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INFORMATION SHEET

With thousands of different loans available from lenders nationally, it is no wonder that people are increasingly confused 
when deciding which loan is the right one. The information contained in this guide outlines the different types of loans 
available, which your Mortgage Adviser may recommend to you.

Type of Loans Available

Variable Interest Rate Loan – Basic & Standard
The variable interest rate loan comes with many options and the interest 
rate fluctuates depending on market conditions. You have the flexibility 
of making additional repayments without penalty, and the ability to 
redraw those additional repayments you have made at any time.

Many lenders now offer a ‘basic’ variable rate loan with lower rates than 
standard variable rate loans. These loans generally have many of the 
same features as their standard variable rate cousins; however, there are 
some things to watch out for. For example, some of these loans do not 
allow you to fix the interest rate without incurring a switching fee. So, 
if interest rates rise and you wish to fix, any savings from being on the 
lower rate may be lost in the switching fee. If you repay or discharge the 
loan early, there may be penalties.

Fixed Interest Rate Loan
A fixed interest rate loan allows you to fix the interest rate for a period 
of time, generally between one and five years. Some lenders today have 
fixed terms of up to fifteen years. After the fixed term the loan usually 
reverts to the standard variable rate on offer at that time or you may 
choose to refix the loan for another term.

One advantage of these types of loans is the certainty of your monthly 
repayments during your fixed period as the interest rate will not change. 
However, a major disadvantage is that many lenders will not allow you 
to make extra repayments without incurring a penalty fee, or if they do 
allow extra payments, there is a specified limit. Also, if you decide to sell 
your home whilst on a fixed interest rate a penalty will generally apply.

Line of Credit Loan
These loans provide the ultimate in flexibility, and are popular amongst 
more savvy borrowers. Your total income is deposited into the loan 
account thereby reducing the balance immediately. As interest is 
charged daily on the outstanding balance, while that money sits in 
the loan account the interest charged will be lower. The easiest way to 
understand how these accounts work is to look at them like a savings 
account in reverse. The balance is always negative and the closer to 
zero you get the better off you are.

One major aspect that you need to consider is that if you cannot budget 
and effectively manage your finances, you could find yourself owing the 
same amount of money in 20 years time. Therefore it is important to 
ensure you plan a realistic budget and stick to it.

Family Guarantees
A Family Guarantee is a finance solution designed commonly to  
help people enter the property market with little or no deposit. There 
are also other situations such as matrimonial splits where a Family 
Guarantee can allow a borrower to retain the family home. Borrowers 
are able to purchase or refinance the property by relying on guarantors 
for security and/or servicing support. The guarantor should usually be 
a parent, parent in law or step parent; however lenders will look at each 
case individually.

A borrower can finance the full purchase price and all fees and charges 
completely by using a guarantor’s property as additional security.

Additional to this, loan fees would be further reduced with a guarantee, 
provided there is sufficient equity available in the guarantor’s property. 
When the loan to valuation ratio is below eighty percent the borrower 
will not incur the cost of Lender’s Mortgage Insurance.

100% Offset Loan
These are standard principal and interest loans which have a savings 
account linked to them to provide an offset. Any credit balance in 
the savings account is offset 100% against the principal balance 
outstanding on the loan on a daily basis. As interest is calculated daily 
on all loans any funds in the savings account will provide a benefit as it 
essentially comes off the loan balance that the interest is calculated on.

For example:

Loan balance $100,000.00

Offset savings account $5,000.00

The interest is only charged on $95,000.00

Therefore these loans can still achieve similar benefits as the line of 
credit loans but without the risk of still owing the same after 20 years 
as the loan amortises at the normal rate.

Low Documentation Loan (also known as a ‘LoDoc’ loan)
This type of loan is designed for those who are unable to produce 
financial records to verify their income. In most cases you will need 
to have been self-employed for 2 years however, these loans are also 
available for applicants who earn a salary. Proof of income is not 
sought; however an ABN number is usually required for self employed 
applicants. Generally, borrowings of up to 80% of the purchase price or 
valuation (whichever is the lesser) is allowed.

Reverse Mortgage
This type of loan is available for those over the age of 60 who own 
their own home. It allows the borrower to use a certain amount of 
equity in their home for any purpose. Please refer to our Reverse 
Mortgage Information Sheet for further details.

Professional Packages
Professional packages are offered by most lenders. Professional 
packages provide discounts to standard rates. Eligibility is based on 
income or loan limit. The package can also include approved credit card 
limits and discounts on establishment fees.

Note: most lenders charge annually or monthly for this privilege.  
A professional package can give you all the benefits of a standard 
variable rate loan with a discount on interest rate as well as  
other benefits.

The content in this information sheet is a general guide only. Advice should be sought for your specific circumstances before relying on the information provided. 
Information is correct as at 18/08/14 and is subject to change without notice.
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