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Construction Loading 

Explained 

Definition 
Construction loading on a home loan is an additional interest rate margin applied during the 
construction phase of a residential property. It reflects the higher risk associated with lending while 
the property is still being built and not yet a completed, marketable asset.  

Application  
• A construction loading of +0.40% p.a. is added to the customer’s base interest rate for all 

construction loan applications where the Loan-to-Value Ratio (LVR) exceeds 80%.  
• The loading is applied on top of the customer’s approved base interest rate (variable or fixed).  
• Construction Risk Fee (CRF) remains applicable in line with normal LVR-based fee settings  
• Removal of Monthly Construction Risk Fee (MCRF), which was previously charged on a monthly 

basis (from month 13) when construction extended beyond the standard 12-month period.  

Construction Term  
• The default construction term is 12 months.  
• Customers may choose longer construction terms of up to 5 years in line with policy settings.  
• During construction, customers will make Interest Only (IO) repayments.  

Applying or Removing a Loading: What You Need to Know  
Variable Rate Loans:  
• Once construction is deemed complete (final drawdown completed and occupancy certificate 

received), the loan will revert to the prevailing variable rate at that time with Principal & Interest 
(P&I) repayments as the default setting.  

• Customers may choose to continue IO repayments post-construction, r in this case the interest 
only loading will apply  

• Customers may also elect to move to a fixed rate term post-construction, in which case the 
applicable fixed rate at that time will apply (without construction loading).  

 

Example 1 – Variable rate application with LVR 90% → Construction completed in 12 months→ 
revert to Variable with P&I  

• Approved Variable Rate: 6.00% p.a.  
• Construction Loading: +0.40% p.a.  
• Construction Term: 12 months (finished on time)  
• During construction: 6.40% p.a. IO repayments  
• After construction: Loan reverts to 6.00% p.a. with P&I repayments from Month 13  
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Construction Loading 

Explained 

Example 2 – Variable rate application with LVR 90% →Construction completed in 18 months →revert to 
Variable with P&I post construction  

• Approved Variable Rate: 6.00% p.a.  
• Construction Loading: +0.40% p.a.  
• Construction Term: 12 months (finished in 18 months, 6 months delayed)  
• During construction: o Months 1–12: 6.40% p.a. IO repayments  

o Months 13–18: 6.40% p.a. IO repayments (no extra penalty despite delay)  
• After construction: Loan reverts to 6.00% p.a. with P&I repayments from Month 19  

Example 3 – Variable rate application with LVR 90% →Construction completed in 18 months → customer 
chooses Fixed 3-year P&I post construction  

• Approved Variable Rate: 6.00% p.a.  
• Construction Loading: +0.40% p.a.  
• Construction Term: 12 months (finished in 18 months)  
• During construction:  

o Months 1–12: 6.40% p.a. IO repayments  
o Months 13–18: 6.40% p.a. IO repayments  

• After construction: Customer fixes for 3 years with P&I repayments  
o Loading removed  
o Effective rate: 6.00% (or applicable fixed rate) from Month 19 to Month 55  

Example 4 – Variable rate application with LVR 90% → Construction completed in 18 months → 
customer continues IO for 3 years post construction  

• Approved Variable Rate: 6.00% p.a.  
• Construction Loading: +0.40% p.a.  
• Construction Term: 12 months (finished in 18 months)  
• During construction:  

o Months 1–12: 6.40% p.a. IO repayments  
o Months 13–18: 6.40% p.a. IO repayments  

• After construction →Customer chooses to continue IO for 3 years  
o Construction loading replaced with Interest only loading: 0.40%  
o Effective rate: 6variable rate as applicable plus IO loading of 0.40% for repayments from 

Month 19 to Month 55  
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Construction Loading 

Explained 

Fixed Rate Loans:  
• Construction Loading will remain in place for the full fixed rate term. The loading will not be 

removed during the fixed period, even if construction is completed earlier.  
• Once construction is complete: o The default repayment setting will switch to P&I for the 

remainder of the fixed term, with the construction loading continuing to apply.  
o Customers may instead choose to extend IO repayments for the remainder of the 

fixed term. In this case, the effective fixed rate (including loading) will remain the 
same.  

• At the end of the fixed term:  
o The loan will revert to the prevailing variable rate with P&I repayments by default.  
o Customers may choose to move to a new fixed term of up to 5 years, with either IO 

or P&I repayments available. The applicable fixed or variable rates at that time will 
apply  

Example 1 – 5-year Fixed rate application with LVR 90%, Construction completed in 12 months → 
P&I after construction → Variable after fixed term  

• Approved fixed rate: 6.00% p.a. for 5 years  
• Construction Loading: +0.40% p.a.  
• During construction and fixed term: IO repayments at 6.40% p.a.  
• Construction completed in 12 months → repayments automatically switch to P&I for the 

remainder of the fixed term (same repayment amount, more principal repaid).  
• At the end of the fixed term → Construction Loading removed, and loan reverts to the applicable 

variable P&I rate.  

Example 2 – 5-year Fixed rate application with LVR 90%, Construction completed in 18 months → 
P&I after construction → New 3-year fixed after term  

• Approved fixed rate: 6.00% p.a. for 5 years (60 months)  
• Construction Loading: +0.40% p.a.  
• During construction and fixed term: IO repayments at 6.40% p.a.  
• Construction completed in 18 months → repayments automatically switch to P&I for months 19–

60 (rate stays at 6.40% p.a.).  
• At the end of the 5-year term → Construction Loading removed, and customer chooses a new 3-

year fixed rate term (months 61–96).. interest rate as applicable  
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Construction Loading 

Explained 

Example 3 – 5-year Fixed rate application with LVR 90%, Construction completed in 18 months → 
Continue IO after construction → Variable IO after fixed term  

• Approved fixed rate: 6.00% p.a. for 5 years  
• Construction Loading: +0.40% p.a.  
• During construction and fixed term: IO repayments at 6.40% p.a.  
• Construction completed in 18 months → customer elects to continue IO for the remainder of the 

fixed term (rate remains 6.40% p.a.).  
• At the end of the fixed term → customer moves to variable IO repayments. Construction Loading 
replaced with IO loading  

Comparison  

• Loan amount: $600,000 (security value $660,000, LVR 90%)  
• Loan purpose – Owner occupied construction  
• Base interest rate: 6.00% p.a.  
• Construction rate - 6.40% p.a. (with loading)  
• Construction Risk fee – 4.00% of loan amount  
• Loan term: 30 years  
• Construction terms – 18 months (delayed 6 months)  
• Repayments - Interest Only during 12-month construction  
 

 Scenario 1 – Old MCRF Method Scenario 2 – New Construction 
Loading  

Loan Amount  $600,000  $600,000  

Base Interest Rate  6.00% p.a.  6.00% p.a.  

Construction Rate  6.00% p.a.  6.40% p.a.  

Upfront Construction Risk 
Fee (CRF)  

$24,000 (4% of loan amount)  $24,000 (4% of loan amount)  

Monthly CRF (if delayed)  $2,000 (4% ÷ 12 × $600,000)  No longer applies  

Monthly IO Repayments 
(construction) up to 12 
months  

$3,000 (600,000 × 6.00% ÷ 12)  $3,200 (600,000 × 6.40% ÷ 12)  
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Construction Loading 

Explained 
Monthly IO Repayments 
(construction) from 13 - 18th 
month  

Extra $2,000 per month in addition 
to IO repayments  

No additional cost – repayments stay 
the same  

Construction Completed (at 
18th month)  

Extra $12000 for a 6-month delay in 
construction  

No additional cost for 6-moonth delay  

Here’s the monthly repayment comparison graph over an 18-month construction term, based 
on standard progress drawdowns: 

 

o Old MCRF Method: o Months 1–12: Interest-only repayments at 6.00% based on 
progressive drawdowns.  

o Months 13–18: Same interest rate plus $2,000 monthly CRF, leading to a noticeable 
jump in repayments.  

o Introduces cost volatility in the later stages of construction if its delayed  
o New Construction Loading: o All 18 months: Interest-only repayments at 6.40%, with a 

smoother and more predictable repayment curve.  
• Maintains consistency as customers instead pay a slightly higher IO 

repayment of $200 more per month during construction, with no additional 
MCRF charged for delays.  

Benefits  
• No Monthly Construction Risk Fee applies if construction is extended beyond the default 12-

month term.  
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Construction Loading 

Explained 
• Customers may elect for longer construction terms of up to 5 years, with only the 0.40% 

loading applied – a significant cost advantage compared to the previous Monthly Construction 
Risk Fee (CRF) structure.  

• Customers do not need to worry about the additional financial implications with extensive 
construction delays, as repayments remain consistent throughout the construction phase.  

• IO repayments during construction provide greater cash flow flexibility for customers.  
• Post-construction, customers have flexibility to select P&I, or IO (with loading continuation), 

or new fixed terms depending on their needs.  
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