Credit file – how can I find out about my credit file?
Rolf: The credit file is run by a company in Sydney called Veda Advantage. You can go to their
website - www.mycreditfile.com.au and request a copy of your credit file. The credit file
includes all loans that you have applied for in the past 10-15 years.
It includes also references to bad credit you had in the past seven years, or bankruptcies, or
judgments. It includes reference to current and historic directorships in companies. So, it
includes a historical addresses stored on the system and it also includes historical data on your
previous employers.
In other words, it makes you as a client pretty much transparent to the bank. They can see what’s
happening to you over the past 7-15 years depending on how much history is stored and it tells
them a fairly, fairly detailed story about your behavior in the credit world.
Michael: Who’s got access to this, Rolf?
Rolf: Well, all lenders have got access to this file, and the mortgage insurers have got access to
the file and by applying for a loan and signing the privacy declaration as part of the loan
application forms, you give them authority to access that file. It’s one of the first steps in the
credit process - the banks check your credit file.
Michael: And what if there’s something wrong on it?
Rolf: Well, about six to nine months ago, nobody would really be too worried about it if you
were able to give a good written explanation as to why you forgot to pay a utility bill and had a
default. There could have been multiple reasons; you moved interstate, or you moved overseas,
or you moved houses and forgot to tell the utility provider. So, these were all legitimate reasons
that the banks would accept about six to nine months ago.
     

           


Today, it’s very, very hard even if you have got a small unpaid default, or a paid default for a
utility bill or a phone bill. It puts you in a very different light towards the lender than if that
wouldn’t be the case. So, you’ve got to watch your credit file very carefully.
Michael: So, again, what’s the web address so our listeners can go and get a copy of their own
credit file, please, Rolf?
Rolf: Yes – www.mycreditfile.com.au . They give you three types of service. One service is fee
free. You have to wait about 10-14 days to get the credit file via mail. The other service is a fee
for service and you can get your credit file virtually instantly via e-mail. And the other service
which is maybe just as important for serious property investors is a function they offer is called
Credit Alert. So, every time somebody makes an inquiry on your credit file, you get sent an email and are notified that there’s activity on your credit file.
Michael: Thank you. That’s very interesting. So, what you were saying is that when banks look
at you, one of the first things they look for are the four C’s. Can we quickly recap what the four
C’s are?
Rolf: Yeah. It’s the character as just mentioned, your credit file, job history and residential
history. The next C would be the collateral that you’re offering as security i.e. the type of
property. Is it a one bedroom bedsitter with 15 square meters or is it a four bedroom mansion in a
blue chip suburb?
The next C would be your capacity to repay which is also known as serviceability; where the
bank looks at your income, be either PAYG or self-employed, and rental income and all your
assets and liabilities.
The other C would be the capital that you offer which is your deposit or also, sometimes,
referred to as the loan to value ratio. If it’s an 80% loan to value ratio or lower, then the credit is
relatively easy. If it goes above 80%, then it has to go to mortgage insurance and they are very,
very risk adverse currently.
Michael: Well, I think one of the things a lot of our listeners are going to ask you is how can I
get more finance so that they can either get buffers to buy them time (by using these to help fund
their negative gearing) or so they can buy more properties. Everyday I’m seeing some investors
having no trouble at all while others come across stumbling blocks every way they turn.
So Rolf, can we go through that please? How can our listeners get more finance?

     

           


     

           


Rolf: At Metropole Finance we have a ten point checklist that we normally go through to assist
property investors get more finance. One of the biggest stumbling blocks that we find is cross
collateralization of securities.
Michael: Can you explain that a little bit more?
Rolf: Basically it happens, if you start off with one bank and one loan and then you go out and
buy a second property and you go back to the same bank, and they offer you another loan and
they tie the two properties together as one security which is then called a cross collateral.
In other words, they’re holding security for all loans across all properties. Now lets move
forward and assume you want to buy another property - you could have the theoretical situation
that one of the properties may have gone up in value and the other one just stayed at the value as
it was. So, overall, you couldn’t maybe access the equity.
However, if the properties were not cross collateralized, you could just access the equity from
the property that increased in value.
We see that quite often happening to clients with the big four banks. We just recently had one
client with one of the big four banks and she was told that she couldn’t get more money. The
bank was not willing to increase their exposure to this client and everything was cross
collateralized.
She wanted to add more properties to her portfolio. So, we helped her by removing the cross
collateral and she was able to purchase another five properties.
Michael: Another five properties?
Rolf: Yes.
Michael: That’s amazing. That’s great. So really, what successful investors need to do is to
develop a finance strategy. They need more than just an investment or property strategy, but
finance strategy is important also.
Rolf: Exactly. Michael, most clients don’t have a finance strategy, especially when they deal
directly with the banks. If the bank lending manger is not investment savvy, they very often end
up in the wrong structure and then it normally is a costly exercise to remove that structure.
Michael: But, the banks come and say, “Look. It’s all easy. It’s one set of paperwork. We just
do it all together.” It sounds easy, doesn’t it?
Rolf: It sounds very easy and, in theory, it is quite easy because, yes, it is only one set of
paperwork. It sometimes also saves you fees and charges. But, the challenge comes when you
want to refinance or exercise your rights on a single property.

     

           


If you want to access equity and you have got four or five properties cross collateralized and all
four or five have to be revalued and if the whole portfolio hasn’t gone up in value, then often you
can’t access equity in the properties that have increased in value.
Or, let’s say for some reason you need a higher loan to value ratio on one of the properties for
your next purchase, because you don’t have enough funds to go for an 80% loan, you need
maybe an 85% loan or a 90% loan, then the whole portfolio needs to be mortgage insured
resulting in horrendous mortgage insurance premiums. So, that one really doesn’t work.
Michael: Okay. So, we’re discussing how we can get more finance. Step one was to avoid cross
collateralization. What’s your next suggestion Rolf?
Rolf: The next suggestion would be not to have all your loans with one bank. That goes into the
same category as cross collateralization. I always say that’s bad risk management to have all
your eggs in one basket.
Normally, we have maybe two or three properties with one the same bank and then, we would
look at introducing another bank to manage the risk better for our clients because if one bank
knows too much, then they are in control and they dictate the terms.
And the terms could be, for instance, that they don’t give you an interest only loan anymore. You
have to go principal and interest or at the end of one interest only term, they will not extend you
to another interest only term and they will only give you a principle and interest loan.
Michael: So, just to get it clear, even if you were with the one bank and you have two or three
properties mortgaged with them, they don’t have to cross collateralize the mortgages. You can
have separate loans with the same bank that are not cross collateralized. Is that right?
Rolf: Exactly.
Michael: Does that mean that the left hand doesn’t know what the right hand is doing?
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Rolf: Well, in that case, they do know it. But, what happens is with the cross collateral, it’s of
course much easier for the finance broker and the bank to cross collateralize it. But, if you’ve got
two or three properties with the same bank, the loans don’t have to be cross collateralized and, in
a way, yes the left hand doesn’t know what the right hand is doing, if it comes to valuations.
Let’s say you want to access equity in all three properties and one of them has not increased in
value, the second one has unfortunately gone back a little bit in value and the third property has
jumped big time in value, not having loans cross collateralised gives you the chance to just
borrow against the one property which has gone up in value and the bank will not revalue your
entire portfolio and reduce your loan limits, because the value of your properties has decreased.
Michael: Interesting. So, suggestion number two was to use multiple banks for your loans. Rolf,
does it make a difference in which order you approach the banks?
Rolf: Yes, it makes a huge difference, Michael. That’s another trap for many investors –
something no one seems to tell them. They need to understand what I call the pecking order of
the banks.
When it comes to investing, some banks are investor friendly and some banks are not so investor
friendly. So normally, we would start off with a bank that is not so investor friendly, which
means we go for the low hanging fruits first. We get the loan at the bank where it’s hardest to get
and then later on, we move along the line where it’s easy to get for investors because they use a
different serviceability model.
Michael: And what does that mean?
Rolf: What it means is some of the banks that we’re using use 100% of your rental income to
assess your ability to service your loans, while other banks use just 75% of your rental income.
Think about it…
If you’ve got a property portfolio with a rental income of $100,000 per annum, and one bank
uses $100,000 of that to asses your ability to service your loans and another bank uses only
$75,000, that gives a gap in your ability to borrow of nearly $350,000 at current interest rates.
So, one really needs to understand which bank needs to be used in which sequence.
Michael: That makes a big difference then, doesn’t it?
Rolf: It really does. It could means that you are able to buy one more property and owning this
extra property obviously makes a huge difference to your wealth creation.
Michael: Thanks for that suggestion. So, point one was not cross collateralizing. Suggestion
two was using multiple banks in the right order. What’s your next suggestion Rolf?

     


           


Rolf: The next suggestion would be look for the right type of property. What I mean by this is
usually a bedsitter apartment or student accommodation is not a preferred security for the banks
and you may be limited in the loan that you can get, if you get one at all. You may be limited to a
Loan to Value Ratio (LVR) of maybe 65 or 70% because, in some cases, the banks will only lend
for this type of property on a commercial basis which then would mean that you only get a 65%
LVR.
Not only do you get a 65% loan, but also your interest rate could be higher and your loan term
would be reduced from 30 years to 20 years and you most often don’t get interest only loans. So,
it has all to be done as principal and interest.
So, one thing to watch out for is the size of the property you are considering.
Another factor of course is its location. It makes a huge difference if you buy a property in a blue
chip suburb in one of our metropolitan cities or you buy it in regional or rural Australia.
The way that banks assess the security of their loans is to ask how much can they get if they has
to sell your property on a fire sale basis? The fire sale basis is determined as follows: You, as the
client, can no longer make the repayments, the bank has to put it on the market and they want to
get their money back within 30 days. That’s a fire sale, and they assess that risk on that basis. So,
if they think that property can’t be sold or can only be sold at the very low price, then they will
not want to give you a loan on the property.
Michael: So I guess that means that some properties that investors may think are a bargain,
aren’t really a bargain if they can’t borrow as much against them. It means you would be
considerable better off paying a fair price on a good property in the right suburb where the banks
will lend you 80% of the value of the property rather than only being able to borrow 60 or 70%
on a regional or a rural property, or a property on a long term lease or in a holiday location.
Rolf: That’s absolutely right Michael. Just as an example: if your funds were limited and you
could only afford a smaller sized one bedroom apartment in the blue chip location versus a one
bedroom apartment in the rural location; then the bank most probably all the time would give
you a loan for the one bedroom apartment in the blue chip location, but most probably would not
like the security of a one bedroom apartment in a rural location.
Michael: Interesting. So, the third point is chose the sort right sort of property – one that the
bank will be happy to use as security for a mortgage. What’s the next way our listeners can get
more finance?
Rolf: Well, the next suggestion would be to reduce their credit card limit if they can. We often
see clients with $50, $60, or $70,000 credit card limits but this can work against them.
Look, I understand why this happens.
     

           


Virtually every week, one of the banks calls me and either wants to send me a new credit card or
wants to increase the limit on one of my existing credit cards. Now, that’s very easily done and
you would think that has got no impact whatsoever. It doesn’t even show up on your credit rating
because the increase of the credit card limit is not reflected on your credit report.
But, when it comes to the way the banks asses your serviceability and how much they will lend
you if makes a big difference. A $20,000 or $25,000 credit card limit may reduce the amount you
can borrow by $70,000 or $80,000.
We can clearly establish that for most of our clients, their credit card limit is too high. They
maybe need $7,500 or $10,000. Maybe if it’s for business they need $15,000, but certainly not
$50,000 or $60,000.
So, my advice would be look at your credit limit and then reduce it as far down as you possibly
can handle and also, of course, looking at your business and personal finance needs, how much
you need it.
Michael: Thank you, that’s a good point. What other tips do you have to help us get more
finance?
Rolf: Another suggestion would be do not run multiple loan applications with multiple lenders.
This is because they end up as an inquiry on your credit file and multiple applications could just
put you in a bad light with the lenders.
What we sometimes see is clients who shop around maybe trying to get a cheaper rate, which is
of course, a legitimate strategy and you should do that definitely. But it should not be done by
making multiple applications with a number of banks.
We would normally say use an experienced finance broker or a good private banker and ask
them what they can do for you in terms of interest rates, fees and charges. Usually, you will find
that if you’re shopping around yourself, you would not get a better offer than what the private
banker or the finance broker is able to get for you, and it saves you an inquiry on your credit file
and it saves you time.
Michael: Rolf, is there much difference between one bank and another? Is there much difference
between their interest rates? Because I know people do shop around and they’re looking for that
extra half or one percent but they can’t find it. What is the difference between one bank’s rate
and another?
Rolf: At the moment the difference between the major five or six banks is about 0.1 of a percent.
That’s all. There’s not much more between them.
Of course you have the local providers like My Rate or Rate Busters. They have cheaper variable
interest rates, maybe by about 0.3% or 0.4%. But, what you have to understand is that these
     


           


cheap providers don’t offer you all the features that investors normally need and I’ll give you a
few examples.
One would be easy equity access or easy restructuring of loans. The other one is usually the
cheaper lenders have horrendous break fees, which means if you want to refinance within a
period of 3, 4 or maybe sometimes even 5 year’s time you would have to pay a real penalty.
One has to understand as an investor, it’s a business that you run. And the business is run
successfully if you can add more properties and grow your equity. Part of the business success,
of course, is the interest rate that you’re paying. But, that’s a very small part of the success.
I think it’s more part of the success to add the right property at the right time, and not maybe
looking for another 0.1% rate discount and then ending up as a loan that you can’t get access to
your equity.
Michael: Well, that’s a really good point. So, really, if you’re talking about 0.1 or 0.2 of a
percent as opposed to 1 or 2%, then really when choosing a loan it’s more about the services, the
fees, the flexibility. That’s probably why you need to be able to compare one bank to another
because if you walk straight into a bank, they can’t give you that type of service.
Rolf: Absolutely.
Michael: But, as you were saying, if you go to compare the different bank products yourself this
would give you points against you in your credit rating. So that’s probably another good reason
to use a mortgage broker to help you with your loans.
Rolf: Yes. Most of the mortgage brokers out there have access to sophisticated software where
they can compare up to 600, 700 or even 800 products for you, and come up with a short list of
maybe 10 or 15 that are suitable for you. And then, together with your finance broker, you can
select the product that’s best suited for your circumstances.
Now, that may not be necessarily the cheapest product, but the most suitable product. There’s a
huge difference.
Michael: Okay. Back to our list of how we can get more finance. You said don’t make multiple
loan applications. What else can we do to increase our chance of getting more finance?
Rolf: Another factor would be stable employment.
Most banks would like to see you have a stable history with two to three years in the same job
and they like to see you staying in the same industry because if you’re moving industries, they
see it as a risk because you’re new in the industry and you could just be the next person on the
list to lose their job.
     

           


So having stable employment is useful. People who are changing their jobs every 6 to12 months,
are seen by the banks as a higher risk than somebody who’s been stable and in the same job for
three, four or five years.
Michael: I guess if you were going to move jobs, timing when you apply for a loan would be
important. So, if you know next year you are likely to move job or move industry, would it make
sense to apply for a loan today?
Rolf: Absolutely, Michael. What is important is – with most new jobs today, is that you’ve got a
three or a six month, or in some government jobs you even got a 12 month probation period. And
banks don’t like you to be in a probation period because, usually, the notice period within
probation is one week, which makes you a higher risk.
So, if you are planning to purchase a property, or upgrade, or access equity in your existing
properties, it’s always good to do it before you change jobs so we can still show a stable history,
and we don’t have to go to the banks after you have changed jobs, and explain to them why you
changed jobs and what is your probation period is. In most cases, you would have to wait at least
until the end of the probation period until most banks would give you another loan.
Michael: And there’s nothing illegal or wrong about doing that?
Rolf: No, of course not, because at that point in time, at the time of the application, you didn’t
know that you were going to change jobs.
Michael: No.
Rolf: And even so, if you had planned it, the next day, you can change your mind and don’t go
ahead and do it. But, once you’ve changed, that’s a fact. Then, we have to deal with the facts.
Michael: Okay. So, having stable employment so that you come as a good credit risk to the
bank is an interesting point. What else can we use to help us get more finance?
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Rolf: For our self-employed clients, it is important is to have an A.B.N. and, in most cases, a
GST registration. Normally, you would also have to have two years completed financials to
present to the banks now that low doc loans and no doc loans have virtually disappeared off the
planet.
So, for our self-employed clients, we’re looking for two years completed financials for their
borrowing entity, be that as a sole trader, or a partnership, or a company. The banks want to see
two years full financials: that’s the income tax return, the balance sheet and the profit and loss.
And in some cases, they even want to see the notice of assessment from the ATO.
So, for self-employed people, it’s just gotten a little bit harder with the falling away of low doc
loans, the banks want to see either full financials or if the financials haven’t been done yet, they
want to see 6-12 months bank statements and 3-6 months trading account statements.
Then, they do their own calculation and see how much income you would derive with a bank
statement of, let’s say, $100,000 per quarter revue and, usually, they would limit that one then to
maybe 30-35% of that one would be your income, the rest would be costs.
So, it’s just got a little bit harder to get these types of loans, but they’re definitely still available
and can be obtained if it’s properly documented.
Michael: Great! Okay, what else can we do?
Rolf: I think that currently it’s a very, very good time to apply for credit. Banks are still willing
to lend to the right clients because they’re sitting on the money. I mean, let’s be honest….the
banks only make money if they lend money out their money. They don’t make the money if it
stays in the safe. So, they want to get the money out, but it has to be the right client.
Serviceability has never been better than right now because of the low interest rates that we have.
We are at 50 year low interest rates which means serviceability is great. We see clients that had
to use a low doc loan two or three years ago that can now convert the low doc loan easily to a
full doc loan because the assessment rates and interest rates have dropped so much. Most
probably in the past two or three years their income has gone up and their rental income has also
gone up.
So, serviceability is very good at the moment and we advise all clients to access equity or
refinance right now because equity access loans are still easily available. But, just like with low
doc loans, at this point in time, no one knows how long these lines of credits will become easily
available and there may be a time where it will get a little bit harder to get these equity access
loans.

     

           


Michael: Now, what you are telling me sounds interesting. You’re saying that some people who
are listening in who have got low doc loans, could move to a full doc loan if everything was
right. What would that mean to them?
Rolf: Well, what it means usually is we first look at their financials and see if we could convert
them to a full doc loan. In many cases they get a much cheaper interest rate because some of the
older low doc loans were done at extremely high interest rates, sometimes loaded by 2-3% on the
actual standard variable rate.
So today, you could refinance and save maybe 2 maybe 3% off the interest rate that you’re
paying right now. It gives you the chance to go a fully documented loan which, again, in the
bank’s point of view, makes you a much better customer, a much lower risk than a low doc loan.
Michael: Interesting. Thank you. What else can we do to try and get a bit more money from the
bank?
Rolf: It’s important to know what type of tax structure you are using to purchase the property
and then apply for the loan in the right structure.
You may want to buy your property in a trust - it can be a family trust, or a unit trust, or a socalled hybrid trust or Property Investors Trust. We just need to understand which structure you
are using and we would then select the most appropriate bank for the structure that you have
been advised by your accountant to use.
Not every bank likes to lend to every structure. A good example would be the Commonwealth
Bank. They would lend to a discretionary trust and a unit trust, but they would not be as keen to
lend to a hybrid trusts or Property Investor Trust.
On the other hand, other banks like the NAB, would lend to all types of trusts be it a unit trust, or
discretionary, or a hybrid trust. Other smaller lenders such as AMP are pretty good with these
sophisticated structures as well and have a great serviceability model.
So, it is important to understand the structure you will be using and which names will be on the
loan documents and who is on title. Is the loan in your individual names or does it have to be in
your trust name? Is the trustee company on title or is another entity on the title? This is very
important to understand.
Michael: So what you are saying Rolf is that it’s actually not a problem borrowing in a trust, it’s
just if you do have a trust structure, you’ve got to know the right lender to go to. Is that right?
Rolf: Exactly. And of course, you need to tell your finance broker that you’re purchasing in that
structure. If the finance broker doesn’t know that you’re purchasing in let’s say a hybrid trust or
property investor trust then your finance broker can’t apply for the right loan and can’t select the
right bank from the word “go”.
     


           


Michael: I remember you telling me a story only a couple of days ago about somebody who had
gone off to his own bank and wasn’t sure what he had to do and got things wrong. What
happened?
Rolf: Well…this client went to one of the big four banks and told them, “I need a loan in my
own name. My trustee company is on title. I’m using a standard trust.” And he got a preapproval.
Metropole Buyer’s Agency then went out and bought him a great property. He then presented the
contract of sale, and other supporting documents back to the bank and wanted to convert the loan
he had pre approved to one that would allow him to by using a trust deed.
The bank’s legal department had a look at the trust deed and said, “No. Sorry, we don’t deal with
that type of trust deed,” and knocked him back. So, he got declined based on the structure. That
was about four weeks before settlement. He then, took another two or three days to make a
decision. He then approached us and at this point in time, I think it’s all under control. We found
the right lender and they will settle on time. But, the client had a bit of a rough time there.
Michael: Interesting. So, let’s just summarize what you said. To get more finance, you run
through a number of factors:
One was not cross collateralizing your loans.
Number two was to use multiple banks, but use them in the right order because that could
possibly allow you to borrow enough to buy one more property.
Number three was to buy the right properties one that the bank sees as a good investment; not too
big, not too small and in the right location, the right type of property. It’s not what you think or
what how you see it. It’s what the bank sees.
The next point was to get a good credit rating, protect your credit rating and check your credit
score. You also suggested we reduce our credit limit from credit cards to give you more
serviceability.
You went on to mention not doing multiple applications because that affects your credit rating.
You reminded us that we’ve got to show stable employment and stay in the same industry for a
while if you can and explained if we’re self-employed, we should have an ABN number.
You then explained a little bit about why it’s a good time to apply for a loan now. It’s probably
the best time for a long time because serviceability is there and easy credit is there. Maybe our
listeners should get in now rather than down the track when it’s a bit harder. And you reminded
us about right structures.

     

           


So, before I ask you some more questions, if some of this is of interest to our listeners and
they’re interested in sitting down and having a chat with you about a finance strategy for
themselves, how would they get in contact with you?
Rolf: Well, they would either call us on 1300 782 524 or they could send us an e-mail to
finance@metropole.com.au and we will respond within 24 hours.
Michael: So, 1300 782 524 or www.metropole.com.au is the website and you can click the
finance inquiry form there. Thanks, Rolf. Can we go on and ask some more questions, please?
Rolf: Yes, sure.
Michael: People are wondering what’s going to happen with interest rates. We know we’ve
missed the bottom, that’s too late. But, what’s going to happen in the future?
Rolf: Well, at the moment most experts are predicting another three or four 0.25% interest rate
rises by the end of 2010.
Based on current data; economic data, unemployment data, current rate of accounts and other
external factors – what’s happening in the USA, what’s happening in China, at this point in time,
consensus of the experts is that interest rates may go up by another 1% or so over the next 12-15
months which will bring us roughly around the middle of 2011 when this cycle of interest rate
rises may be completed.
But, there are lots of other factors that could have an impact on this. The Australian economy
could perform much, much better than everybody is predicting at the moment. They’re
predicting a very good performance of the economy but with the ever increasing demand from
China on our resources, the economy could perform better which would bring inflationary
pressures.
Unfortunately, one of the sharpest weapons that the Reserve Bank has got to fight inflation is
interest rate rises. But, it also means, of course, that employment will be very stable and
unemployment would go down. So, we would have full time employment for the majority of
Australians which, in itself, is a very good thing to happen.
Michael: So, I guess if interest rates go up, it means that our economy is doing well and, very
likely, our property market is doing well. Inflation is rising and property values are going up. So,
if we are looking forward to good times in property, we’ve got to expect that interest rates are
going to go up.
Rolf: Yes. Unfortunately, Michael, that’s absolutely right. So, people should plan that in, look at
their budgets, look at their cash flows and look at their buffers. If they feel that their buffer is not
big enough, then maybe look at another equity access loan, go speak to your bank or to your
finance broker and maybe increase those buffers just to see you through those times.
     


           


I guess, if the economy motors along very well, then interest rate rises are, unfortunately, one of
the things that we have to expect and I believe the Reserve Bank is targeting the 40 year average
which is around the cash rate at around 5.25% which will bring mortgage rates to 7.25-7.75%.
That’s about the long term average.
So, we’ve had it good with interest rates for some time now but those times may come to an end.
Michael: I agree but, I think people have got to recognize that while interest rates must rise,
because they are coming off historic lows it doesn’t mean the property market is going to fall
apart and prices will fall.
As I see it a 1 or 2% rise in interest rates is not going to stop property values increasing, but it
will make property unaffordable for some.
This means first time buyers are going to have trouble and some marginal investors who have
borrowed too much may get themselves into trouble.
But, if you think about it, there’s close to 2 million properties in Australia. About a third of them
are owned by owner occupiers who have no debt at all. About a third of these properties are
owned by people who are paying off their home loans and about a third are owned by investors.
In fact, the majority of people who own houses, unless they’ve bought them in the last few
months, are sitting on quite a lot of equity and as property values increase, even though interest
rates will go up a bit, it’s not going to hurt them. They’re not going to have to suddenly sell their
properties and it’s not going to stop other people wanting to upgrade, move house, form families.
Life is going to go on because, remember, interest rates are going to go up if the economy is
doing well and the property market is doing well.
But, I think it’s going to create a difference with some suburbs outperforming others. The outer
areas, the areas that are more interest rate sensitive, where there’s more new home owners or the
poorer socioeconomic areas are not going to perform as well because they won’t be able to
handle the rising interest rates as well meaning that the more affluent suburbs are going to
outperform, as they always do, because they’re not going to be as concerned by interest arte
increases.
So, I think our listeners have to expect that interest rates will go up as the property cycle moves
on and it’s really important not just to have the right property strategy, you need a finance
strategy as well because times will change. And part of that strategy is to buy time, have the
finance buffers in place to see you through as interest rates rise and as serviceability changes a
little bit.
Rolf, I guess some of our listeners are going to say, “Well, should I fix my interest rates now? If
you say it’s going to go up. What should I do?”
     

           


Rolf: Michael, I think in the introduction, you said I’m one of the top finance specialists in
Australia. If I tell you now that in the past 18 years, my wife and I have fixed six loans and we
lost out five times, that doesn’t go much to my specialist status here does it. So, I’m against
fixing at this current time for one simple reason.
The spread between the fixed rate and the variable rate, and I’m just looking at one of the major
banks right now, the variable rate would be at about 5.6% and the five year fixed rate is close to
8%. So, that’s a difference of 2.4%. On a million dollar loan, that’s $24,000 per annum
additional repayments that you would have to find out of your net cash flow to cover the
difference between the variable rate and the fixed rate. That one you would lock in for five years.
So, that’s $120,000 over five years.
Now, my philosophy here is instead of locking in that loss from day one, I would rather take the
difference, which is $2,000 a month, and leave that money sitting in your offset account and use
it if and when interest rates go up because they will not go up by 2.5% overnight. They go up by
a quarter of a percent and maybe half a percent in one month. But, they will certainly or have
never gone up by 2.5% in one shot.
So, saving the difference between the repayments, applying the variable rate and the fixed rate in
your offset account gets you ahead and it just lets you control your cash flow better. Again, I
repeat, I would not fix right now.
Michael: My history is the same. On a couple of occasions, I have fixed some of my loans and I
don’t think I’ve won out. The banks always seem to win, don’t they, Rolf?
Rolf: The banks definitely win. Apparently, there’s a statistic that says in 93% of all cases, the
banks do win if you fix your rates.
Michael: Okay, well some people may ask “I’m locked in to some loans now and interest rates
are low. Should I actually break it and take advantage of the lower interest rates?”
Rolf: That all depends on the commercial loss that you will incur when breaking the fixed rate
loan.
I’ll give an example… I fixed one of our loans in January 2008. So, that’s nearly two years ago
now. I fixed it for five years. I just found out that the break fee on that loan is $63,000. So, I
quickly made a calculation and came to the conclusion it’s not worth breaking the loan. I’d rather
pay the higher interest rate and let it run for another one, two or three years.
However, I will keep a close watch on that loan. If the interest rates go up further, then the break
fees come down because the difference between the current rate and the rate when you fixed is
getting smaller, so the break fee reduces.

     


           


So, breaking is only advisable if it achieves two things: Firstly you gain a commercial benefit by
paying lower loan repayments and let’s say you can recover the break costs over maybe 12-15
months.
The other reason could be to break the loan is if you have to refinance to access equity to allow
you to purchase another property. There will be an opportunity cost which, of course, you will
have to calculate. Is it worth waiting another three years to buy that property or do you rather
break the loan and pay the price? Get the equity access now and buy another property that will
grow in value at a rate of 7 or 8% per annum or more over the next three years. So, that, again, is
a commercial decision again that has to be made. Under these two circumstances, breaking can
make you a benefit.
Michael: Rolf, one last question I’d like to discuss with you before we finish off the webcast and
that is - what’s happening with low doc and no doc loans? Over the last couple of years, it
seemed to be really easy to get access to these loan products.
I remember when they first came out with low doc loans. You had to pay a higher interest rate to
get this type of loan and they offered lower loan to value ratios – something like 60 or 70% LVR.
And as I said, because they were perceived as more risky, you paid a higher interest rate.
And then, all of a sudden, for 18 months or two years, banks would lend anything to anyone.
You didn’t even have to show proof of income. Where are we at now?
Rolf: Where are we at now is that, basically, no doc loans have completely disappeared. There’s
one no doc loan available, at least according to my knowledge, but the interest rate is close to
10%.
With regards to low doc loans, low doc refinancing and access equity has virtually also
disappeared. There are one or two lenders available that allow you to refinance on a low doc
basis and access equity. But, the interest rate is close to 9%.
For low doc purchases, we still have some options available at reasonable interest rates. But, the
LVR is now reduced to 60% at regular interest rates. Which means you have to contribute a 40%
deposit plus all the other costs. So, it’s getting harder to obtain low doc loans, but the rules are
changing on a daily basis and there may be new lenders or loan products out by the time listeners
gear this Webcast.
Michael: So the world of finance is constantly changing. I’m glad I don’t have to look at it
myself because I’ve got experts like you to help me.
If some of our listeners would like to have you on their side, or their team, to help you put a
finance strategy together, how do they contact you, Rolf?
     

           


Rolf: Well, the best way to contact us is to call us on 1300 782 524, you go to our website,
www.metropole.com.au/finance or you send us an e-mail to finance@metropole.com.au.
Michael: Great! Rolf, thank you very much for spending this time with us and helping our
listeners understand what’s happening in the world of finance. 2010 is going to be a great year
for property. The economy is picking up and the property cycle is moving on. We’ve made our
way through the global financial crisis and now it’s time to take advantage of the next property
wave.
This time, in previous cycles, fortunes were made by those who had the right property strategy
and right finance strategy. So, thanks for giving us some insights into how to get more finance so
we can buy more of the right sort of property.
Rolf: A pleasure Michael, and I certainly do wish all our listeners great success in their property
investments.
Michael: Thank you very much and we look forward to bringing you further webcasts from
Property Update. Our regular Property Update e-Magazine is going to come to your inbox once a
fortnight with tips and tricks from Australia’s leading finance specialists and property specialists.
If you want to find out a bit more about how you can get involved in the property market, how
about contacting the team at Metropole at www.metropole.com.au. We have no properties to sell,
but we have access to every property on the market.
But, we do much, much more than just buy properties. We give unbiased, independent advice on
how to grow a substantial property portfolio and part of it is getting the right finance, part of it is
getting the right structures and part of it is getting the right research. We can help you with all of
those things. Thank you very much to our listeners.




FIND OUT HOW MUCH YOU CAN BORROW:
CALL US NOW ON 1300 782 524 for your obligation free consultation or just a quick
phone chat.
With one 10-minute phone conversation we can normally tell you whether or not we
can help you obtain finance or restructure your loan portfolio. There is no charge and
no obligation.

     


           


     

           


Get the new updated edition of this top selling property book is
written both for beginners as well as advanced property investors and explains how our next property
boom will be Australia's biggest property boom and possibly our last big boom.
This is supported by strong demographic evidence that also highlights our next major growth
regions.
The author details the most important things investors must know to take advantage of the next property
boom. For advanced investors there are chapters on:

tax loopholes,

finance strategies,

negotiation,

dealing with agents,

auctions,

renovations and

an extraordinary section on living off the increasing equity of your Multi Million Dollar Property
Portfolio.

AVAILABLE AT ALL GOOD BOOKSHOPS or purchase at our online bookstore at
www.PropertyUpdate.com.au

     


           





Buy Michael Yardney’s best selling book now and learn how to thrive, not just survive, in these
changing times.
This is not just another book on personal finance. This book is a timely powerful plan to finish
rich in the new financial era.
“Just like you need a road map in unexplored territory…you need to know the new rules of
money if you want to thrive, not just survive in the new financial era.” Brian Tracy (best selling
author of 45 books and the world’s foremost authority on developing peak performance and
individual achievement.)
Fortunes will be made in these turbulent economic times and the divide between the rich and
the average Australian is only going to widen. Yet Australia is the land of opportunity and
becoming wealthy doesn’t have to be a dream.
In his new book Thriving, not just Surviving, in Changing Times best selling author Michael
Yardney will help you achieve your financial goals years faster as he shares a road map of
proven principles and updated strategies for the new financial era.
AVAILABLE AT ALL GOOD BOOKSHOPS or purchase at our online bookstore at
www.PropertyUpdate.com.au

     

           



This practical guide answers these questions and shows you step by step how to find the home of your
dreams or how to sell it when you are ready to move on. The book is based on facts and Michael and
Pamela Yardney’s experiences in property over the last 30 years and gives practical (not theoretical)
advice on buying and selling your home that is relevant to today’s property market. Quite simply it is a
must read for anyone planning to buy or sell a house and gives you the edge you need to get your dream
home. RRP $29.95
Purchase at our online bookstore at www.PropertyUpdate.com.au

     

