Mortgage tips
and strategies

There are a few tips and strategies that will reduce the
interest you pay on your mortgage, or help you pay off your
mortgage faster.

For example, you probably already know that making
fortnightly rather than monthly mortgage repayments can
slice years from your mortgage because you effectively make
13 months worth of repayments every year instead of 12.

Genesys would like to give you a few more tips that could
have a significant impact on your mortgage over the next few
years. Find the strategy that suits you.

Shop around

If you're about to obtain a new loan or refinance an existing
one, don't just call your bank and ask if they can give you a
good deal. Make sure you call other lenders to find out what
rates and features they have on offer, and make sure your
current lender knows that you have done so.

When comparing alternative loan options, knowing exactly
what you want will save you a lot of time and effort. List what
features are important to you and compare potential loans to
your list (a scoring or ranking system can be used to eliminate
some of the options). Choosing a loan with features you don't
really need will end up costing you more money.

Beware of the honeymoon rate

Special rates for the first 12 months are a powerful marketing
tool for lenders but watch out for any catches that may apply,
such as exit penalties during the first few years. After the
honeymoon period, the loan usually reverts to the standard
variable rate — not a bad thing, but it may not be the lowest
rate available.

Pay mortgage fees up front

[t's very simple to have any initial fees and charges added

to your loan balance, and think that it won’t make much
difference. However, $1,000 in fees added to a $100,000
loan over 25 years at 7% will cost you an additional $1,100

in interest, so your up-front fees and charges will have
effectively doubled because you didn’t pay them with cash at
the start.

Don't lock in to fixed rates if you can accept
a 1%-2% rise in interest rates

It is certainly more expensive to lock in a fixed rate, and
the rate can usually only be fixed for up to five years — so
assuming interest rates don’t increase to 1980s levels again
(around 18%) during the next few years, why

pay more now in the hope that you

will save later on?

What is wealth advice?

We see creating and looking
after your wealth as a lifelong
commitment. That's why we
offer regular financial advice and
guidance throughout the different
stages of your life. Together, we
can build the financial wealth that
lets you enjoy the truly important
things in life.
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You may like to consider an each way bet (just in case) and fix a
portion of your repayments, but generally the simplest strategy
is to stick to a variable interest rate (and pay back more if you
can). If you fix your interest rates you may also find that exit
penalties apply, which reduce the flexibility of your loan.

Ask for a discount

As in any buyer/seller relationship, the lender may be open to
negotiation on price (in some form or another). Some lenders
offer specific discounts to organisations and professional
groups. You may qualify for a discount automatically, and
even if you don't, you should still ask.

Set your own interest rate and repay more

While rates are low, you should definitely be repaying
more than the standard variable rate. What about making
repayments at say 10% or 12% now?

There are three major benefits of setting your own rate:
1 Your mortgage will be repaid significantly faster.
2 If interest rates rise, your expenditure won't be affected.

3 You can reduce your repayment amount for brief periods
if necessary.

Attack the principal

Pay off additional amounts whenever possible. Although it
doesn’t seem like much, an extra $100 here and $50 there
is a quick way to make a very substantial difference to your
overall repayments over the loan term.

Can you afford $100 right now?

Increase your repayments

How long is it since you reviewed your repayment rate to
see if it might be increased? Increasing your repayments can
make an enormous difference over the term of your loan.

Change providers — look for a better deal

Most of us tend to set our mortgage to autopilot once we've
set it up. But this means you could be missing out on a better
deal. Look at any new discount product options or special
offers being advertised just down the road and consider
non-traditional lenders too. Don't be afraid to consider
lenders outside the big household names. For example, loan
providers on the internet have become popular recently
because of their extremely low rates.

Treat your mortgage as another bill

When reviewing or preparing a budget, treat your mortgage
repayments like you would any other fixed expense (such as
your annual insurance or car registration costs) but set and stick
to a higher fortnightly repayment rate than is actually necessary.

Take advantage of offset accounts

Consider an offset account by linking credit card, savings and
cheque accounts to your mortgage. For example, why have
savings earning around 4% when you could have the money
in your mortgage, decreasing your home loan interest?

In addition, interest within the offset account is tax free as it
is saved (not earned) so the effective benefit is nearly double
for someone on a high marginal tax rate.

Have your salary paid directly into your
mortgage account

Offset accounts generally include having your salary paid
directly into your mortgage.

Let's say you're paid $2,000 per month, after tax. If this money is
paid into an ordinary bank account, it will earn minimal interest.
If it goes into your mortgage account instead, it will save you
interest at your current variable rate since your mortgage

has effectively been repaid an additional $2,000 while your
salary sits in this account. This becomes more effective as

your mortgage balance decreases since your salary becomes
proportionally greater.

At the end of each month, you transfer out as much of your
salary as you need to cover your living expenses and to pay

bills such as your credit card. Soon after, your next pay will

be deposited into your mortgage so that there is always this
running credit of around $2,000 in your mortgage account,
saving you interest and helping you repay your mortgage sooner.

Invest in your mortgage

If you are on the highest marginal tax rate of 45% (plus Medicare
levy) and are looking for a secure short-term investment, your
mortgage could be a great option. Money ‘invested’ in your
mortgage would need to earn greater than 13% p.a. elsewhere
to give you a similar after-tax return (assuming a mortgage
interest rate of 7%). However, if you have a long-term horizon or
are approaching retirement, there may be far better investment
options (such as gearing or topping up your super).

Your wealth adviser can explain your options and make a
suitable recommendation.
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Use the equity in your home to invest

The difference between the value of your home and your
outstanding loan is your equity. If you are considering gearing
into an investment portfolio, the cheapest way to do this is

to use a home equity loan or equity line of credit. Assuming
your investments perform well, you should be able to use

the investment growth to pay off your mortgage faster.

Of course, great caution must be used when borrowing
against your home, and we recommend you discuss your
options with a wealth adviser first.

Some considerations are:
1 Gearing can magnify returns but it can also magnify losses.
2 Reliable income is required to make interest payments.

3 Your house is on the line.

Switch to a basic mortgage and invest
the difference

Get rid of all the frills and just have your mortgage ticking
over in the background with the lowest interest rate you can
find. Concentrate on investing the interest you save and later
use your investment to repay a large portion of your loan.
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Consolidate other debts

If you are repaying a personal loan, your credit card, or
perhaps a store credit account (with interest rates around
15% or more) you may be able to consolidate these into
your mortgage (with a much lower rate) and increase your
mortgage repayments to compensate. You should maintain
your overall repayments even though you no longer have
these other debts.

Get ‘travel’ insurance

It's highly likely that you will move at least once during your
mortgage period, so make sure your loan is portable and that
there are no high fees to transfer it to your new home. Make sure
the loan is flexible in case you wish to change it in the future,
even though it may cost a little more to maintain that flexibility.

Your wealth adviser is the best person to discuss your options
in greater detail. We can provide an analysis of any changes
you're considering and can help you to decide which is the
most appropriate strategy for your personal situation.

Note: This brochure provides general information only. You need to consider with your financial adviser your investment objectives,
financial situation and your particular needs prior to making an investment decision.

Need more information?

Contact your Genesys wealth adviser to arrange a consultation.
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