
Understanding 
Premiums
Mortgage brokers understand that Lenders Mortgage Insurance (LMI) 

broker to further grasp the dynamics of LMI costs.

How does 
payment work?

Lenders Mortgage Insurance can be paid 
upfront or added to your loan amount, 
spreading the cost over the life of your 
mortgage. 

While paying upfront may seem daunting, 
it could save you money in the long run by 
reducing interest on the added premium. 

Talk to your broker to decide on the payment 

Loan-to-Value Ratio (LVR)
LVR is the ratio % of the loan amount to the property’s 
purchase price or valuation. A higher LVR often 
results in higher LMI premiums

Property Type

property types, such as houses, townhouses, or 
apartments, may have varied LMI considerations

Credit History
Clients’ credit history plays a role in determining LMI 
premiums. A strong credit history may lead to more 
favorable LMI terms.
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Loan Amount
LMI is calculated as a percentage of the loan amount. 
Higher loan amounts pose a higher risk, leading to 
increased LMI costs
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Lenders Mortgage 
Insurance (LMI)

A Comprehensive Guide: 
First-Time Home Buyers

LMI is a pivotal component in the home 
buying process, especially for first-timers. 
Understanding its intricacies can make 
a significant difference in your financial 
strategy. Always talk to your broker. 

Enables access to a home loan with a smaller 
deposit.

LMI serves as a protective shield for lenders, 
mitigating their risk when borrowers have a 
deposit of less than 20%. By having LMI in 
place, lenders are more willing to approve 
loans with lower deposits, opening doors for 
first-time buyers with limited initial funds.

Benefits

Purpose
Increases chances of loan approval for high 
LVR (Loan-to-Value Ratio) loans.

Allows entry into the property market sooner 
than saving a large deposit.



LMI versus MPI

Avoiding LMI
In most cases, LMI cannot be 
avoided if you have a deposit 
of less than 20%. However, 
there are a few alternatives 
that may help you avoid or 
reduce the cost of LMI. These 
include:

Saving for a larger deposit: If you can save 
up to 20% or more, you may not need to pay 
LMI.

Using a guarantor: A guarantor is someone 
who agrees to take responsibility for the loan 
if you default. This can help you avoid LMI or 
reduce the LVR.

Taking out a family guarantee: A family 
guarantee is similar to a guarantor, but 
instead of someone taking responsibility for 
the loan, their property is used as additional 
security. This can also help you avoid or 
reduce LMI.

For Australian first home buyers, 
understanding the trade-offs of 
LMI is crucial. While it opens 
doors to homeownership, it’s 
essential to weigh the ongoing 
costs against the immediate 
benefits. Careful consideration of 
your financial situation and future 
plans is paramount.

Careful Consideration

LMI should not be confused with Mortgage Protection Insurance 
(MPI). MPI covers you if you’re unable to meet your repayments due 
to unemployment, death or disability. MPI protects you, whilst LMI 
protects the lender.




