THE DUMMY’S GUIDE TO ATHE NCA AND GETTING A HOME LOAN 
“Prior to 2007, you only needed a heart beat to get a home loan” is to quote Scott Picken of IPS Invest. Lenders “threw” money at you and especially during the last 9 months leading up to June 2007 when the National Credit Act (NCA) came into effect we ally daily received invites to take up credit.
What happened since?
The world went into a “credit crunch” which spilled over to South Africa and the National Credit Act was introduced. Since the introduction of the NCA, the average bond approvals per month dropped from 34 500 per month to 10 500. Up to 50 % of all applications are declined.

Prior to 2007 one simply produced proof of income from an accountant and the banks did not consider your exposure to other credit institutions. Many times applicants did not disclose their debt exposure to banks in their credit applications. The abuse of this structure was brought to light in the Surf’s case when an overzealous mortgage originator used the surplus income of a property investor client to apply simultaneously to four banks for four bond approvals. The client received four bond approvals and bought four properties. The properties were rented out and the surplus income used to subsidize the shortfalls between the rental income and bond repayments. This card house tumbled when the investor could not pay the bonds any more and during a long court investigation the entire structure was exposed.
The banks are now requiring more commitment from the lender and thus demanding bigger deposits. How many times have we heard – “I cannot pay the bond anymore and will the house back to the Bank”  If the home owner paid a deposit, he will think twice of “giving back the house to the bank” as he stands to forfeit his deposit is the obvious reason why bigger deposits are required.

Prior to 2007 a simple guide was used to determine your capability to service the home loan – the one third of income calculation. The banks used your total income and quite often they would also consider rental income as additional income. Your were then granted a loan not exceeding one third of your total income.

Since the NCA, the one third rule is still applied, together with the “affordability” test. To determine if you can afford the intended repayment, the bank will consider your surplus income, after you have paid all your monthly expenses, the duration and strength of your employment contract (self employed applicants face up to 58 % decline), your total debt exposure to other credit institutions. As example, if you have 5 credit cards or clothing accounts, and have only used 40 % of your available credit of such facilities, the bank will consider your repayment and exposure if you “max out” all your facilities at once and then consider your repayment and affordability including your new home loan and possibility if the interest rates would increase again.
A good credit rating is the third hurdle to overcome to get a home loan. Late payments of accounts, debit orders or cheques that “bounced” all add up to give you a negative credit rating. Banks go back as far as two years into your credit rating and an unpaid item on your bank account may take up to 6 months to restore your credit rating again. In the past a friendly bank manager could vouch for your “good credit” rating. These days are long gone as your credit score is determined by information provided institutions such as ITC, Experion, Tenant Network Profile, the latter who scores late payment of rental. If you have judgments against your name or are under debt review or sequestrated you may find it impossible to obtain any home loan. 
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