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t wasn’t long ago that if you wanted a mortgage you had to don a three-

piece-suit, adopt a humble stoop and go cap-in-hand to a sombre 

gentleman who resembled one of the characters from a Dickens’ novel. 

How things have changed. Nowadays competition is everywhere. There 

are big dollars to be made by lending money and because of that, and 

fi nancial deregulation, suddenly the customer is king. No longer is it 

de rigueur to borrow from your regular bank. A whole host of lenders 

have come out of the woodwork, all fi ghting for market share in the 

lucrative residential home loan marketplace. These days the bank will 

come to you at a time that suits and their representative is likely to have 

a trendy hairstyle, open-neck 

shirt and a winning smile. 

Mortgage terms are more 

fl exible now and profi t mar-

gins have been pared to 

the bone. Incentives are commonplace and a whole new industry – 

mortgage brokers – has appeared, offering to do the legwork of fi nding 

the best loan for borrowers apparently for free. Lifetime loans, revolving 

credit, 100% mortgages…the fi nancial landscape has changed forever.

In the not too distant future, our homes will be viewed as investment 

assets and we will regularly, and frequently, refi nance to use available 

equity to fund our lifestyles and retirement. For now though, it’s important 

to fully understand the borrowing options available to you. The fi nan-

cial decisions you make, when going into a house purchase, will have 

signifi cant and long lasting implications for the future.

“Lifetime loans, revolving credit, 
100% mortgages… the fi nancial 
landscape has changed forever.”

I
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Arranging fi nance

Get your fi nance pre-approved before you start searching for homes in 

earnest, then if you do see a house that is perfect for you, you can make 

an offer instantly without having to scramble around trying to organise a 

loan in a hurry, or even lose out because your offer was conditional upon 

arranging fi nance and a competing offer wasn’t.

There is a bewildering array of lenders out there keen to provide you 

with a mortgage. Banks compete with non bank lenders like building 

societies, fi nance companies and credit 

unions. Some will offer you incentives, 

like holidays or renovations. But your 

primary concerns should be the long 

term security of the fi nancial institution, 

their interest rates, fees, whether they 

make a contribution to legal costs and 

the facility to be able to repay a lump 

sum into the mortgage at any time.

Most banks have ‘mobile managers’ who 

will visit you at home. Take the opportunity to discuss every aspect of the 

loan with them in your own environment until you are completely com-

fortable and fully understand what is being offered. There is also a wide 

range of fi nance out there now for people who have had credit problems. Not 

surprisingly the interest rates for these loans are correspondingly higher.

If you decide to go with a fi nance company, rather than a bank, make 

sure they have a good, long track record.

Negotiate with your lender for your home loan. The home mortgage market 

is a crucially important component to banks and fi nance companies 

and they will often do a great deal to win a new customer.

Don’t be shy to ask a potential lender: 

• What is the total cost of the loan including fees and interest? 

• What changes are possible once the mortgage has been set up? 

• Can I transfer the mortgage if I buy another property?

• Are there any discounts available?

“There is also a wide 
range of fi nance out there 
now for people who have 
had credit problems. Not 
surprisingly the interest 
rates for these loans are 
correspondingly higher.”
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Once you have chosen a lender, they will require: 

•  Firstly, some identifi cation if they are not your normal bank and 

proof of your home address, eg, a power bill.

•  Three to six months bank statements from your main account.

•  Pay slips or a letter from your employer stating your income. 

•  If you are self employed, you will need anything from one to three 

years' of fi nancial accounts. 

•  An up-to-date list of your debts and expenses, including any student loan.

Types of loans and interest rates

Regularly read the business pages of newspapers. Which way are 

interest rates moving? This will help you to structure your loan more 

effi ciently, splitting relevant portions into mortgages with fi xed or fl oating 

interest rates. 

•  Floating: this type of loan allows you to benefi t from any reductions 

in the fl oating interest rate. Conversely, your payments will increase 

if the rate goes up. 

•  Fixed: this is when the interest rate is fi xed for a certain term and 

is not affected by fl uctuations in the fl oating rate. Depending on the 

economy, these may be offered at slightly below or slightly above the 

fl oating rate. You gain the benefi t if the fl oating rate stays above the 

fi xed rate. In more volatile times, however, you risk the fl oating rate 

dropping below your once-attractive fi xed rate. Lump sum payments 

usually can’t be made on fi xed interest loans without incurring penalties.

Paying lump sums off your mortgage, preferably at times 

when you will not incur a penalty, is a good habit to get 

into. When you receive a windfall, paying off a piece of the 

mortgage effectively gives you an after-tax return on your 

money of whatever the mortgage interest rate is. If you 

put it into a savings account instead, you will pay up to 

39% tax on any interest you earn.
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The fl oating part of any loan is at the mercy of the offi cial cash rate 

and this can be unnerving when the Reserve Bank is going through a 

period of putting rates up. Although they are usually higher than fi xed 

rates, the advantage of having part of your loan fl oating is that you 

can make lump sum repayments at any time without being charged 

penalties. Some people use the fl oating loan as a source of revolving 

credit, using it partly as funds they can draw on to pay for renovations 

or other expenses. 

Fixed rates can be set for six months to seven years. It is possible to split 

your loan into a series of fi xed terms, for example, putting half on a fi xed 

rate for two years and the other half into a fi ve-year term. Some banks 

allow you to pay a lump sum once a year of up to 5% of the amount 

owing on the loan, charging a small administration fee of around $100. 

Mortgage brokers

Mortgage brokers are popular with many homebuyers. They save you the 

time of shopping around for yourself and should have comprehensive 

knowledge of the many deals on offer. Some banks, like the Bank of 

New Zealand, do not deal with mortgage brokers, which means you will 

not necessarily get access to every possible lender. Brokers who belong 

to the New Zealand Mortgage Brokers’ Association must have access to 

a minimum of six lenders, but most use more than that. 

Mortgage brokers are free to the borrower – they get paid a fee or a 

commission by the lender. It is worth remembering, however, that some 

lenders pay brokers more generous fees than others so there may be 

a certain amount of bias in the broker’s recommendations. Ask your 

mortgage broker how many lenders they have on their books and 

ask them to give you details of at least the top three quotes so you can 

compare them for yourself.



There are three main types of mortgage:

Reducing 
A reducing mortgage is where the principal is 

divided up into equal repayments for the term of 

the loan. Interest is charged to each repayment, but 

as the total principal reduces, so does the interest 

charged, reducing the repayments over time. With a 

reducing mortgage you will pay less interest overall, 

although you need to be able to afford the high 

repayments required early in the home loan.
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Interest only
An interest only mortgage will result in the lowest 

monthly repayments because you pay just the 

interest and none of the principal. The principal 

is repaid at the end of the loan term, usually from 

the sale of the property. This type of mortgage is 

often used by investors who are trying to ensure 

rental revenue covers the mortgage repayments 

and anticipate selling the house for capital gain 

in the future to repay the principal.
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Table
A table mortgage is probably the most common. 

The total amount of interest for the term of the 

loan is added to the principal and then divided into 

equal repayments over the term of the loan. Having 

set repayments makes budgeting easier, although 

the proportion of interest and principal in each of 

the repayments will change over time. With a table 

mortgage you pay mainly interest in the early years, 

then, as the mortgage matures you start paying off 

the principle and gaining more equity.
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Saving money on your mortgage

Just a little extra in your repayments can make a big difference. For 

example a $350,000 table mortgage over 25 years at 10% will cost 

approximately $3180 per month and the total interest will be $604,136. 

But, if the repayments are increased to $3280 per month, the term will 

be reduced to 22 years and 2 months saving you a massive $82,436 

in interest. 

Another way of saving on your mortgage is to review the arrangements 

you have from time to time. See what other deals are on offer and 

compare them with the one you have, taking into account any early 

repayment fees and establishment fees you may incur should you 

refi nance. Consider restructuring your mortgage with a different blend 

of fi xed and fl oating rates. Don’t just put your mortgage papers away in 

the drawer for 25 years and forget about them.

•  There’s a bewildering array of mortgage lenders – shop 
around and make an educated assessment of who to use.

•  Getting your fi nance pre-approved gives you greater 
bargaining power when house-buying, and is essential 
when buying at auction.

•  Swat up on the types of loans and interest rates available.

•  Don’t disregard mortgage brokers – they do the work for 
you but you may not have access to every lender.

•  Review your mortgage periodically to make sure it’s still 
the best one for your circumstances.


