270,000
Australian parents

1

have a child
starting school
this month!

’Big school’ means a lot of things, however from a financial perspective it means
NO MORE CHILDCARE FEES!
Did you know that it is not unusual for parents to spend $10,000 or more per year on long day care per child?
That equates to more than five months of repayments every year on their mortgage!2

If you are one of the 270,0001, what are you planning to do
with the extra cash to ensure it does not simply disappear
into your everyday spending?

Time to review
When your children start school (or your employment
circumstances change) it is a great time to re-assess your overall
financial situation. Over the years, having worked with many
clients who have young children, we have observed (either
intentionally or maybe unknowingly) the following:
1. mortgage payments reduced to minimum levels,
2. personal debts and/or credit cards built up,
3. limited refinancing options due to lower income levels, and/or
4. investments being placed on hold.
We have also observed that when our clients re-enter the
workforce, most forget that they actually managed quite well
on lower income levels. Instead of investing, saving or paying off
debt, the additional cash flow has been absorbed in their new
daily lifestyle.

What are your options to secure a strong
financial path?
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Increase mortgage repayments

As a minimum we would encourage you to use any money
previously assigned to your childcare facility to make additional
mortgage repayments. These additional repayments have a
compounding effect and can significantly reduce the term of your
loan, thus saving you thousands in interest over the lifetime of
your loan.

2 Review your debt and consider new options

When living on a single income it is not uncommon
for additional expenses to be added to credit or store cards.
Unfortunately these types of credit facilities typically accrue very
high interest. We recommend that you take the time to review all
your debt and talk to us about consolidation options to reduce
your overall interest (and mostly lower your repayments).

3 The deal gets better…

Refinancing your home loan can be difficult when children
are young as lenders are hesitant to lend on a single income or
consider part time earnings. When you re-enter the workforce,
refinancing your home loan becomes easier as your ability to
repay improves. There are currently some very attractive interest
rates available.
As your spare time now becomes so much more important, if
you have not reviewed your home loan for a while, we would
recommend that you allow us to do so while rates are at their all
time low.

4 Plan your investment strategy

Investments are typically the first item that we see families
put on hold while their children are young. With both parents
working and the elimination of childcare fees, an investment
property may become an affordable option. Remember you don’t
need to pay off your own home before considering an investment
property.
Ask us for our information guide on
how to use your existing equity to start
investing sooner.
If big school is the on the cards for your
little one, then make sure to call the office
to start on the right foot this year!

1. http://www.abs.gov.au/ausstats/abs@.nsf/0/93EB4563583425CCCA25773700169C91?opendocument
2. http://www.censusdata.abs.gov.au/census_services/getproduct/census/2011/quickstat/0 median monthly mortgage repayments $1800

Using the equity in your
home to purchase
an investment
property

If you are already repaying your own
home or another investment property,
you may be able to use the equity you
have built up to purchase an
additional property. Let’s use an example
to explain this process.
Your lender is going to require that the
loan amount is less than 80% of the
value of the property unless you want
to pay lender’s mortgage insurance
(LMI), so to keep things simple we will
assume that you can only borrow 80%.
From our example on the right, you
have $250,000 sitting in your home
loan that could be used to purchase
an investment property. You have two
different options available in terms of
structuring your loans:
1 Establish a line of credit, or
2 Apply for a standard term loan with
a redraw facility or an offset
account where the remaining equity
will be invested until required.
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Potential property portfolio
Let’s now assume that you purchase
an investment property worth $500,000.
You again want to avoid LMI so you will
a deposit. You also need to consider
need to provide $100,000 as
the upfront purchase costs. These vary
from state to state so we will assume
$25,000). This means you will need to
5% of the total purchase price (or
provide $125,000 from the equity in
your first property.
Your property portfolio will now look
like this:
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Your tenants and the tax man (through
rebates) help pay for the new loan, however
sometimes there could be a shortfall
should be taken into account when
to be serviced. This
borrowing to ensure that the loan on
the new investment property and your
within your budget. A margin should
existing property can be serviced
be included for any unexpected interest
rate rises.
Then all you need to do is sit back and
let the property take its course with
capital gains generating some additional
equity over the next seven to ten
years as has been proved (even in tough
times) over the last century.
Once you learn this strategy you can
repeat it as often as you want,
provided you can re-pay the borrowings.
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For many families, the start of primary school is an opportunity for
a parent to increase their hours of work or return to the workforce
on a part or full time basis. This can have a significant effect on
family income, lifestyle and relationships.
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