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money matters
How to make the
most of the interest
rate cut
After leaving the cash rate unchanged in April 2012, the Reserve
Bank of Australia has reduced the rate in May by 50 basis points.
Most lenders have come to the party, although not totally, and
reduced the variable mortgage rate by between 32 and 40 basis
points. The RBA has also left the door open for further cuts in the
future. Therefore, now is the time for astute home owners to maximize
this opportunity to save on interest and shave months, or even
years off their loan term.

It will also be prudent to do a ‘home loan health check’ to see if you have
the best deal. With lenders moving the interest rates independent of the
RBA, your mortgage may not be having the best rate at the moment. Of
course the rate is not the sole consideration but a mortgage professional
can help you with the features and benefits of various products.
At the time of writing the Standard Variable Interest Rate varies between
a low of 6.59% and a high of 7.99% (across a wide cross-section of
lenders) which is a difference of 1.40%. If your current mortgage is
nearer the top and you change to one at the lower end, it could save you
a lot of money.
For example, the interest only monthly repayment on a 30 year $300k
loan at 6.59% is $1,647.50. However, if the same loan was repaid at
7.99%, then the amount will rise to a staggering $1,997.50. So doing a
health check could be a very worthwhile exercise.
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Creating wealth
through investment
in real estate

HOME LOANS

Establishing a property portfolio helps to achieve
wealth through capital growth and can also
enhance cash flow by rental returns. For most
people investing in real estate is not an unknown
quantity. Anyone who has simply purchased a
home to live in, has made an investment in real
estate. More often than not this is the first rung in
the ladder to creating wealth through investment
in property or other assets.
Once sufficient equity is available in the first
house, this can be leveraged to buy additional
assets, which include other properties. It is a
matter of planning and acting at the right time.
Currently there are three good reasons to
consider purchasing real estate.
i. Property prices are still low. There have been
minor increases in some capital cities but on the
whole, they are very much below peak levels.
ii. Interest rates are on a downward trend. The
Reserve Bank has cut inflation and growth
forecasts which points to the possibility of further
rate cuts, and
iii. Rents in most cities are at an all time high
with low vacancy rates.
However, there are some key factors to look into.
1. Location - the suburb population, reputation
and proximity to the city. Is it a suburb that
families want to live in? Has it got a reputation as
a 'safe' suburb? Is it sufficiently close to the city
for people to be able to commute for work,
education, entertainment, etc.?
2. Transport - convenience in relation to
catching trains and buses. Is the property located
within easy reach of train stations and bus
stations?
3. Facilities - proximity to schools, shops,
entertainment, etc. Has the suburb got a good
reputation regarding its schools and shopping
centres and has it got other entertainment
facilities like theatre complexes, recreation
centres, parks and play-grounds?
4. Age of the property: should be reasonably
new to avoid high maintenance costs. If the
property is very old, then obviously there will be
on-going maintenance costs to consider and
budget for.
When considering purchasing a property for
investment purposes, the mind-set needs to be
totally different to that when buying a home to live
in. There are investment professionals that your
mortgage broker may be able to refer you to
which could make the process smoother.
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Capitalizing
on the low
mortgage rates
Now that the home loan mortgage
interest rates are at a low rate,
consolidating high interest debts with
a current mortgage could be a
worthwhile exercise to save money.
It is not uncommon for one household
to have a car loan, a personal loan and
credit cards, all of which carry higher
rates of interest than their home
mortgage. Therefore it could be an
astute move to consolidate these
debts into the home loan.
The advantages of consolidation are:
1. being able to pay off high-interest
debts at the lower mortgage rate;
2. having one monthly repayment; and
3. availability of additional
disposable income.
However, consolidating debts is not as
cut and dry as it sounds. It is important
to bear in mind that:
1. it will increase the home loan
debt and monthly repayments; and
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2. the debts are being paid off over
a longer period of time than
originally intended.
Nevertheless, all is not lost. There is a
smart money way to counteract this.
By paying a portion of the additional
disposable income into the mortgage,
you can reduce the term of the loan
and in turn this reduces the interest
paid over the life of the loan.

Important note: Readers should not rely solely on the content of this newsletter. All endeavours are made to ensure the content is current and accurate
however, we make no representations or warranties as to the accuracy, reliability, completeness, or currency of the content. Readers should seek their
own independent professional advice before making any decisions based on the information contained herein.

