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Introduction

This article is intended to be used primarily as a guide for aspiring home buyers to buy their
first property. It has been written with the assumption that first home buyers have a little
basic knowledge about property investment and wish to get into the property market in the
near future. It can also be used by seasoned property investors to compare their experience in
buying and selling real estate.

| have endeavoured to keep this article short and to the point and have highlighted some basic
principles of property investment which are relevant whether you are buying your first or your
tenth property. Even the most seasoned property investors can make mistakes and | have
attempted to compile a list of some of the most common ones.

| value and welcome any comments or suggestions that readers may have as to how | can
further improve the contents of this document for future editing.

About the author Albert Wong

Albert obtained a Bachelor of Economics degree from Macquarie University and is a CPA of
Australia. He has worked in senior finance and corporate roles 8 '
with KPMG and numerous multi-nationals in Asia and
Australia. He is currently doing a Masters of Business
Administration from the Australian Graduate School of
Management in Sydney.

An avid property investor, he owns multiple properties in
Australia and South East Asia. Albert can be contacted via wealthruproperty.com, a property
blog to help first home buyers and investors to build sustainable wealth through property
investment.

Why do you need to buy a property?
Owning a home vs Renting

Owning a home or to use one of the most common cliché “to have a roof over one’s head”
goes back to the notion of fulfilling the most basic of one’s need and livelihood. To most
families, working towards eventual home
ownership provides a sense of purpose,
belonging, physical security and well-being.

To others, getting into the property market is
the very first step towards wealth creation in
the long term. | am a strong believer that once
you have asked yourself this question, you are
creating the motion for self-growth and
building a secure future for yourself and your
family.

Photo courtesy: Getty images
On the other hand, there are also individuals and families who may be long time renters,
either by choice or otherwise. Given the complexity of today’s financial and equity markets, it
is important to appreciate there are a multitude of investment and wealth creation options
available to the investor. Home ownership and property investment are merely one of many.
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There are also property investors who may alternate between owning and renting over a
period of time in an attempt to maximise their wealth and return on investment. The choice
between paying mortgage and paying rent may be dictated by a number of factors such as
property market trends, interest rates, personal circumstances and preferences, risk aversion
and government policy.

Current property trends in Australia

In Australia, home ownership is regarded as one of the most treasured part of the Australian
dream. About 70% of Australians are homeowners who have either paid off their mortgage or
are in the process of doing so.

By far the majority of people who get into the property market buy their first home which
they intend to live in. Rather than living with family or paying rent, they see that paying down
a mortgage to own a home will provide the long term financial and physical security.

Currently, there is an acute shortage of housing in all major capitals in Australia. This shortage
has been brought about by a couple of key reasons — a high intake of migrants who eventually
choose to live in and around major capital cities and a slower process of building and
construction approvals.

Nationally, construction of new dwellings has decreased from approximately 175,000 units in
2002 to approximately 130,000 units in 2007 whilst the population of Australia has been
increasing at a much faster rate over the last decade. It is projected the current Australian
population of 22 million will reach 35 million people by 2049. As a result of the above, rental
vacancy rates in most capital cities over the last 3 years have been between 1 —3% and
thereby driving up rental rates across most type of residential dwellings.

Beyond first home ownership, investors who buy a second property do it for a variety of
reasons. Some investors take a long term view of property and see capital growth as being
wealth creation and a good return on their investment. Yet some others may be in steady and
high paying jobs and use negative gearing as an avenue to minimise their tax liability.

Therefore, the would-be property investor needs to be clear of his or her financial and
investment goals and the reason for getting into the property market.

There are business people who buy commercial or retail property to assist in growing their
businesses where expenses incurred from owing the property are tax deductible against their
business income. Yet, there are also property investors who choose to invest in Real Estate
Investment Trusts (REITs). This issue is not within the scope of this document.

5 Success principles of buying property

In my experience of buying properties, | believe in the following 5 most important principles:
1. Location

I am cautious of the cliché “Location, location, location”. Sure, it is to emphasise the
importance of location for a particular property. However, location means different things to
different people and it depends on whether someone is buying the property as an investment
or as an owner-occupier.
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Some prefer the hustle-bustle of city living and can put up with increased human traffic and
noise, yet others may prefer a more leafy surrounding whilst sacrificing distance to the CBD.

In general terms, | believe a strategic location should cover the following aspects as far as
possible:

a)

b)

d)

Close proximity to public transport and CBD - public transport adds appeal as it gives
the owner or tenant an alternative to private transport. If you are a property investor,
buying close to the CBD provides an added appeal to renters who work around CBD
locations.

Close proximity to good schools / learning institutions - for most students and families,
this is a big attraction due to convenience and prestige.

Local attractions such as shopping malls, parks, cafes & restaurants, beaches and other
significant local amenities add to the lifestyle and allure of the location.

Minimal traffic noise - it is generally better to avoid being located on major streets and
highways, toll-roads, train lines and flight paths to minimise traffic noise but close
enough for easy access by foot, car and public transport. Remember, real estate agents

like to use words like “whisper quiet street”, “cul-de-sac” to promote a location which is
peaceful and quiet and this is a legitimate appeal to most buyers.

General surrounds - a leafy, tree-lined street and lower population density location is
generally better in terms of added privacy than one which is over-crowded with
apartment blocks, commercial and industrial facilities although in some cases, the latter
may also have good investment potential in the longer term.

Obviously the above may be less applicable for investments such as a holiday lodge by the ski
fields, an ocean-front property or other higher end properties and apartments.

2.

Floor plan

The most important aspects of floor plan should include the following:

a)

b)

c)

d)

e)

Floor plan design should promote privacy for bedrooms, efficient use of floor
space andmodern open plan living for family living and entertaining.

Courtyards, patios and balconies should be of good size and configuration for outdoor
living and entertaining.

Good storage facilities such as wardrobes, bathroom vanities, kitchen cabinets, laundry
and utilities.

Aspect, views and outlook - in Australia and the southern hemisphere, one of the most
favoured aspects of a property is the north and north-east aspect as it provides ample
natural light. This is important as it gives the apartment its distinctive “feel”. Bright and
sunny aspects, district, water and uninterrupted views are preferred. Be sure that
existing views will not be built over and blocked by future development as this is a sure
factor which will decrease the value of your investment.

One important factor which buyers often overlook is ceiling height. The minimum
ceiling height required for apartments in New South Wales is 2.45m. An apartment with
good ceiling height should be approximately 2.7m although ceiling heights may vary
from different living areas such as balconies, kitchen and bathrooms. High ceiling and
lofts give a sense of space and openness.

Note: In New South Wales, a bedroom must have at least a window to be deemed as
such.
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3. Finishes and inclusions

These items refer to the quality of kitchen appliances, gas cooking and heating facilities,
quality shelving and cabinets, tapware and bathroom fittings, quality carpets, paintwork, door
panels, handles and skirtings, glass doors, powder-coated panelling, switches, modern
lighting, reverse-cycle air-conditioning, bathroom and kitchen wall and floor tiles, wall
panelling.

4, Body corporate / maintenance

The effectiveness of the Body corporate of an apartment development will determine the
strata levies, both the sinking fund and the administration levy that you will be liable to pay.
Personal preference will dictate whether you will be willing to pay for conveniences such as
swimming pool, gymnasium, spa and sauna, concierge, on-site security guards and other
facilities. Building with poor management and maintenance will deteriorate more rapidly, thus
limiting your investment up-side.

It is also good to know the ratio of owner-occupiers and investors in a particular apartment
block. Owners tend take better care of their properties and a high level of owner-occupiers is
generally better than a building which is majority occupied by tenants.

The profile of occupants is also an important factor, ie whether they are professionals,
retirees, students or migrants will have an impact on the marketability and appeal of your
apartment.

5. Research

This is one of the most important pieces of homework that you need to do. Before you dive
into the buying process, do look at as many houses and/or apartments in as many locations as
possible. Take the opportunity to be interested and find out as much as possible about the
suburb or location that you intend to live or invest in. Some of my research techniques include
the following:

e Research what is on the current property market. In Australia, domain.com.au and
realestate.com.au will give you a national account of properties for sale or rent.

e Read property reports, property investment magazines such as Your Investment
Property which provide commentary, advice and analysis on property investment.

e Participate in property forums and attend property seminars. Always keep an open mind
about the information you have gathered as there may be no right or wrong answers for
a host of issues as your investment goals and criteria may be different from other
people.

o Talk to friends, experts, real estate agents and people who live in the neighbourhood
that you are considering and gather as much information as possible. This way, you are
able to compare and contrast between the good, bad, acceptable and the down-right
avoid at all cost.
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D. Getting finance approval

Unless you have won the lottery or have a huge amount of inheritance to fully finance your
home with cash, getting finance approval from the bank or your chosen lender is probably the
most important step towards owing your first home.

Most home buyers choose to go about searching for a home before initiating the process of
getting their finance approved. This may be due to the fact that they feel they have saved the
10% deposit required as down-payment and so the fun part of searching for their dream home
begins. My advice to first home buyers is to FIRST initiate the process of getting finance or at
least do it concurrently with the search for your first home. The key reasons for this are:

° The key objectiveistoget” p4a @ p r dremaybut bank or lender so you have clarity
as to how much you can borrow before searching for a home. This is to avoid a situation
of finding a home which you may not be able to afford.

. It is always good practice to develop a strong relationship with your bank manager or
mortgage broker and this process takes time.

. There may be unforeseen circumstances during the loan approval process which require
additional time such as the bank requiring more information and/or documentation etc.

. Although most home loans are quite competitive these days, choosing the most

appropriate one which fits your needs among so many alternative is a fairly time-
consuming task on its own.

Mortgage broker

Due to the vast number of home loan products in the market, you may be overwhelmed with
choosing the right one to suit your particular needs. A mortgage broker is a person which
represents the buyer and his task is to source for the most competitive and appropriate home
loan for you. If you are short for time, a mortgage broker may be able to assist you in dealing
with the banks, negotiating on your behalf and gathering all necessary documentation to get
the loan approved.

Among the leading mortgage brokers are Mortgage Choice and echoice.

Pre-approval process

The pre-approval is a process where your lender / bank examines your loan application form,
supporting documents such as salary slips, tax returns and other documents, perform credit
checks to determine your eligibility and the loan amount which you can borrow. It is
important to have all important supporting documents properly organised and submitted to
your bank in order to minimise any delays.

The bank will usually commission a valuation on your property to ascertain its market value
which may be higher or lower than the sale price. In the event your supporting documents are
in order and the bank is satisfied with the valuation and credit checks, the pre-approval will
usually take approximately 5 — 8 days upon which your bank will notify you that you have
been “pre-approved” for a specific loan amount.

It is with this pre-approval in hand that you can draw comfort to further proceed with the
purchase of your home knowing the bank has approved the exact amount to be disbursed to
cover the balance of the sale price (after you have paid your initial 10% deposit) including
incidental costs such as stamp duty, legal fees and other charges which are set out below.
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Incidental costs of buying a home
Home buyers need to bear in mind that the cost of buying a home is more that just the
deposit required. There is a host of other fees and charges to be paid and these amounts also

depend on the amount of your loan, the state that you live in and the price of your property.

Below are a list of fees and charges applicable:

Bank fees Approximate cost $
Loan application fees 400 - 600
Mortgage insurance 1,200 - 6,000
*Valuation fees 0-400

Government charges

** Stamp duty on property (varies according to State) 5,000 — 25,000
*** Stamp duty on bank loan 600 — 1,500
Mortgage registration 99

Other charges

Search fees 200 - 400
Lawyer fees and conveyancing charges 800 — 3,000
Settlement fees 200 - 400
Advance utilities eg. Water, electricity, phone, strata etc 500 - 2,000

* Valuation fees are normally part of the application fees charged by major banks.
** Use a stamp duty calculator to calculate the exact amount.
*** Depends on the amount of bank borrowing (Not applicable for NT, Vic and ACT).

As a general guide, your mortgage repayments should not exceed 30% of your before-tax
income. A mortgage calculator is a great tool to help you calculate how much you can borrow.
You should bear in mind that any existing debt such as amounts owing on your credit card and
personal loans will reduce your borrowing capacity.

Monthly budget and disposable income

At this point, it is also good practice to determine a monthly budget for your living expenses
and disposable income, that is, income left over after paying off all expenses and necessities.

This budget will provide further clarity as to how much money you require to live on each
month after taking into account the monthly mortgage payments for your home.
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A simple and typical budget may look like this:

Simple example of a monthly budget and disposable income:

Monthly gross income 9,000
Other income eg interest, dividends etc 1,000

10,000
Less: Superannuation, medicare levy and taxes 2,500
Monthly income after tax ";:-5-(-)-(;

Less monthly living expenses:

Utility bills eg. Electricity, gas, telephone etc 300
Food and groceries 1,200
Car expenses eg petrol, insurance, road tax 900
Child care 500
School fees 400
Credit card 300
Others 800
Total living expenses 4,400
Monthly disposable income 3,100

TIP: Minimise your expenses — It is good practice to minimise your monthly expenses and
consolidate your debts to reduce unnecessary interest charges on credit cards and personal
loans.

Finding a competent solicitor

Similar to obtaining finance, it pays to initiate the process of finding a competent solicitor
early in your buying process.

My key considerations of a good solicitor:

1. Relevant expertise and experience
One can usually peruse a solicitor’s website and be able to ascertain the depth of their
work by examining the profile and background of the people. Referral by other clients,
past testimonials and word-of-mouth is also a useful gauge in ascertaining the depth of
experience of your solicitor.

2. Service and responsiveness
A good solicitor pays attention to the fine details by carefully perusing all the pertinent
terms and conditions of a contract or lease to ensure that your interests are adequately

protected. He / she will give you timely advice in order to assist you to make key
decisions throughout the process of buying or disposing your investment property.
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A key test of service and responsiveness is in the event there are disputes or
disagreement to certain terms and conditions. A good solicitor must be able to propose
alternatives or devise possible solutions to problems and not just give you the black and
white letters of the law and leave you to agonise over the workability or business side
of the deal.

3. Negotiation skills

Apart from the legal aspect of a contract or lease, a good solicitor must also be able to
appreciate the commercial / business side of the transaction in order to negotiate on
your behalf as and when necessary.

In an impasse, a good solicitor can save you thousands of dollars when both parties of a
contract are able to resolve a point of dispute or misunderstanding by proposing a win-
win situation or a negotiated settlement which is amicable to both parties.

4, Price competitiveness

The fees of solicitors are bound by legislation and your solicitor has a duty to charge a
reasonable fee in accordance to the type and level of work performed. The fees for
perusing or drafting a standard retail lease or sale contract may vary from one firm to
another depending on many criteria, some of which are above.

Your solicitor will usually provide you with a letter to confirm their appointment to act
on your behalf. This letter will also set out the scope of their work and fee structure.

As a general rule, | would advise against using a solicitor / conveyance firm
recommended by the developer of the project or property which you are buying into.
The recommendation by developers can be very tempting to some buyers because fees
can be considerably cheaper. However, | believe objectivity and impartiality may be
compromised if the solicitor and developer have an arrangement of referring work to
each other.

F. Buying your first home

When you have done all your research, identified the suburb and found your first home, it is
time to take the plunge, that is, review the sale contract, commission building and pest
reports, commence negotiations to ultimately sign on the dotted line.

It is also at this point of your buying process that you will need to appoint a competent
solicitor / conveyancer to act on your behalf in reviewing the sale contract and also negotiate
on the terms and conditions of sale. By this, | mean a solicitor, legal or conveyance firm which
has extensive experience in reviewing sale contracts relating to real estate and not a friend
who happens to be a solicitor. The section below outlines some of the key considerations in
finding a competent solicitor to assist you in buying your first home.

There are essentially two most common ways to buy a home — through private sale or auction.
1. Private sale

This method involves negotiations between you, as the buyer, and the owner of the
property who is usually represented by a real estate agent.
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Although there are other potential buyers, a private sale allows the buyer more time
during the buying process to negotiate on a range of issues apart from the price such as
a delayed settlement, improvement to the property before final settlement etc.

In the event your property is in a suburb which you are unfamiliar with, you may
consider the benefits of appointingab uy e r ' who ial@aviedgeable about the
particular location to assist you in your research and negotiations.

TheR e a | Est at e B latioa of Australid ig ratiorial bodyswhichc
represents professional buyer’s agents. You should be able to find a buyer’s agent from
their website which can represent you in your search for your home. Some key benefits
of a buyer’s agent include:

e Evaluate your specific needs and search for properties which suit your criteria

e Research, screen and preview selected properties to determine potential problems
and assist you in making decisions in the buying process

e Present your offer to the seller, advise and negotiate on your behalf

e Bid on your behalf at the auction

TIP: Remember the real estate agent represents the seller. Never reveal your true
asking price, build in a buffer and always be prepared to walk away from the sale.

Auction

A property auction is an event where potential buyers gather around the premises of
the property being sold or at a designated venue to bid for the property.

If you have never bid in an auction before, it pays to attend as many auctions as
possible so that you are familiar with the legal requirements, the setting, nuances and
atmosphere of different auctions. Auctions can range from being subdued where there
are limited or no bidders to one which is frantic and energy-charged.

Most states in Australia now require bidders to be registered to avoid collusion /
dummy bidding. Registration is a simple process where you need to show proof of your
identity and a valid driver’s license will suffice.

If you are inexperienced or apprehensive about bidding at auctions, an experienced
buyer’s agent can also bid on your behalf at an auction.

| have also written a post about my experience winning at an auction. It contains more
tips and strategies about how to prepare yourself to win at an auction.

It should also be noted that in most states in Australia, the sale is usually final upon the
fall of the hammer at an auction. As the buyer, you will be legally bound to pay the
required deposit (usually 10% of the sale price) at the auction itself and proceed to
complete the purchase of the property in the event you are the successful bidder.
Therefore, you need to have a personal cheque or bank cheque as required ready to be
presented IMMEDIATELY after the auction is completed.

TIP: By all means register for an auction to get a good idea and feel for the process
because you are not bound to bid at all even though you have registered.
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Exchange of sale contract and settlement

The process leading up to the exchange of sale contract between you as the buyer and the
seller can be summarised in chronological order as follows:

1. Peruse and advice on sale contract

A copy of the sale contract is usually available at open house inspections. If you have
decided to proceed with the purchase of the property whether through private treaty
or auction, you can request your solicitor to provide a cursory review of the sale
contract to determine whether there are any pertinent issues which may affect your
interest in the property. Some solicitors may charge a nominal fee which may range
from $200 - $400 for this initial review and will be incorporated into their final fees
should you wish to proceed with the purchase.

In the event of a sale by private treaty, it is usual for the seller to request for payment of
earnest money to demonstrate your commitment and genuine intention to purchase
the property. This earnest money is refundable should you decide not to proceed with
the purchase. The amount of this money can vary between 1 — 2% of the sale price and
is negotiable between you and the seller. Upon payment of this earnest money, which is
usually kept in trust by the seller’s solicitor, the seller is obliged to temporarily take the
property off the market until such time that you either decide to proceed further with
the purchase in which case the property will be permanently taken off the market. In
the event that you decide not to proceed with the purchase, the entire amount of
earnest money should be returned to you free of interest.

2. Negotiations and amendments to sale contract

A solicitor will provide you with a detailed written account of their examination of the
sale contract which sets out all pertinent terms and conditions which affect your
interests which you need to be aware of. Your solicitor will also negotiate on your
behalf with the seller’s solicitor in the event there are terms and conditions which are
not agreeable to you as the buyer.

When all terms and conditions are agreed upon by both you and the seller, your
solicitor will make arrangements for the sale contract to be signed by both parties.

3. Signing and exchange of sale contract between buyer and seller

This is the point of the sale contract where you need to be absolutely sure of
proceeding to complete the purchase of your home. Upon signing the sale contract, you
are bound by all the terms and conditions therein and will be required to pay the 10%
deposit as the case may be less any earnest
money which you may have paid earlier.
Unless otherwise stated, your 10% deposit will
be forfeited by the seller should you be unable
to proceed to complete the purchase for any
reason whatsover.

~

Depending on the terms of the sale contract,
any interest accrued on the 10% deposit is
usually payable to the buyer.
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4. Settlement of balance amount of sale price by buyer
Pre-settlement inspection

If you are buying the property at an auction, you are buying the houseonan“ as i s
wher e i Thi$ mednsatisat ysu will have to accept the condition of the house as it

is and you will not have any recourse against the seller for any defects, flaws or damage
unless otherwise stated in the sale contract. Therefore, it is important to thoroughly
inspect the property prior to auction, conduct any building or pest inspections to ensure
the property is in a state of good repair and condition.

On the other hand, if you are buying property via private treaty, you are entitled to
conduct a pre-settlement inspection of the property immediately prior to settlement of
the balance amount of the sale price.

Final settlement

Unless you are buying an apartment off-the-plan, the settlement of the balance amount
of 90% by you as the buyer usually occurs within 6 — 7 weeks from the date of signing
and exchange of sale contract.

It is important to inform your bank immediately upon signing the sale contract to
ensure the bank is prepared and ready to disburse the balance amount on settlement
date.

Moving into your first home

Immediately upon settlement of the balance of the sale price, you will be entitled to the key
to your home.

If you are buying a brand new house or apartment built by a developer, the developer is
bound to rectify any defects of workmanship usually within a reasonable time frame as may
be provided in the sale contract. As a buyer, you are also protected by home builder’s
warranty which requires the builder to rectify defects within the first 7 years from the date of
settlement.

Useful tips and strategies
| have listed some useful tips and strategies from my blog to assist you in the buying process:

3-step approach to buying the right property
How to find cash flow positive properties
Top 5 Off-the-plan strategies

Pre-settlement inspection checklist

PwnNPE
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Common mistakes when buying a property

Buying a home can be fun but it can also be fraught with avenues where you can make costly
mistakes. The following are some common mistakes made by property buyers:

1. Did not shop around for a mortgage

It is always good practise to initiate discussions with a few banks so that you get an idea
of the type of products, its terms and conditions and price. This will help you to choose
the most competitive product in terms of price and features.

2. Buying the first property inspected

If you are buying a home, always try to attend as many home inspections as possible as
this will assist you to understand the different aspects and features of different
properties in different locations. This process will allow you to develop a deeper
understanding of your own goals and criteria and help you to gain experience in
choosing a property with good features in strategic locations.

3. Making an unconditional offer to seller

By making an unconditional offer, you are not giving yourself an opportunity for
withdrawing from the transaction should anything work against your favour. Making a
conditional offer which is subject to certain terms and conditions allows you to buy time
to carefully consider your decision and take the process one step at a time to minimise
mistakes.

4. Did not get pre-approval from the bank

By not obtaining pre-approval from the bank prior to making financial commitments,
you are exposing yourself to the risk of your loan not getting approved for a host of
reasons. This could be a very costly mistake should you not be able to afford the
property which you have committed upon and having to sell under “forced sale”
conditions will considerable reduce your bargaining power.

5. Placing trust on individuals involved in buying process

During the buying process, you should treat information gathered with healthy
scepticism, especially information obtained from the seller’s agent, the seller,
neighbours and individuals who may have a vested interest in the property. Ask yourself
some objective questions and put yourself in the seller’s perspective and see if you can
identify any “hidden agenda” or terms and conditions which may work against you.

6. Not appointment a competent solicitor

The only person whom you can trust is a competent solicitor or a buyer’s agent who has
your sole interest at heart. Your solicitor must assist you to go through the fine details
of the sale contract, identify terms and conditions which may potentially affect your
interests negatively and advise you on how you can avoid such situations so that you
are protected as far as possible.
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7. Over-estimate on attractiveness of resale

When buying a property, you should try as far as possible to visualise future events such
as whether there may be new developments within the vicinity such as roads, other
property development which may affect the resale of your property.

Even if your intention is to hold on to your property investments into the foreseeable
future, you need to take into account a situation where you may need to consider
selling and the attractiveness of the property in the sale as it will affect the sale price
and hence the extent of capital appreciation of the property.

8. Did not discuss / get help from experienced investors

It is good practice to surround yourself with people who are experienced in buying
property and who are willing to help you make considered decisions during your search
for a home. Different people with different perspectives will help you to identify issues
which you may have omitted.
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Disclaimer of Liability:

While every effort is made to ensure that accurate information is disseminated through this article or
any linked m aterial provided, the author makes no representation about the content and suitability of
this information for any purpose.

The information is provided is solely from the own personal experience of the author and is intended to

guide and assist home buyers to make informed decision s. The information is made withou t express or
implied warranty and users must make their own assessment of it and reliance onit is wholly at their
own risk.

In no event shall  the author be liable for any special indirect or consequential damages or any damages
whatsoever resulting from loss of income or profits, whether in an action of contract, negligence or
other tortious action, arising in connection with the use of information provided in this article.
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