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Home loan repayment options

Principal and Interest (P&I)

Principal and interest repayments cover all the interest 
plus some of the principal (i.e. the actual amount of the 
loan) so that the loan is gradually repaid over time. Initially, 
loan repayments comprise mainly of interest but as the 
principal gradually reduces the interest component will 
also reduce and the actual loan repayment accelerates.

Interest Only (IO)

Only the interest on the principal is repaid during a 
specific period of the loan, therefore repayments are 
lower than with a standard P&I loan. At the end of the 
interest only period, the borrower must start making 
principal and interest repayments over the remaining 
term of the loan.

Fortnightly and weekly repayments

Repayments are generally worked out on a monthly basis, 
however most lenders will offer the option of fortnightly 
or weekly repayments. This allows borrowers to time 
their payments to their pay cycle, assisting in budgeting. 
Fortnightly or weekly repayments may save you 
thousands of dollars in interest over the life of the loan.

Higher / extra repayments

By making higher or extra repayments to a loan, the 
principal is reduced faster, resulting in substantial savings in 
interest. This is most effective earlier in the loan where the 
interest makes up the majority of the repayment amount.

Repayment redraw

A redraw facility allows the borrower to access extra 
repayments that have been made to the loan. Redraw is 
available on most standard variable rate loans and some 
basic loans. Some lenders have a minimum redraw 
amount and may also charge a fee per redraw. 

Home loan options

Split loan

A split loan allows the borrower to have part of their loan 
amount fixed and part of it variable. This allows them to 
take advantage of the flexibility of a variable rate, whilst 
at the same time, fixing a portion of the loan to give more 
certainty to repayment amounts. The borrower can select 
how much to allocate to each.

Bridging loan

This is a temporary loan that allows borrowers to purchase 
a new property while they sell their existing property. It is 
also useful if they are building a new home because they 
can stay in their home existing home until completion.

Construction loan

Construction loans are different to other loan types 
because the funds are drawn down at specific times 
during the construction period rather than in one lump 
sum. These draw downs are sometimes referred to as 
progress payments. The lender generally sets time limits 
on the draw down period. Interest only repayments will 
generally be required during the construction period and 
revert to principal and interest repayments after the final 
progress payment.

Honeymoon / introductory rate loan

Honeymoon or introductory rate home loans offer a low 
interest rate for a specific period to attract borrowers. An 
introductory rate may be as much as one percentage 
point below the standard variable rate and can be fixed or 
variable. Once the introductory or honeymoon period is 
finished, the interest rate usually reverts to a standard 
variable rate.

Family guarantors

This option allows family members to provide additional 
security to help a family member buy their own home. 
Having a guarantor can enable the borrower to purchase a 
property with a reduced or no deposit and in some cases 
the entire purchase price and costs can be borrowed.


