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Guarantees are only called upon where a borrower defaults on their home loan, the 
guaranteed property is sold, and there are insufficient proceeds to repay the full balance of the 

Like LMI, the guarantee is designed to protect the lender if a borrower defaults 
on their home loan. Borrowers remain liable for any loan shortfall owed to the lender after 
the claim payment has been applied. This information is communicated in the published 5% 
Deposit Scheme Information Guide.  

There remain significant disincentives to participants defaulting on their mortgage under the 
5% Deposit Scheme. Mortgage defaults under the Scheme have personal and financial 
stability costs, as with mortgage defaults generally. There may also be additional costs 
associated with foreclosure, including legal fees, moving expenses, recourse to other assets, 
sentimental attachment to the property and implications for future credit applications.  

regulated by credit risk standards and by responsible 
lending laws, provide important protections for and constraints upon 5% Deposit Scheme 
participants. These protections include preventing unaffordable debt and managing the risk of 
significant financial hardship, including the risk of a consumer being forced to sell their 
home. 
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them at a significant disadvantage compared to the major banks who are able to self-insure their LMI
needs.  

The Government must ensure that smaller lenders will be able to access some form of LMI into the 
future to allow for effective ongoing competition against the major banks in non-first home buyer 
market segments. More broadly, as it stands, LMI providers may have to increase the price on LMI to 
continue to offer these products. This could result in higher costs for HGS-ineligible high-LVR home 
buyers. 

Uncertainty of guarantee 

The government guarantee backing HGS loans differs from LMI, which introduces additional risks for 
banks offering HGS loans. 

Banks face the risk of the HGS guarantee ceasing due to borrower actions, which most commonly 
occurs when a borrower rents out their property, voiding the owner-occupied condition of the 
guarantee. For some professions, such as teachers or police, this may be more common due to the 
need to relocate for work as their careers progress and renting out their homes in the meantime. 

In any case, this leaves the bank solely responsible for the entire high-LVR loan, without the protection 
of the HGS guarantee or an LMI policy, even when it has acted appropriately under the scheme. This 
is a significant concern for customer-owned banks and substantially limits the protection the scheme 
offers. In a housing market downturn, this could result in lenders facing losses in the event of a 
borrower default.  

A detailed response to the consultation questions can be found in Appendix A. We request that 
Appendix A remain confidential and not for publication. 

Appendix B outlines COBA members excluded from the HGS. 

Thank you for the opportunity to provide a submission. We look forward to working closely with the 
Treasury on the design and implementation of the expanded HGS. If you wish to discuss any aspect of 
this submission, please contact Alexander Woloszyn, Policy Manager (awoloszyn@coba.asn.au). 

Yours sincerely 

MICHAEL LAWRENCE 
Chief Executive Officer 

  
  



  

  

    

           
            

  
  

          
          

          
       

  




