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Beyond the Interest Rate: Why Your Credit
Structure Deserves a Regular Health Check

When most people think about reviewing their home loan, they
immediately focus on interest rates. While securing a competitive rate is
important, the real value often lies in something far more powerful: the

structure of your debt.

A well-structured lending portfolio can improve cash flow, increase flexibility,
reduce risk, support future investment opportunities and adapt to changing
life circumstances.

Conversely, a poorly structured loan arrangement can limit options, create
unnecessary complexity and expose assets to risks that may no longer be

required.

Just as your financial goals evolve over time, your lending structure should

evolve with them.
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The Difference Between Debt and Credit Structure

Many borrowers assume that if they are making repayments and their

interest rate is competitive, everything is working as it should.

However, a proper credit review goes much deeper.

Questions worth asking include:

« Am | paying principal and interest when interest-only may be more
suitable?

o Is my loan term still appropriate?

« Is my family home unnecessarily securing investment debt?

o Are my properties cross-collateralised?

o Could a security be released?

« Do | have the right mix of offset accounts and loan splits?

« Am | carrying complexity that no longer serves a purpose?

The answers to these questions can significantly impact both cash flow

and long-term wealth creation.
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Why Clients Choose Interest-Only Repayments

Interest-only lending often receives negative attention because borrowers are not
reducing their loan balance during the interest-only period. However, when used
strategically, it can be an effective financial management tool.

For Property Investors
Many investors elect interest-only repayments to:
¢ Improve monthly cash flow

Preserve liquidity

Direct surplus funds into offset accounts

Fund renovations and improvements

Create flexibility while building a portfolio

Rather than aggressively reducing investment debt, some investors prefer to
maintain access to capital for future opportunities.

For Owner-Occupiers
Interest-only lending is not exclusively for investors. Many owner-occupiers utilise
temporary interest-only arrangements during significant life events such as:
e Maternity or paternity leave
Career transitions

Business start-ups

Temporary reductions in income

Family or medical responsibilities

Major education expenses

In these circumstances, reducing mandatory repayments for a period can provide
valuable breathing space while maintaining overall financial stability. Of course,
borrowers must also understand the trade-off. During an interest-only period the loan
balance does not reduce, meaning repayments typically increase once principal
repayments commence. This reinforces the importance of ensuring the strategy is
aligned with a specific purpose rather than becoming a permanent solution.
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Why Extend the Loan Term?

One of the most overlooked credit strategies is extending the remaining term
of a home loan. Many people assume this means staying in debt longer. In

reality, it is often about creating flexibility.

A borrower with 12 years remaining on a loan may choose to refinance back to
a 30-year term. This achieves one important outcome: It lowers the minimum
contractual repayment. Importantly, the borrower is not obligated to take 30

years to repay the debt.

They can still:
» Make additional repayments
» Maintain funds in offset accounts
» Repay the debt ahead of schedule

What changes is the level of financial flexibility available if circumstances

change.

A lower minimum repayment can be invaluable during:
e Reduced working hours
e Unexpected expenses
» Retirement planning
o Business investment opportunities

o Periods of economic uncertainty

The goal is not necessarily to extend debt. The goal is to create options.
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Releasing the Family Home as Security

One of the most powerful outcomes of a credit structure review is discovering

that the family home may no longer need to support investment or business
debt.

Many borrowers originally offered their principal residence as additional

security to:
e Purchase investment properties

Increase borrowing capacity
Avoid lenders mortgage insurance

Support commercial lending

Access additional equity

While appropriate at the time, that structure may no longer be required years
later. As property values rise and loan balances reduce, many borrowers build

sufficient equity to allow investment properties to stand on their own.

Benefits of Releasing the Family Home
Removing the family home from supporting security arrangements can
provide:

e Reduced risk exposure

o Greater peace of mind

» Easier future refinancing

» Improved estate planning outcomes

» Increased lending flexibility

o Simpler ownership structures

For many borrowers, knowing the family home is no longer tied to investment

debt delivers comfort that extends well beyond financial metrics.
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The Emotional Value of Owning
Your Home Title Again

There is also a significant psychological benefit to restructuring debt.

Many successful investors spend decades building wealth while their
family home remains encumbered by broader lending arrangements. As

retirement approaches, priorities often change.

Rather than maximising borrowing capacity, borrowers begin focusing
on:

« Reducing complexity

« Protecting family assets

« Creating certainty

o Simplifying finances

Being able to say: "I own my home title again" is a major milestone for

many Australians.

Even where investment debt remains elsewhere in the portfolio,
separating the family residence from that debt can provide a profound

sense of financial independence and achievement.
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Security Substitutions and Security Switching

Many borrowers are unaware that lenders may permit a security

substitution or security switch.

This involves replacing one security property with another without

necessarily changing the overall debt position.

Examples include:
« Releasing the family home while retaining an investment property as
security
« Replacing multiple securities with a single property that now has
sufficient equity
« Removing secondary securities that are no longer required

« Simplifying a portfolio into standalone lending facilities

A security switch can create a cleaner and more strategic lending
structure without requiring the sale of assets or major changes to the

overall portfolio.
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Removing Second Securities and
Cross-Collateralisation

Another common issue uncovered in credit reviews is unnecessary

secondary security arrangements.

Cross-collateralisation occurs when multiple properties are tied

together under the same lending facility.

While this may have been useful initially, it can create challenges later.
Potential drawbacks include:

« Reduced refinancing flexibility

More complicated property sales

Delays in accessing equity

Increased lender control over portfolio decisions

Greater administrative complexity

Separating securities and establishing standalone lending facilities

often provides greater flexibility and control.

Not every portfolio should be completely uncrossed. However, every
borrower should understand whether the current structure still supports

their objectives.
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Credit Structure Hygiene: Your Annual
Financial Health Check

Most people regularly review:
e Superannuation

e Insurance

¢ Investment portfolios

e Tax planning

Far fewer review their debt structure. Yet lending arrangements are often one of the
largest components of a family's financial position. Good credit structure hygiene

includes regular reviews of:

Repayment Structure

e Principal and interest versus interest-only

e Fixed versus variable rates

e Loan splits

o Offset account effectiveness
Loan Terms

e Remaining loan term

o Cash-flow objectives

e Retirement planning considerations
Security Position

e Can the family home be released?

e Can secondary securities be removed?

e Are guarantees still required?

e |s a security substitution available?
Portfolio Flexibility

e Are properties cross-collateralised?

e Could facilities be simplified?

 |s borrowing capacity being optimised?

o Will the structure support future goals?
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Final Thoughts

The most sophisticated borrowers understand that wealth creation is
not simply about accumulating assets. It is also about regularly
reviewing how debt is structured around those assets. A well-structured
lending portfolio can improve cash flow, reduce risk, create flexibility
and simplify financial decision-making throughout different stages of
life.

Sometimes the biggest financial win is not securing a lower interest
rate. Sometimes it is:

« Extending a loan term to improve flexibility.

« Switching to interest-only repayments during a life transition.

« Removing unnecessary cross-collateralisation.

» Releasing secondary securities.

« Or finally discharging the family home from investment debt and

holding the title in its own right.

Credit structure should never be a "set and forget" decision. The best

question a borrower can ask each year is not: "Can | get a better rate?"

Instead, it may be: "Does my current credit structure still support the
life I'm building and the future I'm planning for?"

Get in touch with Lydian

contactus@lydian.com.au
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