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Banks in new push into residential property

Advertisement

Major banks are offering refunds on lenders' mortgage insurance and other incentives to encourage lowerrisk
home buyers. Graham Tidy

Major banks, which have been clamping down on investors in
residential property, are offering mortgage brokers a new range
of incentives to encourage lower-risk residential home buyers.
Bank of Melbourne and St Georges Bank, which are part of the
by Duncan Hughes

Westpac Group, are among those offering refunds on lenders'
mortgage insurance, $2000 cash back for refinancing and fixed-

rate decreases on owner-occupier home loans by up to 0.3 per cent.
"We remain focused on helping owner-occupiers," a spokesman for Bank of
Melbourne claims in a letter to brokers advising of the new rates.
Chris Foster-Ramsay, managing director of Capital Home Loans, said: "As the lending
landscape changes there will be more and more competition for the owner-occupier
market."
A clamp-down on investment lending by the majors is creating some of the most
competitive conditions for borrowers since the beginning of the global financial crisis
in 2008, according to mortgage brokers and real estate agents.
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Low documentation lenders, building societies and other small lenders are
scrambling to build lending books and market share as major lenders' higher rates

Investors tip $20m worth of Cairns
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and tougher conditions push borrowers to look for alternatives, they claim.
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Smaller lenders, such as Perth-based Bluebay Home Loans, which describes itself as

Primary Health Care moves into The
Forum

an alternative to the majors, has written to brokers stating it will maintain a
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maximum loan-to-value ratio of 90 per cent and maintain competitive rates.
Other lenders, such as Liberty Financial, which has assets valued around $3.5 billion,
claims it will take advantage of opportunities created by borrowers seeking an
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alternative as mainstream banks' tighten lending.
Some lenders offering cheaper rates and lower loan-to-value ratios fear pent-up
demand for investment loans could trigger a flood of applications, overwhelming
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administrative systems and risking a breach of caps.
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"Smaller lenders are likely to eventually exhaust their capacity to lend," added
Tim Brown, chair of the Mortgage and Finance Association of Australia.
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"It is only a matter of time before most will have to stop lending above loan-to-value
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ratios of 80 per cent," said Mr Brown about lender response to changing market
conditions.
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Borrowing bottlenecks developing as APRA tightens lending
requirements

Advertisement

Cherie Barber says volume and spending in the investment property area are running at their highest level in
more than two decades. Louie Douvis

by Duncan Hughes

As retail banks tighten loan valuations customers are switching lenders, causing
bottlenecks and delays.
Mortgage brokers say Westpac's tightening of investment-property lending is causing
a slowdown in loan applications, as borrowers turn to other institutions.
And the trend looks set to continue, with leading bank ANZ writing to brokers saying
it is also adjusting its appetite for investor loans and reviewing its serviceability
standards on investor loans.
"ANZ continues to have an appetite for investor loans. However, our pricing, policy
and products need to adapt to ensure our overall level of investor loan sales and
lending growth remains within our overall appetite," Tim Carroll, ANZ national
partnership manager, said in a recent update.
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From July 25 ANZ is introducing a 7.25 per cent "floor for serviceability" for investor

Question time live: August 11, 2015

loans, which is the minimum rate at which the bank will assess a home loan.

1 hr ago

Sydney remains start-up city as

Serviceability is the lenders' assessment of the borrowers' capacity to afford the loan
and takes into account possibly higher future interest rates. It is usually assessed by a
review of income and fixed commitments over the life of the loan and potential rental
income.
Westpac, Bank of Melbourne, St George and Bank of South Australia recently reduced
loan-to-value ratios – the proportion of money available for a loan compared to the
value of the property – from 95 per cent to 80 per cent, leading many borrowers to
switch banks in a bid to raise more money, brokers say.
"Other major banks (ANZ, National Australia Bank and Commonwealth Bank of
Australia) are being inundated by new investment applications," Chris Foster-
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investment, particularly those with small
deposits, are being particularly hard hit,
brokers say.
They say loan applications that until
recently took a couple of days to process
take four or five days now for initial
assessment.
The squeeze on lending is being driven

VIEW FULL QUOTE
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a $16 million personal portfolio runs
renovation seminars and appears on television, said interest, volume and spending
was the highest in her 24 years in the industry.
"There is huge interest in unrenovated property because people see it as a way of
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Flood of houses and apartments for sale worries experts

Advertisement

There is growing nervousness about the impact of rising rates charged by banks. Andy Dean

by Duncan Hughes

A spike in the number of houses and apartments for sale in Melbourne and Sydney
could signal concerns among sellers that prices are nearing their peak, according to
market specialists.
New listings of apartments and houses in Sydney are 24 per cent higher than the
same time last year and 19 per cent higher in Melbourne, driven by sellers trying to
capitalise on strong demand rather than wait for spring, the traditional peak sales
time.
Sales in both markets remain strong but there is growing nervousness about the
impact of rising rates charged by banks. Clearance rates in Sydney and Melbourne
have been slipping in recent weeks, although are historically high.
"The market might not be as strong in a few months' time and there will be more
stock to compete with as spring numbers rise," said Tim Lawless head of research
for CoreLogic RP Data, about the surge in property listings. "Whether this new stock

RELATED ARTICLES

will be absorbed as fast as it has over the past years is the million dollar question," he

How Telstra threat MyRepublic
aims to win in Australia

said.

26 mins ago

"There is a bit of nervousness building up," said Andrew Fawell, director of the Beller
Group, a diversified property company in residential, industrial and mainland

Qube expands into fuel distribution
55 mins ago

Chinese markets.

Results Wrap: Transurban, Bradken,
Domino's, Cochlear

The Reserve Bank, in the Statement on Monetary Policy released Friday, wrote

1 hr ago

that while "large price increases" had been recorded for detached houses in Sydney
and Melbourne, the growth in apartment prices had been "noticeably slower" and the
markets were "subdued" outside Sydney and Melbourne with some price declines.
The RBA also noted that rents inflation was easing as supply and vacancy increased

Domino's guidance leaves
shareholders underwhelmed
MD Hodges says Bradken won't be
sold on the cheap

across the nation.
Mortgage brokers expect banks to keep tightening lending to investors
through higher interest rates and tougher credit assessments of applicants' capacity
to pay off their loans. They have cut expected property yields for rental apartments
from about 5 per cent to 3 per cent.
Mortgage brokers estimate about 90,000 apartments being constructed have been
sold off the plan but are not yet settled. The purchasers of about 20 per cent of these,
or 18,000, have paid a deposit of just 10 per cent of the full purchase price, according to

LATEST STORIES
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homeowners
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Californian
digiterati
1 min ago

analysis of investor statistics from CoreLogic.

Credit Suisse says
time is right for
buybacks

More than 40 per cent of off-the-plan apartments are worth less when they are paid

1 min ago

off than when the buyer agreed the borrowing conditions and finalised the price with
a developer, according to Greville Pabst, chief executive of WBP Property Group.
Mr Pabst said off-the-plan buyers are facing a "double whammy" of apartment prices

Telstra threat
MyRepublic details
launch, slams NBN
|

having fallen by an average of 20 per cent and banks demanding higher deposits.
"Measures taken by APRA [the banking regulator] are having an impact but it is too
early to say how much of an impact," he said.

"resilient" but pressure could be growing on sellers wanting $3 million to $6 million,
according to real estate agents.
House listings in the Perth and Darwin, which are reeling from over-supply and weak
demand following the collapse of the resources boom, are up 22 and 17 per cent
respectively.
Values and rents are falling, time on the market is increasing and vendor discounting
rates are softening in both cities, according to analysis by RP Data.
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Housing in the $700,000 to $1.5 million range in Melbourne and Sydney is
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Funding timebomb set for property investors

Advertisement

Mortgage brokers and some property developers are concerned
investors could struggle to find finance for the remaining 90 per cent
of purchase prices as banks are suddenly toughening up lending
criteria.

Mortgage brokers estimate there are 90,000 apartments being constructed in Australia that have been sold off
theplan but not yet settled. Louise Kennerley

by Duncan Hughes and Clancy Yeates

Banks' attempts to cool the over-heating property market has created a potential
funding time-bomb for thousands of investors who have committed to buy off-theplan apartments but have yet to secure finance to fulfil their contracts.
Mortgage brokers estimate there are 90,000 apartments being constructed in
Australia that have been sold off-the-plan but not yet settled. The purchasers of about
20 per cent of these, or 18,000, have paid a deposit of just 10 per cent of the full
purchase price, according to analysis of statistics from CoreLogic RP Data.
Mortgage brokers and some property developers are concerned these investors could
struggle to find finance for the remaining 90 per cent purchase price as banks are
suddenly toughening up lending criteria for investors.
"This is causing alarm across the industry," said Tim Brown, chief executive of the
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Mortgage and Financing Association.

1 hr ago

"Many of these are first-time buyers who will not be able to fulfil their finance

Tianjin Bright & MengDe Dairy buy
Victorian farmland

obligation under the contract and will lose their deposit as many of the banks will not
finance any investment loan over 80 per cent and in some cases will not lend on
investment at all," Mr Brown said.
Bank are under pressure from the Australian Prudential Regulation Authority and the
Reserve Bank of Australia to cool the amount of investment activity that has heated

CommSec employee sues over
'micromanagement'
Mathias Cormann hints at growth
downgrade

up the property market. On Friday Commonwealth Bank of Australia followed ANZ
Banking Group by lifting its standard variable interest rate for investor loans by 0.27
of a percentage point to 5.72 per cent.

Brisbane student
will earn $10k
more than peers
after graduation

OTHER BANKS YET TO FOLLOW
Bank of America Merrill Lynch's Andrew Hill said National Australia Bank and

1 min ago

Westpac Banking Corp are both likely to follow ANZ and CBA. Should this
happen the big four combined would enjoy an extra $850 million in annual profits, Mr
Hill estimated.
Buying off-the-plan apartments has been

ANZ

many investors in a rising property

AQN

market. In Melbourne it has been actively
encouraged through the waiver of stamp
purchase price.
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right to change terms. Many investors
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Other changes across the sector

VIEW ALL ANNOUNCEMENTS

include tougher reviews of a borrower's
income – some banks are no longer
counting expected bonuses. In addition to lifting actual interest rates, banks are also
increasing the rates that they use to stress-test a loan applicant's ability to service the
loan. AMP is reviewing its investment lending and is expected to make an
announcement about possible changes next week.
"The decision to raise interest rates for residential investment lending has been
difficult but necessary in the current environment," an ANZ bank spokesman said.

MUCH HARDER HAGGLING
Property developers claim the banks are also haggling much harder over the final
valuation when the properties are completed and ready for settlement.
John Meagher, managing director of 360 Property Group, said the risk of default
comes from local rather than overseas buyers, who were routinely making deposits of
up to 30 per cent.
"We are already hearing of cases where purchases are scrambling to find funds
because of the change in the lending landscape," Chris Foster-Ramsay, managing
director of Capital Home Loans, said.
Borrowers are also facing increased delays in the processing of loan applications
because banks that have not dropped their loan-to-value ratios are being inundated
with new investment applications.
"Many are from brokers not familiar with other banks' systems and policies, which
means credit assessment teams are having to re-work the applications a number of
times and request outstanding documentation," Mr Foster-Ramsay said.
A spokesman for APRA said its aim is to "reinforce sound lending practices by setting
a threshold of 10 per cent growth in authorised deposit-taking institutions' lending
portfolios over a 12-month period".
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Low interest rates crucial for bridging off-the-plan apartment
finance

Advertisement

Property investors need to look around for best rates to bridge funding shortfalls. Rob Homer

Property investors caught with off-the-plan apartments
delivering lower rents and capital growth than predicted at
purchase need to shop around for the best rates to meet bigger
repayments.
by Duncan Hughes

Real estate agents and developers are warning that many
investors with off-the-plan apartments coming up to completion

could face shortfalls of more than 20 per cent in both rental income and valuations.
"The investment lending landscape is rapidly changing," says Chris Foster-Ramsay,
managing director of Capital Home Loans. "The banks are capping loan-to-value
ratios to 80 per cent, increasing interest rates for investment lending and/or interestonly loans by up to 25 basis points [and some are] completely pulling out of the
investment lending market."
The good news is that competition for the owner-occupier market is expected to
intensify, particularly principal and interest loans.
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"Those who make additional principal and interest repayments over and above the
minimum required by the bank and can present a history to their lender will benefit
by potentially being able to negotiate better discounts, essentially because they are
lower risk," adds Foster-Ramsay.

Australia that have been sold off the plan but not yet settled. The purchasers of about
20 per cent of these, or 18,000, have paid a deposit of just 10 per cent of the full
purchase price, according to analysis of investor statistics from CoreLogic.
As little as 10 per cent of the purchase price has been required to secure an apartment
and buyers typically arrange finance ahead of settlement as the apartment nears
completion – often years later.

HOT WATER
Many investors are finding loans are becoming more expensive and harder to get
when they seek financing for the balance of the apartment at settlement, particularly
when the apartments are revalued.
A real-life example has been provided by Beller, a diversified property group with
offices in Australia and China. The owner's name and address of the property have
been withheld.
An off-the-plan apartment was purchased for $485,000 on a 10 per cent
deposit ($48,500), which meant 90 per cent, or $400,000, equity was required.
The bank valuation at completion of the apartment was $400,000, a 17.5 per cent

Advertisement

Mortgage brokers estimate there are 90,000 apartments being constructed in

discount on the purchase price. In addition, bank borrowing has been reduced to 80
per cent of the valuation, which is 80 per cent of $400,000 ($320,000).
That means the purchaser has to come up with an extra $116,500.
The expected rent for the apartment at the time of sale was $460 a week, which is a
net gross rental return of about 5 per cent on the original $485,000 purchase price.
The actual rent is $360 a week – that's a return of 3.85, which is 21 per cent discount
on the original estimates.
National Australia Bank and Australia and New Zealand Banking Group have capped
their loan-to-value ratios at 90 per cent.
Westpac has announced investors will be required to have a minimum of 20 per cent
deposit for investment loans.
Decisions by ING and AMP to tighten, or even cease, new lending reflects their
concerns about being swamped by borrowers turned away by major banks.
Barry Marshall, principal of Barry Marshall Real Estate, a boutique Melbourne-based
agency, says thousands of investors who have purchased off-the-plan apartments on
higher loan-to-value ratios and lower interest rates than currently on offer from the
major lenders will be seeking alternatives.
"Investors have to get the money from somewhere," Marshall adds.

SMALLER LENDERS SWOOP IN
Smaller lenders, such as Perth-based Bluebay Home Loans, which describes itself
as an alternative to the majors, has written to brokers stating it will keep a maximum
loan-to-value ratio of 90 per cent and maintain competitive rates.
"No changes here," a spokesman said. "It's lending as usual."
Other lenders, such as Liberty Financial, which has assets valued around $3.5 billion,
claims it will take advantage of opportunities created by borrowers seeking an
alternative as mainstream banks tighten lending.
"There is an opportunity for us to grow and we are well-capitalised to take advantage
of these changing times," said Peter Riedel, chief financial officer.
"Recent regulatory changes have been very positive to redress the imbalance
between the Australian Prudential Regulatory Authority-regulated and non-regulated
lenders. We definitely expect the curb on investment lending will be healthy in
redressing the concentration."
A review of the best standard variable rates on offer to cover the funding gap –
assuming the investor meets lending criteria – shows shopping around can produce
more competitive rates.

SMSF HURDLES
Investors facing a funding squeeze on an off-the-plan property in their self-managed
superannuation fund need to clear several more hurdles created by contribution caps
and legal restrictions on their trust.

A super fund trustee has entered a legal contract with the seller that is fully
enforceable. A trustee cannot walk away from the agreement without serious legal
repercussions.
"You can top up any shortfalls with super contributions to your concessional cap or
non-concessional caps," says Aaron Dunn, managing director of The SMSF Academy.
But if the concessional contributions cap are exceeded these amounts may be subject
to excess contributions tax or refunded and reassessed by the Australian Taxation
Office to include the amount within your personal tax returns, along with an interest
charge, he says.
Some lawyers suggest a new contract outside of the fund.
"I have seen circumstances where the vendor will allow for a new contract to be
drawn up," says Dunn. "In such an instance, you would expect the original deposit to
refunded and the new purchaser pay a deposit the new deal," he says.
Those considering this need expert legal and tax guidance to ensure it does not create
contract and tax problems.
Other options might be to seek a top-up loan for the shortfall from a related party,
such as another member of the fund.
"This can create potential problems in the ranking of the mortgage if there is a default
or bankruptcy," says Dunn. "The related party will rank behind the bank in the event
of default."
There will also be additional costs in drawing up a related-party loan agreement.
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Owner-occupiers could face loan rises of 0.25 per cent

Advertisement

Changes in home loan LVRs may affect buyers who bought into offtheplan apartments. Louise Kennerley

Owner-occupiers should be negotiating a better variable rate with
lenders desperate to hold on to their business because of tougher
conditions on property investors, say mortgage brokers.
But home buyers are also facing rising long-term fixed rates,
by Duncan Hughes

delays in processing new borrowing applications and more
rigorous terms for additional loans as banks' profits are squeezed

by tougher lending rules.
Some analysts are convinced banks will start to raise lending rates and advise home
buyers to lock in at record low rates.
Others claim intense lending competition and a weak economy could lead to more
rate cuts. They say banks are more likely to sustain profits by maintaining low-term
deposit rates and high fees for small business.
"There is very little doubt that rates for existing borrowers will rise," says Steve
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Mickenbecker, group executive of financial services at Canstar, a company that
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monitors financial products.

Mining stocks should not fear a US
rate rise

"That means there is a strong argument for mortgage borrowers to lock in,"

43 mins ago

Mickenbecker says.
Best-guess estimates of potential bank increases are a rise of between 25 basis points
and 30 basis points over the next six to 12 months, say some analysts.
A home buyer with a 25-year $500,000 mortgage on a rate of 4.4 per cent would pay
an extra $86 a month if rates rose 30 basis points.
For a home buyer with the same package
on a $1 million loan, the monthly increase
would be $171.
The best three-year fixed rates of 3.99 per
cent are offered by Newcastle
Permanent, FreedomLend and Greater
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to customers.

VIEW ALL ANNOUNCEMENTS

Martin North, principal of Digital Finance
Analytics, which advises banks on market trends, says: "Fixing now is not the right
answer."
He believes rates will continue to fall as the Reserve Bank of Australia tries to
stimulate a flat economy.
Mortgage brokers such as Chris Foster-Ramsay, managing director of Capital Home
Loans, say bank changes for investment borrowers have been "biting even harder" in
the past two weeks.
The recent decision by Westpac, Bank of Melbourne, St George and Bank SA to reduce
their investment lending ratio from 95 per cent to 80 per cent has caused prospective
borrowers to seek alternatives.
Delays in loan applications for owner-occupiers and investors are being caused by the
volume of new work and brokers being unfamiliar with alternative banks' systems

Advertisement

The average five-year fixed term is 4.8

and policies, which means credit-assessment teams have to rework applications,
often requiring additional documentation, brokers say.
"This is pushing out service delivery times for the other majors, which means loan
applications are taking longer to be assessed," says Foster-Ramsay.
This hits investor loans and existing borrowers wanting to switch lenders for a
cheaper rate, he says.
From Saturday, ANZ is introducing a 7.25 per cent "floor for serviceability" for investor
loans, which is the minimum rate at which the bank will assess a home loan.
Serviceability is the lenders' assessment of the borrowers' capacity to afford the loan
and takes into account possibly higher future interest rates. It is usually assessed by a
review of income and fixed commitments over the life of the loan and potential rental
income.
Another problem facing existing off-the-plan apartment borrowers, who may have
signed up a year ago, could emerge in national capitals where apartment prices are
flat, or falling, such as Darwin or Perth.
A potential difficulty might arise if the buyer has to stump up more cash for a deposit
to complete the deal if the price has fallen since they signed on the dotted line.
For example, a bank might lend up to 90 per cent of the total value. So on a $1 million
apartment, the bank would lend $900,000 and the buyer would contribute a $100,000
deposit.
If the property price on a $1 million apartment fell 20 per cent, the bank would only be
prepared to lend $720,000 on a valuation of $800,000. The buyer would have to cover
the gap.
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Westpac tightens lending for foreign property investors

Advertisement

Mortgage brokers claim Westpace's clampdown is targeting the lucrative Chinese market, which that has been
spending billions on residential property, particularly in Melbourne and Sydney. Paul Jeffers

Westpac Group is clamping down on lending to overseas
property investors wanting to buy residential property in the
nation's popular residential markets.
The bank, which recently announced a reduction in loan-to-value
by Duncan Hughes

ratios on investment loans to 80 per cent, has described the move
as another measure to limit annual investment lending growth to

a maximum of 10 per cent, as mandated by the Australian Prudential Regulation
Authority.
The bank's broker distribution division is writing to mortgage brokers identified as
having a "higher percentage" of property lending to people not resident in Australia.
The letter does not identify the lending benchmark that triggers the review.

AUSTRALIAN ADDRESS REQUIRED
"As a result, all future home lending applications that you submit to Westpac must
contain a primary application that has an Australian residential address," a leaked
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A spokesman for the bank said: "It's just a
reminder to brokers with a higher
percentage of non-resident lending that
when submitting owner-occupied
applications [they] should contain an
Australian residential address."

Aug10

May14

Last updated: Tue Aug 11 2015  3:41:06 PM

VIEW FULL QUOTE

Company Profile
Banking, financial and related services.

PRESSURE FROM
REGULATOR

http://www.westpac.com.au/

Banks are rapidly changing their rules for

ASX Announcements

lending to property investors, a response

19.585
Aug15

Banks (401010)
ASIC 007457141

11/8/15

Westpac SelfFunding Instalments
over securities in RIO

10/8/15

Westpac SelfFunding Instalments
over securities in SUN

in the property market.

6/8/15

Ceasing to be a substantial holder
for GDF

Last week ANZ Banking Group and

6/8/15

Westpac Capital Notes 3
Replacement Prospectus

5/8/15

Westpac Capital Notes 3  Results
of Bookbuild

to pressure from the banking regulatory
to reduce the amount of investor activity

Commonwealth Bank of Australia both
lifted their lending rates for all landlords.
Earlier this month Westpac announced it

VIEW ALL ANNOUNCEMENTS

would require applicants for property
investment loans to have a deposit equal to 20 per cent of the property's value, up
from five per cent.
In addition, mortgage brokers claim competitive investment pricing has stopped.
"The rate is now the rate," said Chris Foster-Ramsay, managing director of Capital
Home Loans, about Westpac no longer negotiating on investment loan rates.
Other measures aimed at reducing the demand from investors for property loans
include reducing interest rate discounts, increasing interest rate "sensitivity buffers"
and ruling out some types of income such as bonuses, when assessing an applicant's
ability to repay a loan.
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Less speed and better directions for superannuation savers

Advertisement

Caution needed: advisers cite 'middle-aged cyclists in black Lycra' taking on too much risk. Ken Irwin

Super ﬁtness and superannuation can be a calamitous
combination for many late-middle-aged investors who shift up a
ﬁnancial gear when they should be slowing down, consolidating
assets and preparing for retirement, say retirement specialists.
by Duncan Hughes

Symptoms of the "middle-aged cyclists in black Lycra" syndrome
include embarking on long and gruelling investment strategies

better suited to younger investors with more time to recover from any crashes.
"I see too many Baby Boomers careering towards 60 years still pedalling too fast," says
Tony Bates, chief executive of Bluepoint Consulting, a ﬁnancial adviser to wealthy
clients.
"They think they are invincible," he says. "But this is not a race about who has the
most assets when they die."
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Australians have been bitten by the cycling bug, with cyclists coming in all shapes,
sizes and suburbs, ranging from the commuter riders and casual weekend cyclists

4/06/2015 7:12 pm

Abbott's wild talk is hardly the
reassurance that voters seek

through to the hipsters with "ﬁxes", or ﬁxed-gear bikes.

1 hr ago |

But it is often the late-middle-aged, black-Lycra riders who extend their free-wheeling

Sydney's property 'bubble' hits the
outer suburbs

attitudes on the open road to their investment portfolios, ﬁnancial advisers say.
It's a group that does not appear on any statistical tables but is well known to advisers
who often have to pull the pin on peloton plans best suited to a younger generation.
"Negative gearing into property might have proved a successful strategy throughout a
Boomer's high-ﬂying career but in your late 50s and early 60s it's time to slow down,"
Bates says.
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Eureka
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"My advice to Boomer clients is to transition slowly into retirement, pedal slower and
progressively shift gearing down to zero."

LATEST STORIES

Chris Foster-Ramsay, managing director of Capital Home Loans, a ﬁnance brokerage,
says those coming up to retirement should be focusing on income and capital growth.
"Don't leave it too late to generate alternative income streams," he adds.
Recent academic research cited by fund manager Vanguard Australia found that only
one in four retirees decided on their retirement date.
The others said they had been forced or encouraged to leave the workforce for
reasons ranging from poor health to difﬁculties in their workplace.
"The reality is that many of us may not be in control of the decision to stop work,"
says Robin Bowerman of Vanguard Australia.
"This underlines once again why we should ideally begin saving as early as possible
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reassurance that
voters seek
1 hr ago |
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for our eventual retirement – whenever that may be."

TOO LATE TO BORROW
Regulators this week warned again about a growing bubble in Melbourne and

For many cashed-up Boomers on the cusp of retirement, the temptation might be to
buy into a market young house-hunters might not be able to afford. After all, Boomers'

Advertisement

Sydney's property markets pricing out a generation of younger wannabe homebuyers.

careers have coincided with a 40-year property boom.
But the price-earnings ratio for housing in Australian cities is the highest in the world.
The cost of the average home is about $1 million and wage growth is not keeping pace,
particularly among graduates who are the main source of future demand.
High prices also mean lower rental returns. For example, $1 million invested in Sydney
property will pay about $600 a week in taxable rents. The same amount invested in a
super fund with a balanced portfolio can pay a tax-free pension of nearly $1000.
"Negative gearing becomes less and less effective as your marginal tax rate lowers,"
Bates warns about borrowing in the lead-up to retirement.
http://www.afr.com/personal-finance/superannuation-and-smsfs/less-speed-and-better-directions-for-superannuation-savers-20150521-gh4d11
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"With the possibility of very low tax rates in retirement through generous super
arrangements, I am cautioning Boomers against extending their already geared
property portfolio if this is at the expense of accumulating super," he says.
There's also the issue of liquidity – being able to access sizeable amounts of cash to
pay for a new car, roof or overseas holiday.
"You can't sell the bathroom of your investment property to pay for a new roof,"
Bowerman adds.
Those coming to retirement need to wind down debt, sell surplus property and
maximise contribution caps.
Using the "bring-forward" provisions for after-tax (or non-concessional)
contributions would enable a couple to inject $1.44 million into super over two years,
says Bates, or $720,000 for an individual.
This is how it would work: in June this year you make an after-tax contribution of
$180,000 for this ﬁnancial year; then in July this year you could contribute $540,000
for the 2016, 2017 and 2018 ﬁnancial years. The "bring-forward" rules allow you to
make contributions for this and the next two years at the same time, as long as no
further contributions are made until the fourth year.
The maximum non-concessional contribution for an individual is now $180,000, up
from $150,000.
The research cited by Vanguard found that Australia had a retirement savings gap –
i.e. the amount of money needed to provide a reasonable retirement – of nearly $730
million, or nearly $67,000 per person.
"Just like the widely reported increase in hospital visits by middle-aged cyclists in
Lycra, the risks of injury from pedalling too fast increases exponentially with
advancing years," Bates says.
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