1. For what purposes can | seek a first time homean?

You can generally seek a first time home loan foyifg a house or a flat, renovation,
extension and repairs to your existing house. Nvasiks have a separate policy for
those who are going for asecond house. Please meeneto seek specific
clarifications on the above-mentioned issues frooryommercial bank.

2. How will your bank decide your home loan eligibity?

Your bank will assess your repayment capacity whdkciding the home loan
eligibility. Repayment capacity is based on younthty disposable / surplus income,
(which in turn is based on factors such as totattilyg income / surplus less monthly
expenses) and other factors like spouse’s incossets, liabilities, stability of income
etc. The main concern of the bank is to make swaeyiou comfortably repay the loan
on time and ensure end use. The higher the modisihpsable income, higher will be
the amount you will be eligible for loan. Typicaliybank assumes that about 55-60 %
of your monthly disposable / surplus income is ke for repayment of loan.
However, some banks calculate the income avail@bl&MI payments based on an
individual's gross income and not on his disposaideme.

The amount of the loan depends on the tenure dbtreand the rate of interest also
as these variables determine your monthly outgatflaav which in turn depends on
your disposable income. Banks generally fix an vppge limit for home loan
applicants.

3. What is an EMI?

You repay the loan in Equated Monthly InstallmeEMIs) comprising both
principal and interest. Repayment by way of EMttst&rom the month following the
month in which you take full disbursement. (For ersfanding how EMI is
calculated, please see annex).

4. What documents are generally sought for a loanpgroval?

In addition to all legal documents relating to timuse being bought, banks will also
ask you to submit Identity and Residence Proog&slasalary slip ( authenticated by
the employer and self attested for employees )Fordh 16 ( for business persons/
self-employed ) and last 6 months bank statemeB@lance Sheet, as applicable .
You also need to submit the completed applicattsmfalong with your photograph.

Loan applications form would give a checklist ofcdments to be attached with the
application.



Do not be in a hurry to seal the deal quickly.

Please do discuss and seek more information orwansers in terms and conditions
provided by the commercial bank in this regard. Ewample some banks insist on
submission of Life Insurance Policies of the borow guarantor equal to the loan
amount assigned in favour of the commercial bahler@ are usually amount ceilings
for this condition which can also be waived by ajprate authority. Please read the
fine print of the bank’s scheme carefully and selekifications.

5. What are the different interest rate options oféred by banks?

Banks generally offer either of the following loaptions: Floating Rate Home

Loans and Fixed Rate Home Loans. For a Fixed Radm Lthe rate of interest is fixed

either for the entire tenure of the loan or a ¢enpart of the tenure of the loan. In case
of a pure fixed loan, the EMI due to the bank remeaionstant. If a bank offers a Loan
which is fixed only for a certain period of the tea of the loan, please try to elicit

information from the bank whether the rates mayrdosed after the period (reset
clause). You may try to negotiate a lock-in thailgtd include the rate that you have
agreed upon initially and the period the lock-ist$a

Hence, the EMI of a fixed rate loan is known in adlee. This is the cash outflow that
can be planned for at the outset of the loan.dfittilation and the interest rate in the
economy move up over the years, a fixed EMI isaatively stagnant and is easier to
plan for. However, if you have fixed EMI, any redioa in interest rates in the
market, will not benefit you.

Determinants of floating rate:

The EMI of a floating rate loan changes with change market interest rates. If
market rates increase, your repayment increasesn\éies fall, your dues also fall.
The floating interest rate is made up of two patte:index and the spread. The index
IS a measure of interest rates generally (baseshgngovernment securities prices),
and the spread an extra amount that the banker adds to cowesitcrisk, profit
mark-up etc. The amount of the spread may difi@mfone lender to another, but it is
usually constant over the life of the loan. If ihéex rate moves up, so does your
Interest rate in most circumstances and you wilvehdao pay a higher EMI.
Conversely, if the interest rate moves down, yadi Emount should be lower.

Also, sometimes banks make some adjustments sgdbhaEMI remains constant. In
such cases, when a lender increases the floatiagest rate, the tenure of the loan is
increased (and EMI kept constant).



Some lenders also base their floating rates om Benchmark Prime Lending Rates
(BPLR). You should ask what index will be used $etting the floating rate, how it
has generally fluctuated in the past, and wheiepublished/disclosed. However, the
past fluctuation of any index is not a guaranteeatfofuture behavior.

Flexibility in EMI:

Some banks also offer their customers flexible yapnt options. Here the EMIs are
unequal. In step-up loans, the EMI is low initiaiypd increases as years roll by
(balloon repayment). In step-down loans, EMI ishhigitially and decreases as years
roll by.

Step-up option is convenient for borrowers whoiarthe beginning of their careers.
Step-down loan option is useful for borrowers whe eose to their retirement years
and currently make good money.

6. What is monthly reducing balances method?

Borrowers benefit more from a loan that's calcudaten a monthly reducing basis

than on an annual basis. In case of monthly resetisrest is calculated on the

outstanding principal balance for that month. Thiagipal paid is deducted from the

opening principal outstanding balance to arrivéhat opening principal for the next

month and interest is computed on the new, redpdedipal outstanding. In case of

annual resets, principal paid is adjusted onlyhat ¢énd of the year. Hence, you
continue to pay interest on a portion of the ppactithat has been paid back to the
lender.

7. How does tenure affect cost of loan?

The longer the tenure of the loan, the lesser ball your monthly EMI outflow.
Shorter tenures mean greater EMI burden, but yeaum Is repaid faster. If you have a
short-term cash flow mismatch, your bank may ineeethe tenure of the loan, and
your EMI burden comes down. But longer tenures maayment of larger interest
towards the loan and make it more expensive.

8. What is an amortization schedule?

This is a table that gives details of the perigulincipal and interest payments on a
loan and the amount outstanding at any point oktith also shows the gradual
decrease of the loan balance until it reaches zero.

9. What is pre-EMI interest?



Sometimes loan is disbursed in installments, deppgnon the stages of completion
of the housing project. Pending final disbursemsmiu may be required to pay
interest only on the portion of the loan disbursé&tlis interest called pre-EMI
interest. Pre-EMI interest is payable every montimfthe date of each disbursement
up to the date of commencement of EMI.

However, many banks offer a special facility wheretustomers can choose the
installments they wish to pay for under constructigroperties till the time the

property is ready for possession. Anything paidrcaued above the interest by the
customer goes towards Principal repayment. Theomest benefits by starting EMI

payment earlier and hence repays the loan fasteas® check with your banker
whether this facility is available before availiofjthe loan.

10. What security will you have to provide?

The security for a housing loan is typically atfinsortgage of the property, normally
by way of deposit of title deeds. Banks also somesi ask for other collateral security
as may be necessary. Some banks insist on mardowh payment (borrowers

contribution to the creation of an asset) to bentasmed / made also.

Collateral security assigned to your bank could libeinsurance policies, the
surrender value of which is set at a certain péaggnto the loan amount, guarantees
from solvent guarantors, pledge of shares/ seeardnd investments like KVP/ NSC
etc. that are acceptable to your banker. Banksdvaldo require you to ensure that
the title to the property is free from any encumigea (i.e., there should not be any
existing mortgage, loan or litigation, which isdllg to affect the title to the property
adversely).

11. What precautions do you need to take if you arpurchasing a property that
Is not a newly built one?

Ensure that the documents being provided to yownatecolour photocopies. Check
the internet for other modus operandi to fraud anslre clear title to the asset. Seek
advice only from authentic sources such as youk.ban

Get the no encumbrance certificate to find the titleeholder and if it is mortgaged to
any financier. Obtain all tax papers to ensure @allatocuments are up to date.

12. What should be your strategy in dealing with te banks?

Give yourself comfortable time. Do not hurry younrghase or loan in any case.
Shopping around for a home loan will help you td gee best financing deal.



Shopping, comparing, seeking clarification and niagjog with banks may save you
thousands of rupees.

a) Obtain information from several banks

Home loans are available from mainly two typesafders—commercial banks and
housing finance companies. Different lenders mayteyou different rates of interest
and other terms and conditions, so you should cbrsveral lenders to make sure
you're getting the best value for money.

Find out how much of a down payment you are requicepay, and find out all the

costs involved in the loan (including processingsfeadministrative charges and
prepayment charges levied by banks). Knowing jostamount of the EMI or the

interest rate is not good enough. Similarly, agkifdormation on loan amount, loan

term, and type of loan (fixed or floating) so tgati can compare the information and
take an informed decision.

The following is some important information thatuywill require.
1) Rates

Ask your lender about its current home loan interat®s and whether the rate is fixed
or floating. Remember that when interest ratetha economy go up so does the
floating rates and hence the monthly re-payment.

If the rate quoted is a floating rate, ask how ymte and loan payment will vary,

including the extent to which your loan payment e reduced when rates go down
by a certain percentage. Ask your lender to whdexnyour floating home loan is

referenced / linked and the periodicity of updatadrthat index. Also ask your bank

whether the index is internal or external and had @here it is published.

Ask about the loan’s annual percentage rates (APR).APR takes into account not
only the interest rate but also fees and certdierotharges that you may be required
to pay, expressed as a yearly rate. Banks areaubl@greveal the APR if requested for
by the customer.

i) Reset Clause

Check the reset clause, especially in the case&ed finterest rate loan as the rates
will not be fixed throughout the tenure of the loan

lil) Spread/Mark up



Check if the margin in the case of the floatingeret fixed or variable. The rate of
interest you have to pay will vary accordingly.

Iv) Fees

A home loan often requires payment of various feegh as loan origination or
processing charges, administrative charges, dodatnem late payment, changing
the loan tenure, switching to different loan paekaduring the loan tenure,
restructuring of loan, changing from fixed to flioat interest rate loan and vice versa,
legal fee, technical inspection fee, recurring ahiservice fee, document retrieval
charges and pre-payment charges, if you want toegréhe loan. Every lender should
be able to give you an estimate of its fees. Madhese fees are negotiable / can be
waived also.

Ask what each fee includes. Sometimes several coanis are lumped into one fee.
Ask for an explanation of any fee you do not untderd. Also, remember that most of
these fees are perhaps negotiable! Do negotiate ywiir bank before agreeing to a
particular fee. See how the all inclusive rate carap with the all inclusive rates
offered by other banks. While planning your finag)agon't forget to include the costs
of stamp duty and registration.

v) Down Payments / Margin

Some lenders require 20/30 percent of the homa'shpse price as a down payment
from you. However, many lenders also offer loara tlequire less than 20/30 percent
down payment, sometimes as little as 5 percent akslut the lender’s requirements
for a down payment and also negotiate with hinettuce the down payments.

b) Obtain the best deal

Once you know what each bank has to offer in teohsates, fees and down

payments, negotiate for the best deal. Ask thedend write down all the costs

associated with the loan. Then ask if the bank walive or reduce one or more of its
fees or agree to a lower rate. Do make sure tleabdmk is not agreeing to lower one
fee while raising another or to lower the rate whrhising the fees. Ask for

clarification in case you do not understand anyi@aar term. All banks are obliged

to explain the most important terms and conditioindhe home loan in detail.

Once you are satisfied with the terms you have tetgal, please do obtain a written
offer letter from the lender and keep a copy witlu.yRead the offer letter carefully
before signing.



13. Can you repay your loan ahead of schedule? Isgppayment of loan allowed?

Yes, most banks allow you to repay the loan ahéatitedule by making lump sum
payments. However, many banks charge early repaypealties up to 2-3% of the
principal amount outstanding. Prepayment penalty waaly according to the reasons
and source of funds — if you obtain a loan fromtheo bank for pre-payment the
charges are usually higher than when you pay froor pwn sources. However, you
may credit more than your EMI amount into your |l@meount on a periodic basis and
bring down your interest burden as and when fundsaxailable with you. Most
banks do not charge a pre-payment penalty if yoposie more than your EMI
payable on a periodic basis. Please check sualiaigns while availing the loan.

14. What are Switch over charges/ balances transfeharges?

When other banks reduce the interest rate, youprefer to close your account with
the bank with whom you are banking, to avail of tban from the bank offering
reduced rates of interest. You have to pay pre-paymcharges for doing so. In order
to ensure that their customers do not approachr dibeks for availing reduced
interest rates, banks allow customers to switclr nem a higher interest loan to a
lower interest loan by paying a switch over feescWiis lesser than the pre-payment
charges. Generally switchover fee is taken as pwge of the outstanding loan
amount.

Keep up-dating yourself on various changes in tbhenéh loan market. Visit the
branch, discuss with the officials to get the lmgtof any changes in the home loan
scenario.

15. Do you get a tax benefit on the loan?

Yes. Resident Indians are eligible for certain tsenefits on both principal and
interest components of a loan under the Income Aix 1961. Under the current
laws, you are entitled to an income tax rebate ifiberest repayment up to Rs.
1,50,000 /- per annum. Moreover, you can get adaedenefits under Section 80 C
on repayment of principal amount up to Rs. 1,00,0@@r annum.

16. What are the minimum standards that banks are equired to follow when
they sell you a home loan?

a. At the time of sourcing the loan, banks are reglit@ provide information
about the interest rate applicable, the fees /gdsaand any other matter which
affects your interest and the same are usuallydied in the product brochure
of the banks. Complete transparency is mandatory.



b. The banks will supply you authenticated copies lbftlze loan documents
executed by you at their cost along with a copyheda@ll enclosures quoted in
the loan document on request.

A bank cannot reject your loan application with@wtishing valid reason(s) for the
same.

17. What do you do if you have a grievance?

If you have a complaint against only scheduled bamkny of the above grounds, you
can lodge a complaint with the bank concerned iiingr in a specific complaint
register provided at the branches as per the reemdation of the Goiporia
Committee or on a sheet of paper. Ask for a readigbur complaint. The details of
the official receiving your complaint may be spaalfly sought. If the bank fails to
respond within 30 days, you can lodge a complaith ¥he Banking Ombudsman.
(Please note that complaints pending in any otheicial forum will not be
entertained by the Banking Ombudsman). No fee wsede by the office of the
Banking Ombudsman for resolving the customer’s damp A unique complaint
identification number will be given to you for tkaeg purpose. (A list of the Banking
Ombudsmen along with their contact details is mtestion the RBI website).

Complaints are to be addressed to the Banking Osmbaid within whose jurisdiction
the branch or office of the bank complained agaimdbcated. Complaints can be
lodged simply by writng on a plain paper or onlineat
www.bankingombudsman.rbi.org.in or by sending anaiento the Banking
Ombudsman. Complaint forms are available at alkdaanches also.

Complaint can also be lodged by your authorisedessmtative (other than a lawyer)
or by a consumer association / forum acting on yainalf.

If you are not happy with the decision of the BagkOmbudsman, you can appeal to
the Appellate Authority in the Reserve Bank of ndi

REVERSE MORTGAGE LOAN

18. What is reverse mortgage loan? What is my eligility and how | will get back
the title deeds?

The scheme of reverse mortgage has been introdacedtly for the benefit of senior
citizens owning a house but having inadequate ikcdon meet their needs. Some
important features of reverse mortgage are:



A homeowner who is above 60 years of age is eligifdereverse
mortgageloan. It allows him toturn the equity in hishome into one lump
sum or periodic paymentsmutually agreed by the borrower and the banker.
The property should be clear from encumbrancesshodld have clear title of
the borrower.

NO REPAYMENT is required as long as the borrower lives, Bormosi®uld
pay all taxes relating to the house and maintagngloperty as his primary
residence.

The amount of loan is based on several factorsob@r’'s age, value of the
property, current interest rates and the specifian pchosen. Generally
speaking, the higher the age, higher the valub®hbme, the more money is
available.

The valuation of the residential property is doneperiodic intervals and it
shall be clearly specified to the borrowers upfraftie banks shall have the
option to revise the periodic / lump sum amoundwath frequency or intervals
based on revaluation of property.

Married couples will be eligible as joint borrowdos financial assistance. In
such a case, the age criteria for the couple wobaldt the discretion of the
lending institution, subject to at least one oithgeing above 60 years of age.
The loan shall become due and payable only wheta#tesurviving borrower
dies or would like to sell the home, or permanenttyves out.

On death of the home owner, the legal heirs haeectioice of keeping or
selling the house. If they decide to sell the houke proceeds of the sale
would be used to repay the mortgage, with the ned@igoing to the heirs.

As per the scheme formulated by National HousingkB&HB), the maximum
period of the loan period is 15 years. The resitlfeabf the property should be
at least 20 years. Where the borrower lives lorthan 15 years, periodic
payments will not be made by lender. However, tbedwer can continue to
occupy.

From FY 2008-09, the lump sum amount or periodignpents received on
reverse mortgage loan will not attract income tagapital gains tax.

Note- Reverse mortgage is a fixed interest disa@uiproduct in reverse. It does not
take into account the changes in interest ratgetas

Important — This part is fine printed to help you practicedieg the fine print. The
loan agreement documentation runs into nearly s@gand its language is complex.
If you thought everyone signs the same agreemeititstine bank, where is the need
to read? You are not taking an informed decisiéryou thought somebody would
have pointed this to me if there was any probldrantmaybe they did but you could
not read or listen to it. Think again! Borrowersidalenders’ rights may not be



expressed clearly in a transparent manner in alldan agreements. The home loan
agreement may not be provided to you in advancéabthis could be read and
understood before you sign the agreement. Evenhadetmay be used to delay
handing over a copy to the borrower in sufficiemtet Some areas you may focus are
a) check the “reset clause” incorporated by sonmk$an their home loan agreements
that allows them to change the interest rate inftiere, even on fixed rate loans.
Banks may set their reset clauses for 3 or 2 ygarvals. They say a lender cannot
have an agreement that a fixed rate is set foemiiee tenure of 15 to 20 years as this
will cause an asset-liability mismatch. Talk to ytwank. b) Please seek clarifications
on the term “exceptional circumstances” (if statethe loan agreement) under which
loan rates can be unilaterally changed by your benlh common person thinks that
default ideally means non-payment of one or moen Imstallments. In some loan
documentation it can include divorce and death ifidividual case) and even
involvement in civil litigation or criminal offencel) Does the loan agreement say that
disbursement of the loan may be made directly ¢obikilder or developer and in the
case of a ready-built property to the vendor thieegwl/or in such other manner as
may be decided solely by bank? It is the borroweose original property papers are
retained with the bank, so why disburse to thedeuil Possession of property has
been delayed in some cases when the cheque wasl issthe name of the builder
and the builder refused to pay delay penalty tohiweower e) Does the agreement
enable assignment of your loan to a third partydu ¥ke into account reputation and
credibility of the bank before entering into a loagreement with it. Are you
comfortable with third party takes over or shoutuiyalso be allowed to move your
home loan from one bank to another in that casesk for ambiguous clauses and
discuss with the banker. Some agreements say chamgenployment etc. have to be
informed well in advance without quantifying thene“well in advance”. f) In one
case the loan documentation says “issuance of gpeeaal letter should not be
construed as a commitment by the bank to granbdsing loan and processing fees
Is not re-fundable even if the home loan is notcpssed”. This is never ending it
seems. The above are only indicative instanceshat Wwas been observed / reported/
indicated by various sources. However, our mairecbhje was to get you into the
habit of reading the fine print. If you have re&adst you would have understood the
importance of reading fine print in any documend are have achieved our objective.
| only wish | could have made the print smalleimathe real cases.

-CA Hardik Mehta




