SONNENBERG & ASSOCIATES PROPERTY AND LEGAL ADVICE NEWSLETTER # 18
1. Legal Quotes
"A lean compromise is better than a fat lawsuit." [George Herbert]
“The trouble with law is lawyers ." [Clarence Darrow]
"Ignorance of the law excuses no man from practising it." [Addison Mizner]
2. Lawyer Gatiep
Gatiep grew up in Tafelsig, Mitchells Plain, and then moved away to attend college and law school. He
decided to go back to Mitchells Plain so he could become a big man in Tafelsig. He really wanted to
impress everyone, so he returned and opened his new law office there.
The first day, he saw a man coming up the sidewalk. He decided to make big impression on this new
client when he arrived. As the man came to the door Gatiep picked up the phone. He motioned the man
in, all the while talking.
"No. Absolutely no. You tell those clowns in New York that I won't settle this case for anything less than
one million."
"Yes. The Appeals Court has agreed to hear that case next week. I'll be handling the primary argument
and the other members of my team will provide support. Okay. Tell the State Prosecutor that I'll meet
with im next week to discuss the details."
This sort of thing went on for almost five minutes. All the while the man sat patiently as Gatiep rattled
instructions.
Finally, Gatiep put down the phone and turned to the man. I'm sorry for the delay, but as you can see,
I'm very busy. What can I do for you?"
The man replied, "I'm from Telkom, I've come to connect your phone."
3. Inspiring quotes
"What lies behind you and what lies in front of you pales in comparison to what lies inside of
you." [Ralph Waldo Emerson]
"Man never made any material as resilient as the human spirit." [Bernard Williams]
"Don't judge each day by the harvest you reap, but by the seeds that you plant." [Robert Louis
Stevenson]
4. How to get the best rate on your home loan
There are two major factors to be considered by the financial institution when it comes to determining the
interest rate on your mortgage bond:
1. the cost of funding, and
2. the credit risk of the borrower.
The cost of funding refers to the source of the funds from which the bank obtained the money to make
the loan. (Ordinarily, long-term assets such as home loans are funded through the capital markets:
bonds are issued that are bought mainly by asset managers and life assurers. These bonds have to be
repaid at a certain interest rate; it is this rate that determines what they charge the banks and the banks
ultimately charge their clients).
The rates on the capital markets are largely determined by market forces, and generally reflect current
interest rates and risk appetite. The banks themselves have very little influence over what these rates
are. e.g before the credit crisis of 2008, the funding that could be raised on the capital markets was
significantly cheaper that what can now be obtained. This obviously materially affects the rates at which
banks charge prospective home owners (mortgagors).
Even more recently, the problems at African Bank have also had an effect on the cost of funding, as it
has increased the levels of risk aversion in the market and so pushed interest rates higher. These impacts
are passed on to home loan clients who end up paying higher rates.
Credit risk (the risk to the lender) is the second factor affecting the interest rate offered to the
mortgagor. In simple terms, as risk to the lender increases, so too will the interest rate that a consumer
will be offered.

Banks use a number of variables to work this out, but there are three that have the most impact: past
credit behaviour, loan-to-value and employment type.
Past credit behaviour refers to how the borrower has dealt with all forms of credit (credit cards, car
finance, etc) in the past. The borrower’s last five years credit history may be taken into account by the
lender.
The banks use credit scorecards that assess the likelihood of the client to default. They utilise a wide
range of information to score the lender, including information disclosed by the lender when applying for
the loan, information the bank may hold on the lender as a result of a banking relationship the lender
holds with the bank, as well as credit bureau information.
The second key consideration is the loan-to-value. This means how much of the total cost of the purchase
is the client asking for as a loan, and how much is he paying upfront in the form of a deposit. The rule of
thumb is “the greater the deposit from the borrower, the less risky the loan is for the lender.”
Thirdly, banks take into account where and how the borrower is employed. Self-employed people are
considered higher risk than those in formal employment and will attract higher interest rates.
So, what can you do to improve the interest rate offered to you by the banks?
• make sure you have a good credit record.
• manage your credit affairs prudently, by always making your required payments on time.
• do not exceed the limits of credit facilities made available to you.
• if you know that you have a bad credit profile, rather settle all your debts and wait for two
or three years before applying for a home loan. If you don’t, even if your application is
approved, you will end up paying a higher rate.
• build up a deposit before approaching a bank for finance.
• ask the banks what size deposit will secure you the best terms.
• don't just get a quote from one bank; shop around and find who offers you the best terms.
• consider the term of the bond carefully (home loans financed over 20 years are usually offered
at lower interest rates than 25 and 30 year finance, as the longer the term of the funding the bank needs
to secure on the capital markets, the higher the rate they will have to pay, which gets passed on to you).
Finally, once you have taken a loan, you are not obliged to stay with the same bank forever. Another
bank may offer you a better rate a few years down the line as a result of a change in certain factors
(such a the loan to value ratio on your property, if your home has increased in value, or greater
competitiveness between the banks if the property market becomes stronger).
All newsletters can be obtained on our website: www.sonnenberg.co.za. You can also sign up to
receive future newsletters on the site. Please let us know of property or legal issues you wish us to
cover in future newsletters.
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