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IT is no secret investors are dominating the
homebuyers’ market.

But many investors are falling prey to the
standard bank practice of cross-collateral-
isation.

This means, if you own one property and
are borrowing to purchase another, then the
bank will take security over both properties.

In some cases, this is unavoidable but in the
majority of instances, the banks are taking far
00 much security says Mark Hay Realty Group

principal Mark Hay. “If you understand that the
banks will lend up to 80 per cent for residential
investment, then in a majority of cases the
banks don’t need this extra security,” he said.

“Failure to request non-cross collateral of
your property will result in the banks’
authorities automatically taking more security
than they need.”

For example, a buyer's current home is
worth $200,000 and their home mortgage is
$80,000.

“This means you can borrow up to another
$80,000 without additional security, that is, you
can borrow a further $80,000 on your home
(or $160,000 in total) and proceed to purchase
your investment property as a free and
unencumbered title.

“The title is held by you and at any time in
the future you can borrow against this
property to purchase another.

“As indicated in this example, unless you
direct the banks otherwise, they will

automatically take security over your new
purchase as well as your home — the banks
always take as much security as possible.”

Mr Hay said this tied the homeowner to
one bank and as they began to purchase more
investment properties as they created a web of
cross-collateralisation over the whole portfolio.

This would restrain the ability to deal out in
the open market place at various times and to
take advantage of other banks or institution
offers and loans in the coming year.



[image: image2.jpg]western




23rd October 2003








