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Introduction

This book is designed to demystify the home loan qualification
process in South Africa, breaking it down into manageable, step-
by-step instructions that guide you from the initial stages of
financial preparation to the final approval of your loan. Whether
you're a first-time buyer or someone looking to upgrade or
invest, this guide will equip you with the knowledge to enhance
your chances of securing the best possible loan terms.

Inside, you’ll find practical advice on improving your credit
score, understanding deposit requirements, choosing the right
bank, and managing the paperwork involved. We’ll explore
different types of home loans available in the South African
market, the importance of affordability calculations, and tips
for navigating complex financial and legal considerations, such
as interest rates, transfer duties, and tax implications.

By the end of this book, you’ll not only know the steps involved
but also how to position yourself as an ideal candidate for a
home loan, maximizing your chances of approval while securing
favorable terms. This comprehensive guide is packed with
insights, tools, and resources tailored to the South African
housing market, giving you the confidence and clarity you need
to make informed decisions.

Whether you're dreaming of your first home or growing your
property portfolio, this book is your companion to understand-

ing and qualifying for a home loan in South Africa



Chapter 1

1. FINANCIAL PREPARATION

Buying a home is not just about finding the perfect property; it
starts with preparing your finances well in advance to ensure
that you are in the best possible position to qualify for a home
loan. Lenders look closely at your financial situation to assess
whether you are a responsible borrower who can afford the
repayments. In this chapter, we will explore how to assess your
financial readiness, improve your credit score, and understand
the deposit requirements for securing a home loan in South

Africa.

1.1 _Assessing Your FinQnciQl ReQdiness

Before approaching any bank or lender, it’s crucial to get a clear
picture of your current financial health. Lenders will evaluate

several factors to determine whether you can qualify for a home



CHAPTER 1

loan. These include:

* Income Stability: Lenders prefer borrowers with a steady
and reliable income. This is typically proven through
employment history and pay slips. If you are self-employed,
you will need additional documentation such as financial
statements or proof of consistent income.

» Savings: While it’s possible to get a loan without a sig-
nificant deposit, having savings not only helps cover the
deposit butalso other costs like legal fees, bond registration
fees, and transfer duties. It also demonstrates financial
responsibility, making you a more attractive candidate for

loan approval.

ChecKklist for Assessing Your Financial Readiness:

* Do you have a stable source of income?

» Can you cover the deposit and additional costs (typically
10%-20% of the property price)?

* Are your monthly expenses manageable, and do you have

sufficient disposable income?

1.2 Understanding Your Credit Score

Your credit score is one of the most important factors in
qualifying for a home loan. It reflects your financial history
and your ability to repay debt. In South Africa, your credit
score is calculated by credit bureaus based on your borrowing
and repayment history. A higher credit score improves your
chances of qualifying for a loan and can also help you secure a

lower interestrate.
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What is a Good Credit Score?

In South Africa, credit scores generally range from 300 to 850. A
score of 600 and above is considered good, while a score below

550 may make it difficult to qualify for a home loan.

* Excellent (670 and above): You are more likely to qualify
for a home loan and benefit from lower interest rates.

* Good (600 - 669): You can qualify for a home loan, though
you may not get the best interest rates.

e Fair (550 - 599): You might qualify, but you could face
higher interest rates or the requirement for a larger deposit.

* Poor (below 550): It will be difficult to get a home loan

without improving your credit score.

How to Check Your Credit Score

You are entitled to one free credit report per year from South
African credit bureaus such as TransUnion, Experian, or
ClearScore. It's advisable to check your score early in the
home-buying process to ensure you have time to improve it if

necessary.

Steps to Improve Your Credit Score:

1. Pay Bills on Time: Consistently paying your bills,
including credit cards and loans, on time will improve your
score over time.

2. Reduce Outstanding Debt: Lenders will look at your debt-
to-income ratio, so reducing your outstanding debt (like

credit card balances) can improve your creditworthiness.

4



CHAPTER 1

3. Avoid Opening New Credit Accounts: Each new credit
account can temporarily lower your score. Avoid opening
new lines of credit or taking on new debt before applying

for a home loan.

1.3 _The Importance of A Deposit

While some banks may offer 100% bonds, most lenders will
require you to contribute a deposit, typically ranging from 10%
to 20% of the property’s value. A larger deposit can significantly
increase your chances of being approved for a home loan, as it
reduces the lender’s risk. Additionally, a larger deposit can
help you secure better interest rates, reducing the overall cost

of your loan.

How Much Should You Save

The deposit amount depends on the price of the home you're
purchasing. For example, if you're buying a house valued at
R1,000,000, a 10% deposit would be R100,000. However, it’s
wise to save beyond the deposit to cover additional costs like

bond registration, attorney fees, and transfer duties.

Benefits of a Larger Deposit:

* Lower Loan Amount: The larger your deposit, the less you
need to borrow, which reduces your monthly repayments,
and the total interest paid over the loan term.

» Better Interest Rates: Banks often reward borrowers with
larger deposits by offering them better interest rates.

» Improved Loan Approval Chances: A higher deposit signals

5
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financial stability and reduces the lender’s risk, increasing

the likelihood of loan approval.

1.4 Additional Costs to Consider

Many first-time buyers overlook the additional costs involved
in purchasing a home. These costs can add up, so it’s essential

to budget for them early on.

* Transfer Duties: A tax payable to the government when
purchasing a property over a certain value (currently
R1,100,000).

» Bond Registration Fees: Legal fees associated with
registering the bond in your name.

» Conveyancing Fees: Fees paid to the conveyancing attorney
who handles the legal aspects of the property transfer.

» Rates and Levies: Property taxes and levies may apply

depending on the property type and location.

By planning for these costs upfront, you avoid any surprises
later in the process and ensure that you are financially prepared

to make your dream home a reality.



Chapter 2

1. TYPES OF HOME LOANS IN SOUTH AFRICA

Choosing the right home loan (also known as a bond) is a
critical step in securing a property. In South Africa, there
are various types of home loans, each with distinct features
tailored to different financial situations. Understanding the
available options will help you make an informed decision
based on your financial goals, lifestyle, and preferences. In this
chapter, we’ll cover the most common types of home loans, their
advantages and disadvantages, and special considerations for

foreign nationals and expats.

2.1 Fixed-Rate vs. Variable-Rate Loans
When applying for a home loan, one of the key decisions you’ll
need to make is whether to opt for a fixed-rate or variable-rate
(also known as floating-rate) loan. Each has its pros and cons,

and your choice will depend on factors such as interest rates.
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trends and your appetite for financial risk.

2.1.1 Fixed-Rate Home Loans
A fixed-rate home loan offers stability by locking in a specific
interest rate for a predetermined period, usually between one
and five years. During this time, your monthly bond repayments
remain the same, regardless of changes in the South African

Reserve Bank’s repo rate.

Pros:

» Predictability: Fixed repayments allow for easier budgeting
since you know exactly how much you’ll be paying each
month.

* Protection against rate increases: If interest rates rise
during the fixed period, your rate remains unaffected, which

can save you money.

Cons:

» Higher initial rate: Fixed-rate loans typically startata
higher interest rate than variable-rate loans.
» Limited flexibility: You won’t benefit from any potential

decreases in interest rates during the fixed period.

2.1.2 Variable-Rate Home Loans

With a variable-rate home loan, the interest rate fluctuates
based on the repo rate set by the South African Reserve Bank. As

the repo rate changes, so does your interest rate, meaning your

8



monthly bond repayments can increase or decrease accordingly.

Pros:

* Lower initial rate: Variable-rate loans usually start with a
lower interest rate compared to fixed-rate loans.
» Potential savings: If the repo rate decreases, your bond

repayments may drop, saving you money in the long term.

Cons:

¢ Uncertainty: Monthly repayments can increase if interest
rates rise, making budgeting more challenging.
» Financial risk: You could end up paying more than expected

if there’s a significant increase in the repo rate.
2.2 Understanding Access Bonds

An access bond is a flexible home loan option that allows you
to pay extra money into your bond account and withdraw it
at a later stage. This feature can significantly reduce the total
interest paid over the life of the loan and provide easy access to

funds when needed.

How It Works: If you pay more than your required monthly
repayment, the extra money is credited to your bond account.
You can access these funds atany time by withdrawing them for

renovations, emergencies, or other expenses.
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Pros:

» Interest savings: The extra payments reduce the capital
amount you owe, which means you pay less interest over
the term of your loan.

 Emergency funds: You can use the bond as a savings tool,
knowing that extra funds are available if needed.

» Financial flexibility: You have control over your repay-
ments, allowing you to adjust them according to your

financial situation.

Cons:

» Temptation to withdraw: While the flexibility is helpful,
it can also tempt you to withdraw money unnecessarily,
reducing the long-term benefits of extra payments.

» Discipline required: To truly benefit from an access bond,
you need financial discipline to manage both the additional

payments and withdrawals responsibly.

2.3 First-Time Buyer Loans: Special Offers and Benefits

Many South African banks offer special loan packages designed
to assist first-time home buyers. These packages often come
with lower interest rates, reduced fees, or additional benefits
that make homeownership more accessible to those entering

the market for the first time.

2.3.1 First-Time Buyer Incentives

* Lower deposit requirements: Some banks may offer loans

with lower or no deposit requirements, making it easier for

10



first-time buyers to enter the market.

* Subsidized interest rates: Certain lenders offer reduced
interest rates for first-time buyers, especially for low- to
middle-income earners.

* Reduced fees: Banks may waive or reduce bond registration

and attorney fees to make the process more affordable.

232 _Government Housing Assistance

e FLISP (Finance Linked Individual Subsidy Program):
This government subsidy is available to first-time home
buyers earning between R3,501 and R22,000 per month. It
helps with covering the deposit or reducing the loan amount,
making homeownership more affordable for qualifying
buyers.

* Requirements: To qualify for FLISP, you must be a South
African citizen or permanent resident, have an approved

home loan, and meet the income criteria.

2.4 Special Considerations for Foreign Nationals and Expats

Foreign nationals and South African expats may have different
requirements when applying for a home loan. While non-
residents are generally allowed to buy property in South Africa,

certain restrictions and conditions may apply.

241 Loan-to-Value (LTV) Ratio

Foreign nationals and expats are typically required to provide a
larger deposit than South African citizens. Banks often finance

up to 50% of the property value for non-residents, meaning

11
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The buyer must cover the remaining 50% as a deposit. However,
expats with permanent residency may qualify for higher LTV

ratios, similar to local residents.

.4.2 Exchange Control Regulations

The South African Reserve Bank enforces exchange control reg-
ulations that govern the flow of money in and out of the country.
Foreign nationals must comply with these regulations when
transferring funds into South Africa for a property purchase.
Opening a non-resident bank account and ensuring proper
documentation is crucial to avoid complications in repatriating

funds when selling the property.

N

4.3 Documentation Requirements

Foreign nationals must provide additional documentation, such
as:
» Work permits or residency permits.
e Proof of income and financial statements from their home
country.
» Avalid South African tax number and compliance with local

tax obligations.

12



Chapter 3

3. AFFORDABILITY AND QUALIFICATION CRITERIA

Before applying for a home loan, it’s essential to understand
how banks assess whether you qualify for abond and how much
they’re willing to lend. The primary goal of the bank is to
ensure that you can comfortably afford the monthly repayments
without overextending yourself financially. In this chapter, we
will explore the factors banks consider when calculating
affordability, the debt-to-income ratio, and other key

qualification criteria.

3.1 How Banks Calculate Your Affordability

Affordability is one of the most critical factors in determining
whether you qualify for a home loan and how much you can
borrow. In South Africa, banks typically use an affordability
assessment to evaluate whether your income is sufficient to
cover the loan repayments alongside your other financial

commitments.

3.1.1 Grossvs. NetIncome
Banks will look at both your gross income (your total income be-
fore any deductions) and your net income (what’s left after taxes
and other deductions like medical aid, retirement contributions,
etc.). While gross income gives a general indication of your
earning potential, net income reflects your actual disposable

income available for loan repayments.

13
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3.1.2 Monthly Expenses

Your monthly expenses, including existing debt repayments,
utility bills, insurance, and other financial commitments, play a
significant role in determining affordability. The bank will
subtract these expenses from your net income to establish how

much of your income can be used for the bond repayments.

Common expenses considered in the affordability assessment:

» Rent (if applicable)

e Carloan or vehicle financing

e Creditcard repayments

e Personalloans

» Monthly utilities (water, electricity, etc.)
e Insurance premiums

e Groceries and living expenses

3.2 Debt-to-Income Ratio Explained

Your debt-to-income (DTI) ratio is another critical metric
banks use to assess your affordability. This ratio compares your
total monthly debt obligations to your gross monthly income,
expressed as a percentage. Itis a crucial indicator of how much of
your income is already committed to debt repayments and

whether taking on a new bond will overextend you.

3.2.1 Calculating Your DTI Ratio

The DTI ratio is calculated by dividing your total monthly debt
payments by your gross monthly income and multiplying the

result by 100 to get a percentage.
14



Formula:

. Total Monthly Debt Payments
DTI Ratio = x 100

Gross Monthly Income

For example, if your gross monthly income is R40,000 and your
total monthly debt repayments (car loan, credit cards, etc.)

amount to R10,000, your DTI ratio would be:

10,000

o b — 9EQ;
20,000 x 100 = 25%

(o~]

3.22 Whatis an Acceptable DTI Ratio?

While the acceptable DTI ratio may vary slightly between banks,
a general rule of thumb is that your total debt repayments,
including the new home loan, should not exceed 30% to 35%
of your gross monthly income. A lower DTI ratio is better, as it
demonstrates to the bank that you are not overly indebted and

are more likely to repay your loan reliably.

3.3 Additional Costs: Transfer Duties, Attorney Fees, And More

When calculating affordability, it’s essential to remember that
buying a home comes with various additional costs that go
beyond just the purchase price. These costs can add up, so it’s
crucial to factor them into your budget when planning your

home purchase.
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3.3.1 Transfer Duties
Transfer duty is a tax payable to the South African government
when a property is transferred from one person to another. It’s
calculated based on the property’s purchase price, and it’'s a
significant cost that needs to be accounted for. In 2024,
properties valued under R1,100,000 are exempt from transfer
duties, but for properties valued higher than this, a progressive

scale applies.

Transfer Duty Table Example:

e R1,100,001to R1,500,000: 3% on the value above R1,100,000

« R1,500,001 to R2,000,000: 5% on the value above
R1,500,000

e Over R2,000,000: 8% on the value above R2,000,000

3.3.2 Bond Registration Fees

When you take out a home loan, the bond must be registered at
the Deeds Office by a bond attorney. This process incurs legal
fees known as bond registration fees, which are based on the
value of the bond. These fees typically include attorney charges,
administrative costs, and VAT. The bond registration process
ensures that the lender’s rights to the property are legally

recognized.

3.3.3 Conveyancing Fees

The transfer of property ownership requires the involvement of a

conveyancing attorney, appointed by the seller, who manages

the legal aspects of the property transfer. As the buyer, you are
16



responsible for covering the attorney’s fees, which vary

depending on the property’s purchase price.

3.4 Rates, Taxes, and Levies

Home ownership also comes with ongoing financial obligations
such as property rates, municipal taxes, and levies (in the case
of sectional title properties like apartments). It’s essential to
include these costs in your affordability calculations, as they

can significantly impact your monthly budget.

3.4 Understanding Loan-to-Value Ratios

The Loan-to-Value (LTV) ratio is a key factor banks consider
when approving home loans. This ratio compares the amount
of the loan to the appraised value of the property you intend to
buy. Essentially, it represents the percentage of the property’s

value that the bank is willing to finance.

Formula:
3.4.1 Typical LTV Ratios in South Africa

: Loan Amount
LTV Ratio = x 100
Property Value

In South Africa, LTV ratios typically range from 80% to 100%,
depending on the applicant’s financial profile. A higher LTV
ratio means the bank is lending you a greater percentage of the
property’s value, which is favorable for buyers with limited-
savings for a deposit. However, higher LTV ratios often come
with stricter qualification criteria and potentially higher interest

rates.

17
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34.2 Impact of Deposits on LTV

The larger the deposit you can provide, the lower the LTV ratio
will be. A lower LTV ratio reduces the bank’s risk, which can
improve your chances of loan approval and may help secure a
lower interest rate. For example, if you put down a 20% deposit

on a property, the LTV ratio would be 80%.

18



Chapter 4

4. CHOOSING THE RIGHT BANK

Selecting the right bank for your home loan can be just as
important as determining how much you qualify for. Different
banks offer varying interest rates, terms, and loan features, and
making the best choice can significantly impact your financial
well-being over the long term. In this chapter, we will explore
the key factors to consider when choosing a bank, how to

compare loan offers, and tips for negotiating better loan terms.

41 Comparing South African Banks: What to Look For

Choosing the right bank begins by comparing the different
options available to you. Most major banks in South Africa,
including Nedbank, Standard Bank, FNB, ABSA, and Capitec,
offer home loans, but their terms and conditions can vary
greatly. Here are the key factors you should evaluate when

comparing home loan offers:

411 Interest Rates
Interest rates are a major determinant of how much your loan
will cost over time. A lower interest rate translates to lower
monthly repayments and less interest paid over the term of the

loan. Banks typically offer two types of interest rates:

19
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» Fixed interest rates: These rates remain the same for a set
period, usually between 1 to 5 years. They provide stability,
but you might end up paying more if general interest rates
drop during this period.

» Variable interest rates: These fluctuate based on the South
African Reserve Bank’s repo rate, which means your

repayments can go up or down.

It's important to compare the Annual Percentage Rate (APR)
across banks, as this gives a clearer picture of the total cost of

borrowing, including any fees or additional costs.

1.2 Loan Features

Each bank may offer special features with their home loans,

which could be advantageous depending on your financial

situation:

» Access Bond: Some banks offer access bonds, allowing you
to pay extra into your bond and withdraw the funds later if
needed (as covered in Chapter 2). Check whether this feature
is available and if it comes with any additional fees.

» Flexibility in Repayments: Find out whether the bank
allows you to make extra repayments without penalties or

offers flexibility in adjusting repayment terms if needed.

413 Loan Term
Home loans are typically offered with terms of 20 to 30 years.
While a longer loan term results in lower monthly repayments, it
increases the total interest paid over the life of the loan. Shorter

terms will have higher monthly payments but save you more on
20



interest in the long run. Compare the terms available at different
banks to find one that fits your budget and long-term financial

goals.

.14 _Additional Fees

In addition to the interest rate, it’s important to consider other
fees that the bank might charge, which could significantly

impact on the total cost of your home loan:

o Initiation fees: A once-off fee for opening the loan account.

* Administration fees: A monthly or annual fee charged for
managing the loan.

* Insurance requirements: Some banks require you to take
out life insurance to cover the bond, adding to the overall

cost.

By carefully considering all these factors, you can narrow down
your choices and focus on the banks that offer the best overall

package.

4.2 Negotiating Loan Terms And Interest Rates

Once you’'ve compared the different banks, it’s time to focus on
negotiation. Banks want your business, and you can use this
to your advantage by negotiating better terms. Here are some

strategies to help you secure the best possible deal:

4.2.1 Leverage Multiple Offers

If you've applied for a bond with more than one bank, you can
use one offer to negotiate a better deal with another bank. For

example, if Bank A offers you a lower interest rate than Bank B,
21
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you can inform Bank B of this offer and ask if they can match or

beat the rate.

4.2.2 Improve Your Deposit

Offering a larger deposit (e.g., 20% or more) can improve your
bargaining power, as it reduces the bank’s risk. Banks are more
likely to offer lower interest rates or better terms if they perceive

you as a low-risk borrower.

423 Use a Bond Originator

Bond originators are intermediaries that can negotiate with
multiple banks on your behalf to secure the best interest rate
and terms. They have strong relationships with banks and

understand their lending criteria, giving them the ability to

potentially get you a better deal than you might secure on your
own. Additionally, bond originators are often paid by the bank,

so there’s no cost to you.

424 Ask foraRate Reduction Over Time

If you have a good credit record and have consistently made your
repayments, you can negotiate for a reduction in your interest
rate after a few years. Many banks will reduce the rate for clients
who demonstrate financial responsibility over the life of their

loan.

4.3 The Role of Bond Originators And Why You Should Consider

Them

22



As mentioned above, bond originators play an essential role in
helping borrowers secure the best home loan deals. If you're

unfamiliar with this service, here’s what you need to know:

43.1 What Bond Originators Do

Bond originators act as intermediaries between you and multiple
banks. They submit your home loan application to different
banks simultaneously, allowing you to compare offers without

applying to each bank individually. Their role includes:

» Helping you to complete and submitall necessary
documentation.

» Advising you on how to improve your chances of approval.

» Negotiate with banks on your behalf to secure better

interest rates and loan terms.

432 Why Use a Bond Originator?

» Convenience: They simplify the home loan

application process by doing the legwork for you.

e Better rates: Bond originators often have access to

preferential rates due to their relationships with banks.

* No cost to you: Bond originators are paid by the bank,

not by you. Their services are free for borrowers.

433 Popular Bond Originators in South Africa
Some of the most reputable bond originators in South Africa

include:

o BetterBond
¢ Ooba
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e MultiNET

Using a bond originator increases your chances of getting the

best deal with minimal effort on your part.

24



Chapter 5

5. APPLYING FOR A HOME LOAN

Now that you understand the factors that influence your

eligibility for a home loan, how to assess affordability, and how

to choose the right bank, it’s time to delve into the application
process. Applying for a home loan in South Africa involves
submitting key documentation, undergoing a credit and afford-
ability assessment, and waiting for approval. In this chapter,

we will guide you through each step of the application process

to ensure you are fully prepared.

5.1 _Step-by-Step Guide to Completing Your Home Loan
Application

Applying for a home loan can seem like a complex process,
but breaking it down into clear, manageable steps will help

streamline the process and improve your chances of approval.

5.1.1 Step 1: Gather Your Documents

Before applying for a home loan, gather all the necessary
documents. Having everything prepared will not only save time
but also present you as a more organized and credible borrower.

Banks and lenders typically request the following:
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For Employed Individuals:

¢ A copy of your South African ID or passport (for foreign
nationals).

* Proof ofincome, usually the last 3 to 6 months of payslips.

¢ Bank statements (at least the last 3 to 6 months), showing
your income and expenses.

* Proof of residence, such as a utility bill or lease agreement.

* An offer to purchase (OTP) signed by both you and the seller.

For Self-Employed Individuals:

» Business financial statements (typically covering the last 2
years).

» Personal bank statements (usually for the last 12 months).

* An up-to-date personal balance sheet outlining your assets
and liabilities.

* Aletter from your accountant verifying your income and

financial standing.

5.1.2 Step 2: Submit Your Application

Once all documents are in order, you can submit your application
either directly to a bank or through a bond originator (as
discussed in Chapter 4). The application process can be
completed online, in person, or through a bond originator. If

using a bond
originator, they will submit your application to multiple banks
simultaneously, maximizing your chances of getting the best

offer.

26



5.1.3 Step 3: Bank Credit Assessment

Once your application is submitted, the bank will conduct a thor-
ough credit assessment. During this stage, the bank evaluates
your credit score, affordability, employment history, and other
financial information to determine whether to approve your

loan.

Factors Considered in the Credit Assessment:

e Credit score: A higher score indicates reliability, while a low
score may result in rejection or higher interest rates.

¢ Debt-to-income ratio: Banks want to ensure your monthly
debt obligations, including the home loan, will not exceed
30% to 35% of your gross monthly income.

» Affordability: The bank assesses whether you can
comfortably afford the monthly repayments based on your

net income and existing financial commitments.

5.14 Step 4: Property Valuation

Once the bank is satisfied with your financial standing, it
will arrange for a property valuation. This step is crucial for
ensuring that the property’s market value matches the amount
you wish to borrow. A certified valuer will assess the property,
considering its location, condition, and market trends. If the
valuation comes in lower than the purchase price, the bank
may reduce the loan amount, and you will be required to pay a

larger deposit to cover the shortfall.
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5.2 Required Documents Checklist

To ensure your application runs smoothly, here is a checklist of

the key documents you will need:

1. Personal identification (ID, passport for foreign
nationals).

2. Proof of income (pay slips or audited financial
statements for self-employed individuals).

3. Bank statements (covering 3 to 6 months, or 12 months

for self-employed).

Offer to purchase (OTP) signed by both parties.

Proof of address (utility bill, lease agreement, etc.).

Tax clearance certificate (if applicable).

N S e

Additional documents for self-employed individuals
(business financial statements, personal balance sheet,

and accountant’s letter).

5.3 Pre-qualification vs. Pre- roval: What'’s the Diflerence?

As a prospective buyer, you may come across the terms pre-
qualification and pre-approval during the loan process. Al-
though they sound similar, they serve different purposes and
understanding the distinction can help you navigate the home-

buying process more effectively.

5.3.1 Pre-qualification

Pre-qualification is an initial assessment that gives you a rough
estimate of how much you may qualify to borrow, based on your
income, expenses, and debt levels. This is a helpful first step to

gauge your affordability and set realistic expectations before
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house hunting. However, it is not a guarantee of loan approval.

Benefits of Pre-qualification:

* Helpsyou understand your budget range.

» Gives you insight into potential loan amounts.

53.2 Pre-approval

Pre-approval is a more formal process that involves a deeper
review of your financial situation, credit score, and affordability.
Unlike pre-qualification, pre-approval comes after the bank
or lender has reviewed your financial documents and assessed
your credit worthiness. It gives you a conditional commitment
from the lender to grant you a loan, subject to conditions such

as property valuation.

Benefits of Pre-approval:

» Strengthens your negotiating position with sellers.

» Demonstrates to estate agents and sellers that you are a
serious buyer.

» Can speed up the loan approval process once you've found a

property.

5.4 Common Mistakes to Avoid During the Application Process

Many home loan applications are delayed or rejected due to
common mistakes that are easily avoidable. Here are some

pitfalls to watch out for:

* Incomplete documentation: Missing or incorrect
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HOW TO QUALIFY FOR A HOME LOAN: A COMPLETE STEP-BY-STEP GUIDE
documents can cause delays or lead to outright rejection.

Always ensure thatall required documents are properly
completed and submitted.

* Applying for other credit: Avoid applying for additional
credit (e.g., credit cards, car loans) while waiting for your
home loan to be approved, as this could negatively affect
your credit score and debt-to-income ratio.

* Changing jobs: Stability is key. Changing jobs during
the home loan application process can raise red flags with
lenders.

¢ Not budgeting for additional costs: Remember that buying
a property involves extra costs beyond the purchase price,
such as bond registration fees, transfer duties, and attorney
fees. Not accounting for these can put a strain on your

finances.

5.5 Waiting for Approval

After you submit your application, the approval process can
take between 5 to 10 working days, depending on the bank and
the complexity of your financial situation. During this period,
the bank may request additional documents or information, so
it's important to stay available and respond quickly to any
requests. Once approved, the bank will issue a bond grant or loan
approval letter, outlining the terms of the loan, including the

interest rate, repayment period, and any special conditions.
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Chapter 6

6. THE APPROVAL PROCESS

Once you've submitted your home loan application and provided
all the necessary documents, the next stage is the approval
process. This is where the bank takes an in-depth look at
your financial situation, evaluates the property you wish to
purchase, and ultimately decides whether to approve your loan.
Understanding what happens during this phase will help you
stay informed and prepared as you wait for the final decision.
In this chapter, we’ll explore what takes place during the
approval process, including the bank’s credit assessment, property

valuation, and some common reasons for loan rejections.

6.1 What Happens During a Bank’s Credit Assessment

After submitting your application, the first major step in the
approval process is the credit assessment. This is where
the bank reviews your financial history to determine your
creditworthiness and whether you pose a risk as a borrower.
The bank will evaluate several aspects, such as your credit score,

your debt levels, your income, and your expenses.

6.1.1 Credit Score Review
One of the first things the bank will look atis your credit score.
In South Africa, credit scores generally range between 300 and

850, with higher scores indicating a more reliable borrower. A

score of 600 or above is usually considered favorable for home
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loan approval, while a lower score may raise concerns. The bank
will assess whether your history of managing debt reflects a

pattern of reliability and financial discipline.

.1.2 Income Verification

Your income is another critical factor. Banks will compare your
gross income (total earnings before deductions) with your net
income (earnings after taxes and deductions). They want to
ensure that you have enough disposable income after meeting
your financial obligations to comfortably make home loan

repayments.

6.1.3 Debt Assessment
The bank will also assess your debt-to-income (DTI) ratio. As
covered in Chapter 3, this ratio reflects how much of your income
is already being used to pay off debt. Most South African banks
prefer a DTI ratio that does not exceed 30% to 35%, meaning
that your debt repayments should not consume more than one-

third of your gross monthly income.

6.14 Affordability Calculations

In addition to income and debt levels, the bank will calculate
your overall affordability. This involves examining your monthly
living expenses (utilities, groceries, insurance, etc.) to
determine whether you can comfortably afford the bond
repayments in addition to your current lifestyle. Your

disposable income after all expenses is a key determinant of

whether the loan will be approved.
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6.2 _The Role of Property Valuations in Loan Approval

Once your creditworthiness has been assessed, the bank will
commission a property valuation. The goal of the valuation is
to ensure that the property’s market value is in line with the
amount you wish to borrow. Banks want to be confident that

the property can serve as adequate collateral for the loan.

6.2.1 How Property Valuations Work

A professional valuer will visit the property and assess its
condition, location, size, and features. They will also consider
comparable sales in the area to establish whether the purchase
price is fair. The valuation report provides the bank with an
objective estimate of the property’s market value. If the
property is valued lower than the agreed purchase price, the
bank may reduce the amount they are willing to lend. In such
cases, you may need to either negotiate the purchase price

with the seller or cover the shortfall by paying a larger deposit.

6.2.2 Valuation Challenges

* Undervaluation: This occurs when the valuer assigns a
lower value to the property than expected, which can create
financing difficulties. It may require you to renegotiate or
arrange additional funds.

* Overvaluation: On rare occasions, a property may be
overvalued, leading to the bank approving a higher loan than
the property is worth. This could become a problem if

property prices decline.

6.3 Common Reasons for Loan Rejection And How to Avoid Them
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While it’s always the goal to have your loan application approved,
there are certain situations where a bank may reject your
application. Understanding the most common reasons for

rejection can help you avoid these pitfalls.

.3.1 _Poor Credit Score

Alow credit score is one of the most common reasons for loan
rejection. If you have missed payments, defaulted on debt, or
carry high levels of unsecured debt, the bank may view you as
too risky to lend to. To avoid this, make sure to check your credit
score early in the process and take steps to improve it by paying

off outstanding debts and reducing credit card balances.

6.3.2 _High Debt-to-Income Ratio

If your debt-to-income ratio is too high, the bank may reject
your application. Lenders are wary of borrowers who are already
heavily indebted, as this increases the likelihood of missed
payments. If your DTI ratio is close to or exceeds 35%, it may be
wise to pay off some of your existing debt before applying for a

home loan.

6.3.3 Insufficient Income
Banks will reject applications from borrowers whose income
is insufficient to cover the loan repayments. If the bank deter-
mines that your income is too low relative to the size of the loan
you are applying for, they may reject your application or offer a

smaller loan amount than requested.

634 Inaccurate or Incomplete Documentation
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Failure to provide accurate or complete documentation can
result in delays or rejection. Make sure that all documents
submitted (e.g., payslips, bank statements, identification) are
up to date, correct, and complete. Ensure that your income and

expenses are accurately reported to avoid any inconsistencies.

6.3.5 Unstable Employment

Lenders prefer borrowers with stable employment, as this
indicates consistent income. If you've recently changed jobs or
work on a contractual or freelance basis, the bank may view your
employment situation as unstable. If possible, avoid making
major employment changes during the home loan application

process.

6.4 What to Expect After Loan Approval
Once your loan has been approved, the bank will send you a loan
approval letter or bond grant. This document outlines the terms
of the loan, including the interest rate, repayment period, and
any special conditions. Review these terms carefully to ensure

they align with your financial expectations.

6.4.1 Signing the Bond Agreement

After receiving the loan approval, you will need to sign the
bond agreement. This legally binding document details your
obligations as a borrower, including your monthly repayments,
loan term, and what happens in the event of missed payments

or early settlement.

642 _Appointing Attorney
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Once the bond agreement is signed, the bank will appoint bond
attorneys to register the home loan with the Deeds Office.
Simultaneously, the seller will appoint conveyancing attorneys
to handle the transfer of property ownership. You will need to

cover the legal fees for these services.

4.3 _The Bond Registration Process

The bond registration process typically takes 6 to 8 weeks.
During this time, the bond and property transfer documents will
be prepared and lodged with the Deeds Office. Once the transfer
is registered, the property officially belongs to you, and the bond

will be activated.
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Chapter 7

7._MANAGING YOUR BOND AFTER APPROVAL

Once your home loan is approved and the bond is registered,
your journey to home ownership doesn’t end there. In fact,
managing your bond responsibly is essential to maintaining
financial health and avoiding complications down the road.
Chapter 7 focuses on what happens after the bond is registered,
how to make your monthly repayments, and what steps to take
if you encounter financial difficulties. We’ll also explore the
options available if you wish to refinance your bond or pay it off

early.

7.1 Making Your Monthly Repayments

After the bond registration process is complete, the bank
activates your loan, and you will start making monthly
repayments. It’s crucial to make these repayments on time every

month to avoid penalties and interest rate increases.

7.1.1 How Monthly Bond Repayments are Calculated
Your monthly bond repayment is determined by several factors:

* Loan amount: The total amount you’ve borrowed.
» Interest rate: Either fixed or variable, depending on the
terms of your bond.

* Loan term: The length of time over which the loan will be
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repaid (usually 20 to 30 years).
» Additional payments: Any extra payments you make will
reduce the principal loan amount and lower future interest

payments.

Your bank will provide you with a detailed repayment schedule
outlining how much is due each month. This schedule typically
includes both interest and capital repayments, and initially, a

larger portion of your payment will go towards interest. Over

time, the balance will shift, with more of your payment going

towards the principal loan amount.

7.1.2 How to Set Up Your Repayments

Most South African banks allow you to set up automatic debit
orders for your monthly bond repayments. This ensures that
payments are made on time, helping you avoid late fees. You
can also manually make payments via internet banking, but
automatic payments are generally recommended to reduce the

risk of missed payments.

7.2 Strategies for Managing Your Bond Responsibly
7.21 Pay Extra When Possible

Paying extra on your bond when you have the means can
significantly reduce the overall cost of the loan. This is because
additional payments go directly towards the principal loan
amount, reducing the interest charged on future repayments.
Even small additional payments can lead to substantial interest

savings over the term of the loan.
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7.2.2 Use an Access Bond to Your Advantage

If you have opted for an access bond, you can take advantage of
its flexibility. As covered in Chapter 2, access bonds allow you
to withdraw any extra money paid into the bond if needed for
emergencies or home improvements. This feature gives you a
financial cushion while reducing your bond interest whenever

you pay more than the required monthly amount.

7.2.3 _Avoid Missing Payments

Missed payments can have serious consequences, including:

» Late fees: Banks typically charge penalties for late or missed
payments.

» Credit score damage: Your credit score will suffer, which
could affect your ability to secure future loans or credit
products.

» Higher interest rates: Missing multiple payments could
lead to your interest rate being increased, making your bond

more expensive over time.

» Legal action: In extreme cases, the bank may initiate
foreclosure proceedings, leading to the loss of your property. If
you anticipate difficulty in making a payment, contact your
bank immediately to discuss options. Many banks are willing to

work with clients in temporary financial distress.

7.3 What to Do if You Encounter Financial Difficulties

Unexpected events such as job loss, medical emergencies, or

economic downturns can affect your ability to meet your bond
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obligations. The key is to act quickly and responsibly if you find

yourself struggling to make payments.

7.3.1 Contact Your Lender
The first step is to contact your bank or bond originator as soon
as you foresee financial difficulties. Banks are usually willing to
offer temporary relief to prevent missed payments and avoid

the need for legal action. Options may include:

* Bond payment holidays: A temporary suspension of bond
repayments (typically offered for a few months).

* Restructuring your bond: Extending the bond term to lower
monthly repayments.

* Debt consolidation: Consolidating other high-interest
debts (e.g., credit cards, personal loans) into your bond to

reduce your monthly payment burden.

7.3.2 Debt Counselling

If you are in significant financial distress, debt counselling
may be an option. In South Africa, debt counselling is a legal
process in which a debt counsellor negotiates with your
creditors (including your home loan provider) to create a more
manageable repayment plan. While in debt counselling, your
assets are protected from repossession, and the debt counsellor

works to lower your monthly payments.

7.3.3 Selling the Property

In cases where financial recovery is unlikely, selling the property
may be the best option. Selling before the bank initiates fore-

closure can help you avoid the legal and financial consequences
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of defaulting on your bond. If you can sell the property at a
price that covers the outstanding loan amount, you can settle

the bond and avoid further penalties.

7.4 Refinancing Your Home Loan: When And Why to Consider It

Refinancing (also known as bond switching) involves moving
your home loan from one bank to another or renegotiating your

loan terms with your current lender. This can be beneficial if

you are able to secure a lower interest rate, shorten your loan

term, or improve your financial situation.

7.4.1 Benefits of Refinancing

» Lower interest rates: If interest rates have decreased since
you first took out your bond, refinancing can help you secure
a lower rate, which will reduce your monthly

repayments, and the total interest paid.

» Shorter loan term: Refinancing to a shorter loan term will
increase your monthly payments but reduce the overall cost
of the loan by shortening the time you spend paying interest.

* Debt consolidation: Some homeowners refinance to con-
solidate other debts, such as personal loans or credit cards,
into their home loan. This can simplify your payments and

reduce the overall interest paid.

74.2 When to Refinance

» Interest rate fluctuations: If the prime lending rate has
dropped since you took out your home loan, it may be a

good time to refinance and take advantage of lower rates.
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» Improved credit score: If your credit score has improved
significantly since you originally applied for the bond, you
may qualify for better terms and interest rates through
refinancing.

» Rising financial commitments: If your monthly budget is
strained due to other financial commitments, refinancing
to a longer loan term can lower your repayments, freeing

up cash flow.

74.3 Costs of Refinancing

While refinancing can provide significant benefits, it’s essential

to consider the costs involved. Refinancing typically includes:

» Early settlement fees: Some banks charge a penalty if you
pay off your bond early, especially within the first few years.
» New bond registration fees: If switching to a new bank,

you’ll need to pay legal fees for registering the new bond.

* Administrative costs: There may be additional costs for
processing the new loan, such as initiation fees or

valuation fees.

7.5.0 Early Settlement of Your Bond

If your financial situation improves or you receive a windfall, you
may consider settling your bond early. While this can save you
money on interest payments, there are some factors to consider

before paying off your bond ahead of schedule.

7.5.1 Benefits of Early Settlement

» Interest savings: Settling your bond early means you pay
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less interest over the life of the loan, as interest is calculated
based on the outstanding principal amount.

* Financial freedom: Being bond-free can provide peace of
mind and free up funds for other investments or savings

goals.

7.5.2 _Costs and Considerations

» Early settlement penalties: Some banks charge penalty fees

for settling a bond early, especially if you pay off the loan
within the first few years. Check your bond agreement to
understand whether penalties apply.

» Weighing investment options: Before settling your bond
early, consider whether you can earn a higher return by
investing the funds elsewhere. In some cases, the interest
saved by paying off the bond may be lower than the potential

returns from other investments.
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Chapter 8

8. POST-APPROVAL STEPS

Once your home loan has been approved and you’ve accepted
the bank’s offer, there are several legal and administrative steps
that need to be completed before you can officially become a
homeowner. These steps are crucial to transferring ownership
of the property to your name and securing the bank’s rights as
the bondholder. In this chapter, we’ll walk through the post-
approval process, including signing the bond agreement, the
role of attorneys, the bond registration process, and managing

the associated costs.

8.1 Signing the Bond Agreement

The first step after approval is signing the bond agreement.
This is a legally binding document that outlines the terms and
conditions of your home loan, including the repayment period,
the interest rate, and any fees or penalties associated with the

loan.

8.1.1 What to Expectin the Bond Agreement

Your bond agreement will include several important elements,
such as:
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* Loan amount: The total value of the loan approved by the
bank.

» Interestrate: Either fixed or variable, depending on the
agreement.

*» Repayment period: Typically between 20 to 30 years, out-
lining the monthly repayment amount.

* Penalties: Conditions related to late payments, early
settlements, or defaults.

e Bankrights: The bank’s rights to repossess the property if

repayments are not made according to the terms.

It's important to thoroughly review the bond agreement before
signing. If you have any questions or uncertainties, consult with
your attorney or financial advisor to ensure you fully understand

the obligations you're taking on.

8.2 Appointing Transfer And Bond Attorneys

Once you've signed the bond agreement, both the buyer and the

seller will need to appoint attorneys to facilitate the property
transfer and bond registration process. This is a crucial step, as
it ensures that the legal aspects of the property sale and loan are

properly handled.

8.2.1 Transfer Attorneys (Conveyancers)

Transfer attorneys, also known as conveyancers,are
responsible for managing the transfer of the property from the
seller to the buyer. The seller typically appoints the transfer
attorney, but the buyer pays for their services. The duties of the
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transfer attorney include:

e Preparing the transfer documents.
e Ensuring that all necessary fees, such as transfer duties and

municipal rates, are paid.
e Lodging the transfer documents with the Deeds Office.

8.2.2 Bond Attorneys

The bond attorneys are appointed by the bank to handle the
registration of the bond in the buyer’s name. Their role is to
ensure that the bank’s interests are protected by legally securing

the property as collateral for the loan. The bond attorneys will:

» Prepare the bond registration documents.
» Liaise with the transfer attorneys to ensure that the bond
and transfer are registered simultaneously.

» Register the bond at the Deeds Office.

Both attorneys play vital roles in ensuring a smooth transaction,
and it's essential that you stay in close contact with them

throughout the process to avoid any delays.

8.3 The Bond Registration Process

The bond registration process is the final legal step in securing
your home loan and transferring ownership of the property to
your name. It typically takes between 6 to 8 weeks and involves

several steps.

83.1 Steps in the Bond Registration Process
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8.3.2

Document Preparation: Both the transfer and bond
attorneys prepare the necessary documents to be lodged
with the Deeds Office.

Signing of Documents: You will need to sign the transfer

and bond registration documents at the attorney’s office.

. Payment of Fees: You will need to pay the bond registration

fees, transfer duty, and attorney fees at this stage.
Lodging at the Deeds Office: The attorneys lodge the bond
and transfer documents with the Deeds Office, where they

are examined and approved.

. Registration: Once the documents are approved, the

property and bond are officially registered in your name,

and the bank will release the loan amount to the seller.

Bond Registration Timeline

Document preparation and signing: 1 to 2 weeks.
Lodging with the Deeds Office: 2 to 3 weeks.

Deeds Office approval: 3 to 4 weeks.

Final registration: Upon registration, the property officially

belongs to you.

8.4 Managing Post-Approval Costs

In addition to your monthly bond repayments, there are several

post-approval costs associated with purchasing a property and

registering abond. It's important to budget for these costs to

avoid any financial surprises.

84.1 Transfer Duty

Transfer duty is a tax payable to the South African government
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when a property is transferred from one person to another. As
of 2024, properties valued below R1,100,000 are exempt from
transfer duty. However, for properties above this threshold,

transfer duty is calculated on a sliding scale.

For example:

* Property valued between R1,100,001 and R1,500,000 are
taxed at 3% on the value exceeding R1,100,000.
» For properties valued between R1,500,001 and R2,000,000,

the tax rate increases to 5%.

4.2 _Attorney Fees

Both the bond and transfer attorneys will charge fees for their
services. These fees are based on the value of the bond and the
property and are regulated by the Legal Practice Council. You

should expect to pay these fees before the bond is registered.

84.3 Bond Registration Fees

The bond registration fee is another cost to factor into your
budget. This fee is paid to the bond attorney for registering the
bond at the Deeds Office. The amount is based on the value of
the home loan and typically includes VAT and administrative

fees.

844 Municipal Rates and Levies

Before the transfer can take place, you may need to pay any
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outstanding municipal rates and levies on the property. These
are pro-rated, meaning you will pay for the portion of the year

that you own the property.
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Chapter 9

9. MAINTAINING YOUR BOND

Now that your home loan has been approved, registered, and
you’ve taken possession of your property, it's essential to ensure
you manage your bond responsibly over the life of the loan.
Effective bond management can help you reduce the overall
cost of the loan, avoid financial difficulties, and potentially pay
off your home sooner than planned. In this chapter, we will
explore various strategies for maintaining your bond, managing
your monthly repayments, understanding the impact of interest
rates, refinancing options, and the process of paying off your

bond early.

9.1 Managing Your Monthly Repayments

The most important part of maintaining your bond is ensuring
that you make your monthly repayments on time. Missing
payments can lead to significant financial penalties, damage
to your credit score, and in severe cases, even the loss of your

home. Here’s how to stay on top of your repayments:

9.1.1 Set Up Automated Payments
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To avoid missed payments, it’s a good idea to set up a debit order
or automatic payment from your bank account. This ensures
that your bond repayment is made on time every month, without

the need for manual intervention.

9.1.2 Keep an Emergency Fund

It’s always a good idea to have an emergency fund in place to
cover your bond repayments for a few months in case of
unforeseen circumstances, such as job loss or medical
emergencies. This financial buffer will help prevent missed

payments and give you time to recover.

9.1.3 Prioritize Your Bond Repayments

When managing your monthly budget, prioritize your bond
repayments over other discretionary spending. Your home loan
should be treated as a top financial obligation, and missing
repayments can have long-term consequences for your financial
health.

9.2 How Interest Rates Affect Your Bond

In South Africa, most home loans are variable-rate bonds,
meaning that your interest rate can fluctuate over time based
on the repo rate set by the South African Reserve Bank (SARB).

Understanding how these interest rates impact your monthly



repayments can help you make informed decisions about man-

aging your bond.

9.2.1 Repo Rate and Prime Lending Rate

The repo rate is the interest rate at which the SARB lends money
to commercial banks, and changes to this rate affect the prime
lending rate, which is the rate banks use to lend money to
consumers. When the repo rate increases, the interest on your
bond is likely to rise, leading to higher monthly repayments.
Conversely, a decrease in the repo rate can lower your

repayments.

9.2.2 Interest Rate Hikes: What to Do
If interest rates rise significantly, your bond repayments will

increase. To mitigate this:

» Consider making additional payments: By paying extra
into your bond when rates are low, you reduce the capital
amount owed, which lessens the impact of future interest
rate increases.

» Budget adjustments: Review your monthly budget and cut
back on discretionary expenses to accommodate higher
bond repayments.

» Refinancing: If rates rise significantly and remain high,
consider refinancing your bond (discussed in detail in the

next section).
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9.3 Refinancing Your Bond

Refinancing, also known as bond switching, involves moving
your home loan from one lender to another, typically to secure
a better interest rate or more favorable loan terms. This can be
a useful strategy to save on interest and reduce your monthly

repayments.

9.3.1 When to Consider Refinancing

Refinancing may be a good option in the following

circumstances:

» Interest rates have dropped: If interest rates have decreased
since you took out your bond, refinancing can help you take
advantage of lower rates, reducing your repayments and the
total interest paid over the life of the loan.

» Improved credit score: If your credit score has improved
significantly, you may qualify for a lower interest rate,
making refinancing an attractive option.

» Debt consolidation: Refinancing can allow you to con-
solidate other high-interest debts (such as credit card
balances or personal loans) into your home loan, reducing
your overall monthly payments and simplifying your debt

management.

9.3.2 Costs of Refinancing

While refinancing can offer significant benefits, it’s important

to consider the costs involved, which may include:

» Bond cancellation fees: Your current bank may charge a fee

for canceling your bond early.
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» New bond registration fees: You’'ll need to pay for the
registration of the new bond with your new lender.

¢ Legal and administrative fees: These include fees paid to
attorneys and other administrative costs associated with

refinancing.

Weigh these costs against the potential savings before deciding

to refinance.

9.4 Paying Off Your Bond Early

Paying off your bond early can save you a significant amount in
interest payments and give you financial freedom sooner. Here
are some strategies for reducing the term of your bond and paying
it off ahead of schedule:

9.4.1 Making Additional Payments

One of the most effective ways to reduce your bond term is by
making additional payments whenever possible. Extra pay-
ments go directly towards reducing the principal loan amount,
which in turn reduces the interest charged on the loan. Even
small, regular extra payments can shorten the bond term by

several years.

94.2 Lump-Sum Payments

If you come into extra money—such as a work bonus,
inheritance, or investment return—consider making a lump-
sum payment towards your bond. This can have a substantial

impact on reducing both the term of the bond and the interest
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paid over time.

9.4.3 Using an Access Bond

If you have an access bond, you can make extra payments and
still access those funds if needed. This gives you the flexibility
to pay off your bond faster while retaining access to your money

for emergencies or home improvements.

44 Early Settlement Penalties

Before making significant extra payments or settling your bond
early, check your loan agreement for any early settlement
penalties. Some banks charge a fee for paying off the bond
within the first few years of the loan term. However, after a
certain period (usually three years), many of these penalties no

longer apply.

9.4.5 Keeping Qn Eye on Your Financial Health

Successfully managing your bond requires regular attention to

your financial health.This includes:

* Monitoring your budget: Regularly review your budget to
ensure that your income covers your bond repayments and
other financial obligations.

» Maintaining your credit score: Keep track of your credit
score and ensure that you’re making all payments on time.
A good credit score can help you secure better refinancing
options or other loans in the future.

» Planning for the future: As your financial situation changes,






such as with a salary increase, consider adjusting your bond
payments or savings strategy to achieve your financial goals

more quickly.

75



Chapter 10

10. SELLING YOUR PROPERTY AND LONG-TERM PLANNING

As a homeowner, there may come a time when you decide to
sell your property, either to upgrade to a larger home, downsize,
or relocate for work or personal reasons. Alternatively, you
may be planning for the long-term, considering how your
property will fit into your financial and estate planning. In this
chapter, we will explore the process of selling your property,
including preparing your home for sale, managing the legal
aspects, and dealing with any outstanding bond obligations. We
will also cover estate planning considerations, ensuring that

your property forms part of your broader financial legacy.

10.1 Preparing to Sell Your Property

Selling your property involves more than just listing it on the
market. To achieve the best price and attract serious buyers, it’s

important to prepare your home both physically and financially.

10.1.1 Enhancing Your Property’s Value

To maximize the sale price of your property, consider making
small upgrades and improvements that can significantly boost
its value. Here are some key areas to focus on:

e Curb appeal: First impressions matter. Improving the
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appearance of your home’s exterior by painting,
landscaping, and cleaning up outdoor spaces can make a
big difference.

* Interior updates: Fresh paint, modern light fixtures, and

e minor kitchen or bathroom renovations can make your
home more attractive to buyers.

* Repairs: Ensure thatany maintenance issues, such as leaks,
electrical problems, or structural damage, are fixed before

listing the property.

10.1.2 Getting a Professional Valuation

Before listing your property, it’s crucial to get a professional
valuation. This will give you a clear idea of what your home is
worth in the current market. A real estate agent or property
valuer can provide this service, comparing your property to

similar homesin the area to determine an accurate selling price.

10.1.3 Hiring an Estate Agent

While it is possible to sell your property privately, hiring a
professional estate agent can streamline the process and help
you achieve a better sale price. Estate agents have access
to marketing platforms, an established network of potential
buyers, and expertise in negotiating offers. They can also handle

the administrative aspects, such as setting up viewings and

managing offers.

10.2 Managing the Legal Aspects of Selling

Once you’'ve prepared your home for sale and found a buyer,
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there are several legal and administrative steps that need to be

completed to finalize the sale.

10.2.1 The Offer to Purchase (OTP)

The first legal step is for the buyer to submit an offer to
purchase (OTP). This is a formal, binding agreement between
you and the buyer, outlining the terms of the sale, including the
purchase price, conditions (such as bond approval), and any
other relevant clauses. It's important to carefully review the OTP
with your attorney or estate agent to ensure that all conditions
are fair and protect your interests. Once you sign the OTP, both

you and the buyer are legally bound by its terms.

10.2.2 Appointing Transfer Attorney

As the seller, you will need to appoint transfer attorneys (also
called conveyancers) to manage the legal transfer of ownership
from you to the buyer. The buyer is responsible for the transfer
costs, butitis the seller who chooses the attorney. The transfer

attorney will handle:

o The preparation of legal documents.

» Ensuring all necessary payments, such as rates and taxes,
are up to date.

* Lodging the transfer documents with the Deeds Office

to officially register the new ownership.

10.3 Dealing with An Outstanding Bond



If you still have an outstanding bond on your property, you will
need to settle the bond before the sale can be finalized. Here’s

how the process works:

10.3.1 Requesting a Settlement Figure

You will need to request a settlement figure from your bank.
This is the total amount you owe on your home loan, including
any outstanding interest and fees. The settlement figure is valid
for a specific period, so make sure it's requested close to the

transfer date.

10.3.2 Settling the Bond

Once the sale is concluded, the proceeds of the sale will be
used to settle your outstanding bond. The transfer attorney will
handle this process, ensuring that the bond is paid off before

transferring the remaining proceeds to you.

10.3.3 _Early Settlement Penalties

Be aware that some banks charge early settlement penalties
if you pay off your bond within the first few years of the loan.
Check your bond agreement for details, and if penalties apply,

factor these into your overall costs when selling the property.

104 Estate Planning And Property Ownership

For long-term planning, it’s important to consider how your
property fits into your overall estate planning. Proper estate

planning ensures that your property is passed on to your heirs
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in accordance with your wishes and minimizes potential tax

implications.

1041 Including Property in Your Will

Make sure that your property is clearly mentioned in your will,
specifying who will inherit it after your death. This will prevent
any disputes among your heirs and ensure that the property is

transferred smoothly.

104.2 Capital Gains Tax (CGT)

When transferring property through an estate, it’'s important
to consider capital gains tax (CGT). CGT is levied on the profit
made from selling a property, and in the event of death, CGT
may be applied to the transfer of the property to your heirs.
Consult with a tax advisor or attorney to understand how CGT

may impact your estate.

104.3 _Transferring Property During Your Lifetime

In some cases, you may choose to transfer your property to your
children or heirs during your lifetime. This can help simplify
the transfer process after your death and potentially reduce
estate taxes. However, transferring property while you're still
alive may also trigger donations tax or CGT, so it’s important

to consult a financial planner or attorney before making this

decision.

10.5 Renting Out Your Property
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If you're not ready to sell your property but want to explore ways
to generate income, renting out your home is a viable option.
However, becoming a landlord comes with responsibilities and

legal obligations.

10.51 Tenant Management

Managing tenants involves finding reliable renters, collecting
rent, and maintaining the property. You may want to hire a
property management company to handle these tasks on your
behalf, especially if you don’t have the time to manage the

property yourself.

10.5.2 Lease Agreements

Ensure that any rental agreement is formalized with a lease
agreement that outlines the terms and conditions of the rental,
including the rental amount, duration, and responsibilities for
maintenance and utilities. Both parties must sign the lease

agreement before the tenant moves in.
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Chapter 11

11. UNDERSTANDING THE LONG-TERM FINANCIAL IMPACT
OF HOMEOWNERSHIP

Owning a home is not only a significant life milestone but also
one of the most important financial commitments you will make.
The decisions you make along the way—from choosing a bond
to maintaining the property—will have long-term implications
for your financial health. In this chapter, we will explore the
broader financial impact of home ownership, including property
appreciation, managing ongoing costs, tax considerations, and

how your home can contribute to your overall financial strategy.

11.1 Property as an Investment

For many homeowners, a house is not just a place to live; it is
an investment. Over time, property tends to appreciate in value,
which can build wealth and provide financial security. However,

the financial returns from real estate depend on several factors.

11.1.1 Factors that Affect Property Appreciation

Several factors can influence the rate at which your property

increases in value, including:

* Location: Homes in high-demand areas with good
infrastructure, proximity to schools, and low crime rates

tend to appreciate faster than those in less desirable
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locations.

¢ Market conditions: Broader economic conditions, such
as interest rates and inflation, can affect property values.
A booming economy may lead to higher property demand
and price increases, while recessions may result in slower
growth or even declines.

* Upgrades and Maintenance: Regular maintenance
and home improvements can significantly boost the value
of your home. For example, kitchen and bathroom

renovations, energy-efficient upgrades, and landscaping

improvements can make your property more attractive to

buyers, increasing its market value.

11.12 Understanding Return on Investment (ROI)

To determine whether your property is a good investment, you
need to consider your return on investment (ROI). The ROI on
property is calculated by dividing the profit earned from the sale
of the property (or its increase in value) by the initial purchase
price and any additional costs (such as maintenance, repairs,

and property taxes).

Formula for ROI:

x 100

ROI — <th Profit from Sale — Total Costs)

Total Costs

If your home appreciates in value significantly, the ROI can be
substantial, particularly if you have paid down a significant

portion of your bond, thereby owning more equity in the
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property.

11.2 Managing Ongoing Costs

Owning a home comes with ongoing financial responsibilities,
which go beyond the initial purchase and bond repayments. To
maintain the value of your property and avoid financial strain,

it's important to plan for these costs.

11.2.1 Maintenance and Repairs

Regular home maintenance is essential to preserving the value

of your property. This includes:

* Plumbing and electrical upkeep: These essential systems
need regular inspection and occasional repair.

* Roofing and structural maintenance: Addressing leaks,
cracks, and other structural issues can prevent larger, more
expensive problems in the future.

* Garden and outdoor areas: Maintaining your garden, fenc-
ing, and outdoor spaces ensures that your property remains

attractive and well-kept.

Failing to maintain your property can lead to deferred
maintenance, which may reduce its resale value and result in

higher repair costs later.

11.2.2 Insurance

Homeowners need comprehensive property insurance to cover
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the cost of damage from events like fire, theft, or natural
disasters. In South Africa, bondholders are typically required to
have homeowners insurance to protect the bank’s investment
in the property. It's important to review your insurance policy
regularly to ensure it provides adequate coverage and to adjust

it if the value of your property increases.

11.2.3 Municipal Rates and Levies

As ahomeowner, you'll need to pay municipal rates and taxes,

which cover local services such as water, sewage, and refuse

Removal. These rates are calculated based on the value of
your property and are payable to your local municipality.
Additionally, if you own a sectional title property (such as an
apartment), you may need to pay levies to the body corporate

for maintenance and communal services.

11.3 Tax Considerations for Homeowners

Owning a home can have several tax implications, particularly
when it comes to capital gains tax, rental income, and estate

planning.

11.3.1 Capital Gains Tax (CGT)

When you sell your property, capital gains tax (CGT) may
apply to the profit made from the sale. However, there are

some exemptions and allowances in South Africa:

* Primary residence exclusion: If the property is your
primary residence, the first R2 million of the capital

gain is exempt from CGT.
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*» R40,000 annual exclusion: In addition to the primary
residence exclusion, all individuals are entitled to a R40,000

annual exclusion on capital gains.

11.3.2 Rental Income

If you decide to rent out your property, the rental income
earned must be declared on your annual tax return. Rental
income is subject to normal income tax rates, but you can
deduct certain expenses related to the property (such as
maintenance, insurance, and bond interest) to reduce your
taxable income.

11.3.3 Property in Estate Planning

Your property forms part of your estate and will be subject
to estate duty when you pass away. It’simportant to include
your home in your estate planning and to ensure that your
will clearly outlines how the property should be handled.
By planning ahead, you can minimize estate duty and
ensure that your heirs inherit the property without
unnecessary complications.

11.4 Building Equity Over Time

One of the key financial benefits of home ownership is the
ability to build equity over time. Equity refers to the portion of
your home that you own outright (the difference between the
market value of your home and the outstanding balance on your
bond). As you make regular bond repayments, your equity

increases.

11.4.1 Accelerating Equity Growth

To build equity faster, consider the following strategies:

 Making extra payments: By paying more than your

required monthly bond repayment, you can reduce the
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principal loan amount, which increases your equity faster
and reduces the overall interest paid.

¢ Home improvements: Upgrading your home with
value- enhancing improvements (such as energy-efficient
systems or modernized interiors) can increase its market

value and, in turn, your equity.

11.4.2 Using Equity for Future Investments

Once you've built up a significant amount of equity, you can

leverage it for future investments. Some homeowners

choose to take out a home equity loan or access bond

to access the equity in their property for renovations, buying
a second property, or investing in other ventures.
However, it's important to manage these loans carefully

to avoid overextending yourself financially.

11.4.3 Long-Term Financial Strategy
Homeownership is a long-term financial commitment, and your

property should be viewed as part of your broader financial
strategy. Asyou approach retirement, you may consider
how your home fits into your retirement planning. For
example, selling your property and downsizing to a smaller
home or rental can free up funds to support your retirement
lifestyle. Additionally, your property can serve as a legacy
asset, providing financial security for your heirs. Planning for
how your property will be transferred to your children or other
beneficiaries is an important part of long-term wealth

management.
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Chapter 12

Foreign nationals married to South African citizens may have
better chances of securing a home loan (bond) due to their
relationship with a South African spouse. Here’s an outline
of what type of bond they typically qualify for and the key

considerations:

1. JOINT HOME LOAN:

A foreign national married to a South African citizen can apply
for a joint home loan with their spouse. In this case, banks
may treat the couple similarly to two South African citizens
applying for a loan together. The main advantage is that the
foreign national can benefit from the South African spouse’s
credit history, income, and legal status, potentially leading to

more favorable loan terms.

* 100% Loan-to-Value (LTV): Many South African banks
offer up to 100% financing (meaning no deposit is required)
if the South African spouse co-signs the loan. This is
especially likely if the couple’s combined income is
sufficient and the South African spouse has a strong credit
profile.

» Interest Rates: Interest rates will be influenced by the
financial profiles of both parties. If the South African spouse
has a good credit score and stable income, they may help
secure a lower interest rate than a foreign national could

obtain on their own.
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2. Foreign National Bond with South African Spouse Support:

If the foreign national is applying for the bond on their own but
is married to a South African, they still benefit from being able
to show local financial ties. Some banks may require a deposit,
though it may be smaller than the 50% typically required for
foreign buyers without local ties. A 20% to 30% deposit is more

common for foreign nationals married to South Africans.

3. _Documentation Requirements:

To qualify for a bond, the foreign national and their South

African spouse will need to provide the following:

» Valid spousal visa or proof of permanent residency.

» Proof of income for both spouses, such as pay slips and bank
statements.

» Marriage certificate to confirm their relationship.

* Ajoint bank account may simplify the process if funds are

being brought in from overseas.

4. _Exchange Control And Repatriation of Funds:

Foreign nationals can bring funds into South Africa to purchase
a home as long as they comply with the South African Reserve
Bank’s exchange control regulations. When a foreign national
is married to a South African, it may be easier to move funds
between local and international accounts. Additionally, when
the property is sold, the foreign national can repatriate the orig-
inal capital and any gains, provided the funds were transferred

through proper channels.
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Requirements for Foreign Nationals Married to South African

Citizens to Buy Property:

1.

4,

5.

Legal Status: A foreign national married to a South African
citizen usually holds a spousal visa or may qualify for
permanent residency, which simplifies the process of
buying property. They can also apply for a joint bond with
their South African spouse, which can increase the
likelihood of securing financing.

Financing: If a foreign national is married to a South
African, banks are more likely to approve up to 100% of
the bond value when the South African spouse co-signs
the loan. This is often better than what foreign nationals
alone would typically qualify for, which usually requires a
larger deposit.

Exchange Control Regulations: Funds transferred into
South Africa for the purpose of buying property must still
comply with exchange control regulations, even if one
spouse is South African. The process is smoother if the
foreign national has a joint account with their South

African spouse or if they hold a resident bank account.

Property Ownership: Joint ownership is allowed, and the
property can be registered in both names, especially if the

couple is married in community of property. This
arrangement is common when both spouses are
contributing to the bond or have a shared financial
responsibility.

Tax and Legal Considerations: Like all property buyers in
South Africa, foreign nationals married to South Africans
must comply with tax regulations, such as paying transfer

duties and possibly capital gains tax if the property is sold.
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13

Conclusion

13. THE FINAL STAGES OF HOMEOWNERSHIP

Owning a home is a significant achievement, but it also brings
with it long-term responsibilities that require thoughtful
planning and management. As you approach the later
stages of your homeownership journey, there are a number of
important decisions you’ll need to make regarding the
future of your property. This final chapter explores the key
considerations for managing your home over the long term,
from preparing for retirement and potentially downsizing, to
passing on your property as part of your estate. Understanding
these aspects will help you make informed decisions that
safeguard your financial security and ensure that your property

continues to work as an asset for you and your family.

12.1 Planning for Retirement as a Homeowner

As you near retirement, your home plays a crucial role in your
financial security. There are several strategies you can use to
maximize the value of your property and ensure that it continues to

provide financial stability during your retirement years.
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12.1.1 Downsizing Your Home

One common strategy for homeowners nearing retirementis to

downsize. Downsizing involves selling your current property
and moving into a smaller, more manageable home, often with
lower maintenance and operating costs. The benefits of

downsizing include:

* Freeing up capital: Selling a larger, more valuable home
and purchasing a smaller one can free up cash that can be
used to supplement your retirement savings, pay off debts,
or invest in income-generating opportunities.

* Reducing maintenance and utility costs: Smaller homes
generally come with lower maintenance requirements and
utility bills, which can help reduce your monthly expenses.

o Simplifying your lifestyle: Downsizing can provide an
opportunity to simplify your living arrangements, making
it easier to manage your home and enjoy a more relaxed

lifestyle in retirement.

12.1.2 Staying in Your Home

For some homeowners, the thought of moving or selling their
home during retirement may not be appealing. If you plan to
stay in your home, there are a few considerations to keep in

mind:



» Home modifications: As you age, you may want to
consider making modifications to your home to
accommodate changing  mobility needs. These
modifications can include installing grab bars, widening
doorways, or adding ramps.

 Managing expenses: Even if you choose to stay in your

home, it’s important to budget for ongoing expenses, such

* as property taxes, insurance, maintenance, and utilities. Be
sure to have an emergency fund or savings in place to cover

unexpected repairs or costs.

12.2 Accessing Your Home'’s Equity in Retirement

If you prefer to stay in your home but need access to additional
funds during retirement, you can explore options for accessing
the equity in your home. This allows you to tap into the value of

your property without having to sell it.

12.2.1 Home Equity Loans and Access Bonds

Ahome equity loan or access bond allows you to borrow against
the equity you’ve built up in your property. This can be a helpful
way to access funds for medical expenses, home renovations, or
other major costs during retirement. However, it's important to
carefully consider the terms of the loan and ensure that you'll

be able to make repayments.



12.2.2 Reverse Mortgages

A reverse mortgage is another option for older homeowners
who want to access the equity in their home. Unlike a traditional
mortgage, where you make payments to the bank, a reverse
mortgage allows the bank to make payments to you. These
payments can be received as a lump sum or in regular
installments, and they don’t have to be repaid until you sell the
home or pass away. However, reverse mortgages come with

their own set of risks and should be approached with caution.

12.3 Passing on Your Property: Estate Planning

Your property is likely one of your most valuable assets, and it’s
important to include it in your estate planning. This ensures
that your home is passed on to your heirs in accordance with
your wishes and minimizes any legal or financial complications

for your beneficiaries.

12.3.1 Including Your Property in Your Will

The first step in planning for the transfer of your property is to
ensure thatitis properly accounted for in your will. Be specific
about who should inherit the property, whether itis to be sold
or keptin the family, and any other relevant instructions. If you
have multiple heirs, clearly outline how the property should be

divided or managed to avoid conflicts or disputes.



1232 Trusts and Property Transfers

Another option for passing on property is to place the home in a
trust. By transferring the property into a family trust, you can
control how the property is managed and distributed after your
death. Trusts can also provide certain tax advantages and help

protect your heirs from estate taxes and legal challenges.

12.3.3 _Capital Gains and Estate Taxes

When passing on property to your heirs, it’s important to be
aware of potential capital gains tax (CGT) and estate duty
implications. In South Africa, estate duty is charged on the
value of your estate, including your property, at a rate of 20%
for estates valued at less than R30 million, and 25% for estates
valued above this threshold. Proper estate planning can help
minimize these taxes and ensure that your heirs receive the

maximum benefit from the property.

12.4 Selling Your Property in Retirement

If maintaining your property becomes too expensive or
impractical as you age, you may choose to sell your home.
Selling the property can provide you with a lump sum of cash,
which can be used to fund your retirement lifestyle, pay for

medical care, or move into a retirement community.

1241 Timing the Sale

Timing the sale of your property is important to maximize the

return on your investment. Consider factors such as the current
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real estate market, interest rates, and demand for properties
in your area. Selling during a seller’s market, when demand is
high and supply is limited, can help you achieve a higher sale

price.

12.42 Downsizing to a Retirement Community

If you're considering selling your home and moving into a
retirement community, be sure to carefully evaluate the costs,

services, and amenities offered by different communities.

Some retirement communities offer a life-rights model, where
you purchase the right to live in the community for life, while

others operate on a rental basis.
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