
Compound magic
a family affair

Like most people, I’ve often had the feeling, if
only I knew then, what I know now.

There is a lot to learn about money, and as
parents there are practical things we can do to
help our children learn good money habits.

As a father of  three sons, and being a financial
professional, I feel a strong sense of  responsibil-
ity around helping our sons learn the skills they
will need to be financially successful.

Take our eldest son Lachlan. He is studying
geology and finance at university and works two
days a week in a labouring job.

Being keen to learn about financial markets
we decided to create a strategy that would help
him to get started as an investor.

Starting out with $1000, we invested in a low-
cost, globally diversified investment fund which
makes it really easy to manage. He then commit-
ted to saving $100 a month, which we agreed to
match.

Using the Australian Securities and Invest-
ments Commission Moneysmart website, we
can see the power of  this simple plan.

For the purposes of  this example I have used
an investment return from the share market of  9
per cent per annum, which is less than the his-
torical average. 

Of  course, the first thing we know is that he
won’t get a steady return — there will be good
years and bad. But that’s all part of  the lesson.

Over 10 years, our combined savings will be
$25,000 and the investment return will be around
$16,000, for a total of  over $41,000.

But here’s where the magic of  compound
interest lies. If  we extend out the investment
term to 15 years, our combined savings will be
$37,000. 

The compound return, however, will be more
than $42,000, for a total account balance of
almost $80,000.

Compounding returns are like getting interest
on your interest on your interest — and so on.
The longer you invest, the better it is but it needs
a disciplined approach.

There are many lessons to learn about money
but to start with a long-term investment plan is a
great way to start the savings habit and to learn
about financial markets.
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Team effort: David Andrew at home in Mosman Park with son Lachlan. They have set up an investment fund together. Picture : Lincoln Baker
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What is a parental guarantee?
Many lenders allow a family member or parents
to help their children buy a home by providing
extra security. The helper is the guarantor and
they are linked to the loan by a guarantee.

Who can get one?
Family members, sons or daughters, who don’t
have enough for a deposit but earn enough to
make repayments on the total mortgage.

How does it work?
The bank will have a mortgage over the home
being purchased. In addition, the bank will use
some of  the equity in the parents’ home as extra
security. The primary security will still be the
home being purchased, but the bank will also
take a mortgage over the parents’ property. The
more security the bank has, the more comfort-
able it feels about lending money.

What are the benefits?
Parental guarantees allow children to enter the
property market sooner than if  they had to wait
until they had enough saved, which could take
many years. It also removes the need for the
child to pay mortgage insurance, which is
required if  more than 80 per cent of  the pur-
chase price is borrowed. Mortgage insurance
can cost tens of  thousands of  dollars. 

Advice?
Because of  the risks, lenders require parents to
get independent legal advice prior to becoming
guarantors so that they can understand their
legal obligations if  something goes wrong. We
recommend that both parents and their children
get financial advice to address some of  the
potential risks. For example, do the children hae
income protection and trauma insurance? Do
they have cash flow to service the loan? Ideally
parents and children would have a written
agreement about what happens if  circumstanc-
es change. Both parties need to understand and
agree on “what if” scenarios.

What can go wrong?
Children can default on the loan. If  this occurs,
the bank would sell the child’s property first to
repay the debt. However, if  there was a shortfall
between the amount of  debt and on the property
plus bank costs and the net sale price, the bank
would recover the shortfall from the parents.

How long do the guarantees last? 
As the child’s equity in their property grows and
the loan is at 80 per cent or below of  the home
value, the parental guarantee can be removed.

Do all banks do them?
No. Of  the ones that do, the credit policy for fam-
ily guarantees varies, so it’s important to use a
reputable finance broking service to help you
work out which agreement suits your situation
best. Some lenders may accept parents placing
cash on deposit to use as security instead of  the
family home.
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Headaches in
housing
headstarts 
Getting on the first rung of the
property ladder is harder than
ever. Nera Jareb explains how
parental guarantees work


