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uying a home is one of the biggest

loans to choose from, but not all will be well

financial decisions in a lifetime.

suited to your needs. To help you select a home

Determining which loan is best

loan that is right for you, we have compiled a list

can be overwhelming without

of home loan products and their key features.

understanding which products and features are

You should always seek financial advice to suit

available on the market. There are a lot of home

your own circumstances.

IT’S MY HOME

THE INTEREST RATE – FIXED VS VARIABLE
Probably the most important decision is whether you choose a variable interest rate loan or a fixed rate
loan. The decision to take a fixed or variable rate loan is really a decision about managing your risk. Both
types have pros and cons and the direction of interest rate movements is unpredictable.

VARIABLE INTEREST RATE

THINGS TO CONSIDER

With a variable interest rate loan, the interest rate

n You will not benefit from falling interest rates

charged to you may go up and down. This means that

n You are fixed into a set term, so you may be unable

your regular repayment amount will also go up and down

to sell your property or refinance until that term has

as the interest rate changes.

expired

BENEFITS
n You are usually permitted to make additional
repayments that can save you interest and can help
you pay off your home loan sooner
n Variable rate home loans typically have more flexibility
with additional features such as redraw and
mortgage offset.

THINGS TO CONSIDER
n Your repayments may increase if interest rates rise
n Makes budgeting more difficult as you are less

n Unlike exit fees that were abolished in 2011, lenders
can still legally charge you a break fee if you payout or
refinance a fixed rate loan during the fixed rate period
n You may not be permitted to make any additional
repayments, or they may be capped to a certain
amount
n A redraw facility is usually not available on fixed
rate loans
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n When you refinance upon expiry of your fixed rate
loan, interest may have significantly increased.

certain of how much your repayments will be and how
interest rates will move
n If you have not budgeted for interest rate rises, you
may have difficulty keeping up with your repayments.

FIXED INTEREST RATE
With a fixed interest rate loan, the interest rate charged
to you is locked for a set period, typically 1,2 3,4, 5 or 7
years. This means your regular repayment amount will
not change during that time.
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At the end of the fixed rate term, the loan will usually
switch to the standard variable rate offered by the
lender or you can choose another fixed rate term.

BENEFITS

SPLIT LOAN —
PART FIXED
PART VARIABLE
Another option available is
to split your home loan so
you have part with a fixed
interest rate and part with a
variable interest rate. There is
typically no restriction on how
you split the loan, so you can
allocate the proportions that
you are most comfortable with e.g. 50/50 or 30/70 etc.
A split loan allows you to take advantage of the

n Your repayments will not increase if interest rates rise

benefits of both types of loans – you have the certainty

n Fixed rate loans provide certainty and make budgeting

of a fixed rate on part of your loan as well as the

and planning for your futureeasier as you know exactly

flexibility to make extra repayments on the variable

how much your repayments will be.

rate part of your loan.

➤
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PRINCIPAL AND
INTEREST VS
INTEREST ONLY
Generally, home loan repayments will consist
of principal and interest components, gradually
reducing the amount owing on your loan.
With interest-only loans, only the interest is
paid each month, leaving the original principal
outstanding at the end of the loan term. This
means that at the end of say 10 years, you will
still owe what you started with.

PRINCIPAL AND INTEREST
BENEFITS
n You will pay less interest over time and you will pay off
your loan in full by the end of your loan term.
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THINGS TO CONSIDER
n Your repayment amount will be higher as the principal
is being repaid as well as interest.

INTEREST-ONLY
BENEFITS
n Your repayment amount will be lower during the
interest only period as no principal amount is being
repaid.

THINGS TO CONSIDER
n At the end of the interest only period, your repayments
will increase and be higher to repay the principal over
the remaining, shorter term.

OFFSET ACCOUNT
A mortgage offset account is a bank account that
is linked to your home loan. No interest is paid
on the savings in the offset account. Instead the
savings in your bank account reduce the balance
of your loan on which interest is calculated.

BENEFITS
n Your home loan interest is charged only on the net

SPEAK TO A QUALIFIED
EXPERT SUCH AS A
FINANCIAL ADVISER,
LENDER OR BROKER
TO GET THE BEST
ADVICE FOR YOU

balance, reducing the amount of interest you will be
charged which mean you can pay your loan off sooner.

THINGS TO CONSIDER
n Higher monthly fees may apply to have this feature
n No credit interest is earned on the balance in the
linked account
n Additional repayments. Some loans offer the ability
to make repayments above the minimum repayment
amount, so you can repay the loan faster and reduce
the amount of interest you are charged.
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SPEAKING ABOUT
YOUR PERSONAL
CIRCUMSTANCES
CAN HELP
CONFIGURE A
LOAN WHICH BEST
SUITS YOUR NEEDS
REDRAW
FACILITY
This is an optional feature on certain home loans that
allows access to any additional repayments made on
your home loan. If you redraw funds from your home
loan, your outstanding balance will increase. Some
lenders have a minimum redraw amount and may also
charge a fee per redraw.

ADDITIONAL
REPAYMENTS
Some loans offer the ability to make repayments above
the minimum repayment amount, so you can repay
the loan faster and reduce the amount of interest you
are charged.
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LOAN
PORTABILITY

REPAYMENT HOLIDAY
This feature offers the ability to take a break from your
mortgage repayments. Typically, you can reduce or
avoid making your repayments for up to six months,
during which time the interest is normally added to your
loan. Lenders will typically allow repayment holidays
when you are changing jobs or are on maternity leave.

REPAYMENT
FREQUENCY
Refers to the regularity of loan repayments over a period
of time which you must make as indicated in your loan
agreement. Repayment frequencies are generally weekly,
fortnightly or monthly. It is good to have this flexibility to
you can align your repayments to your pay cycle.

TOP UP

This feature allows you to transfer your home loan

Some lenders allow you to increase your loan down

to another property if you move. This may save you

the track, using the equity in your home, to complete

money on application fees and mortgage stamp duty

home renovations, make an investment etc. Fees and

down the track.

charges may apply.

This article was first published in ‘It’s My Home’, 2020 edition, proudly brought to you by Genworth.
Nothing in this article constitutes tax, stamp duty, legal, accounting or financial advice. Opinions expressed in this article are of the writer or contributor and do not
necessarily reflect the view of Genworth Financial Mortgage Insurance Pty Ltd (‘Genworth’) or its affiliates. Genworth’s publication of this article is subject to the
terms of use available on our website www.genworth.com.au/terms-of-use.
All copyright in the contents of this publication belong to Genworth, its affiliates and licensors or to third party content owners.
All rights are reserved. To the extent permitted by law, no part of any materials in this publication may be reproduced in any
form without the express written consent of Genworth. ‘Genworth’, ‘Genworth Financial’ and the ‘Genworth’ logo are
service marks/ trademarks of Genworth Financial, Inc. and are used pursuant to a licence.
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