Make More Repayments and Save

Over the life of a home loan, many home buyers end up paying their lender more than double the amount they originally borrowed.  There are a number of ways they can actively reduce their interest bill.

Simply finding a home loan with a low interest rate is not enough to realise the full potential savings you could be making on your mortgage.

The best way to reduce the total amount you have to pay is by paying out your mortgage as quickly as possible.  For example, if you pay back $100,000 to your lender at 7% over 15 years instead of 25, you can save over $50,000 in interest. There are a number of methods home buyers can use to reduce the balance on their mortgage faster.

Most variable and some fixed loans allow borrowers to make additional or lump sum repayments without penalty. Even if your lender charges a small penalty for doing so, the long term savings may outweigh the charges for repaying a little extra.

Making repayments fortnightly will also save you money. If you divide your monthly repayments in half and make your repayments once a fortnight, you make one extra repayment each year.  Because of this you reduce the overall term of your loan.

If you can afford it, regularly add a little bit extra to the amount you repay each month.  An extra $20 a week may not seem like much money, but it will make a significant difference to the amount you end up repaying over the life of a 25 year loan.

Some loans allow borrowers to pay all of their salary/wages directly into their mortgage.  This reduces interest costs faster, as interest is charged on the outstanding balance of your loan daily.  These loans also let borrowers redraw money for everyday living.
If you have a home loan with a high interest rate you may consider switching to a mortgage with a lower rate.  People who fixed their mortgage may have to pay break costs to get out of the loan prior to the completion of the fixed term; this can often be a sizeable amount and make switching not an option.  A call to your lender will give you an idea of the break costs; from here some simple calculations can determine if there is a benefit in breaking the fixed loan.
If you make a few sacrifices and pay your mortgage out faster, you will be better off financially in the long run.

For more information contact Peter Mullane on 0405 153 090 or email peter@gim.com.au

