When Refinancing Makes Sense: A Practical Guide
for Homeowners

Understanding the Real Cost of Your Home Loan

Owning a home in Western Australia comes with its own set of financial challenges. For many
homeowners, the mortgage is the single largest monthly expense. Over time, interest rates
shift, personal circumstances change, and the loan that felt right five years ago might now feel
like a heavy anchor. That is where the idea of refinancing often comes up. But is it always the
right move? Not necessarily. The decision depends on a clear-eyed look at your current loan,
your future plans, and the actual numbers involved.

| have worked with borrowers who assumed refinancing would automatically save them
money. In some cases, it did. In others, the costs of switching wiped out any potential benefit.
The key is to approach the process with the same care you would use when choosing a new
car or making a major home improvement. You need to weigh the fees, the time frame, and the
rate you are being offered against the loan you already have.

What Refinancing Actually Involves

At its simplest, refinancing means replacing your existing home loan with a new one, usually
from a different lender. The new loan pays off the old balance, and you start fresh under the
new terms. People refinance for many reasons: to secure a lower interest rate, to switch from a
variable to a fixed rate (or the reverse), to consolidate other debts, or to free up equity for
renovations or investments. Each reason carries its own set of trade-offs.

One common mistake is focusing only on the interest rate. A lower rate can reduce your
monthly payment, but the savings might be offset by application fees, valuation charges,
settlement fees, and early repayment penalties on the old loan. Some lenders offer cashback
incentives to switch, which can help cover these costs, but you need to check the fine print. If
you plan to sell the property within a year or two, the upfront costs may not have time to pay
for themselves.
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When the Numbers Line Up

Refinancing tends to work best when three conditions are met. First, the new interest rate is at
least 0.5 to 1 percent lower than your current rate, depending on the loan size. Second, you
intend to stay in the property long enough for the monthly savings to exceed the switching
costs. Third, your credit history and income support the new application. If you have missed
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payments or your employment situation has become less stable, a lender may offer a higher
rate or decline the application altogether.

| once helped a client who had been with the same bank for over a decade. Their loyalty had
not been rewarded; the rate had drifted upward while the market moved down. After running
the numbers, we found that refinancing to a competitive product would save them nearly two
hundred dollars a month. The total cost to switch was about three thousand dollars. That
meant the savings would cover the costs in about fifteen months. Since they planned to stay in
the home for at least another five years, the decision was clear. That is the kind of scenario
where refinancing makes straightforward sense.

The Hidden Costs and Risks

Not every refinancing story ends well. Some borrowers overlook the early repayment fees on
their existing loan. These can be substantial, especially if you are still in the first few years of
the loan term. Lenders call them break costs, and they are calculated based on the remaining
term and the wholesale interest rate. In a falling rate environment, these costs can be high
because the lender loses the interest income they expected.

Another risk is extending the loan term. If you refinance to lower your monthly payment by
stretching the loan out from twenty years to thirty, you may end up paying more total interest
over the life of the loan. This can be a useful short-term strategy if you are under financial
pressure, but it is not a free lunch. The lower monthly payment comes at the cost of a longer
repayment period.

There is also the question of your credit score. Each time you apply for a home loan, the lender
performs a credit inquiry. Multiple inquiries in a short period can lower your score, which may
affect your ability to get the best rates. If you are shopping around, try to do it within a focused
window of a few weeks. Credit scoring models generally treat multiple inquiries for the same
type of loan as a single event if they happen close together.

Alternatives to Refinancing

Sometimes refinancing is not the best path. You might be able to negotiate a better rate with
your current lender without going through a full application. Many lenders have a retention
team whose job is to keep you from leaving. A simple phone call can sometimes result in a rate
reduction or a fee waiver. It costs nothing to ask, and it saves the hassle of paperwork and
valuations.

Another option is to make extra repayments directly into your existing loan, especially if it has a
redraw facility or an offset account. This reduces the principal faster and cuts the interest
charged, without any switching costs. For borrowers who have a stable income and some



savings, this can be a powerful way to shorten the loan term without the friction of a new
application.

Practical Steps Before You Decide

If you are considering refinancing, start by gathering the details of your current loan. You need
to know the interest rate, the remaining balance, the monthly payment, and any early
repayment fees. Then compare those numbers against what other lenders are offering. Look at
the comparison rate, not just the headline rate. The comparison rate includes most fees and
charges, so it gives a truer picture of the cost.

Next, calculate the break-even point. Divide the total cost of switching by the monthly savings.
That gives you the number of months it will take to recover the costs. If you plan to stay in the
home longer than that, refinancing may be worthwhile. If not, you might be better off staying
put.

Also consider the loan features. Some loans offer unlimited extra repayments, redraw facilities,
or offset accounts. Others have restrictions or charge fees for these features. A slightly higher
rate with good features might be better than a lower rate with none, depending on how you
manage your money.

Common Myths About Refinancing

e Myth: You must refinance with a different lender. Reality: Some people stay with the
same lender and negotiate a new loan product internally. This is sometimes called a
refinance or a loan variation.

e Myth: Refinancing always hurts your credit score. Reality: One or two applications
within a short period have a minor and temporary effect. The bigger risk is applying
repeatedly over many months.

e Myth: The lowest interest rate is always the best deal. Reality: Fees, features, and
service matter. A cheap loan with no offset account might cost you more in the long
run if you keep a large savings balance.

e Myth: You need a perfect credit history to refinance. Reality: Lenders look at your
overall financial picture. A few late payments are not necessarily a deal-breaker,
especially if your income is strong and your debt is low.

The Bigger Picture

Refinancing is a financial tool, not a magic solution. It works well when it aligns with your
specific goals and when the numbers add up. It can lower your monthly payment, shorten your



loan term, or help you access equity for other purposes. But it also carries costs, risks, and a
time commitment. The best approach is to treat it as one option among several, and to make
your decision based on your own situation rather than on general advice.

For homeowners in Western Australia, the local property market and lending environment add
another layer of consideration. Rates and policies vary between lenders, and the right choice
for someone in Perth might not be the same for someone in Wannanup. That is where talking
to a local professional who understands the area can make a difference.

Closing Thoughts

If you are thinking about refinancing, take the time to do the homework. Run the numbers,
check the fees, and consider how long you plan to stay in your home. And if you want to
discuss your options with someone who knows the local market, Wanna Finance at 42
Ferguson St, Wannanup, can be reached at 0413 999 286. They specialise in helping
homeowners and investors navigate the mortgage landscape in Western Australia.



