Top Five do’s and don’ts for home buyers

Spring is traditionally the busiest time of the year in real estate.  It’s the time when sellers spruce up their homes and place them on the market, and buyers start making a list of the features they want in their dream home.

Top five do’s

1/ Pay debts (incl. Credit cards) and bills on time.

The number one thing that can impact on your ability to buy a property is your credit history.  A bad credit history signifies to a prospective lender that you may not be able to cope with making regular mortgage repayments.  The other important reason to pay off debts and bills on time is because it’s likely your bank (or mortgage provider) will want to see statements of your other debts and again, if you can’t repay small amounts on time, chances are lenders won’t consider you a suitable candidate to borrow larger amounts.

2/ Start saving

A lender will want to see your funds to complete before you buy, especially for first home buyers, your pattern of regular saving.  Therefore in the months before you plan to buy it’s a good idea to set aside as much money as you can in a separate savings’ account.  You might also consider having part of your salary automatically transferred into a separate savings account.  To qualify for mortgage insurance you will need to provide 6 months worth of statements showing your genuine savings of at least 3 % of the purchase price. 

3/ Use extra cash to pay off debts

Banks generally look more favourably on loan applications where people have no debt but perhaps less cash saving.  Therefore, if you do have some cash but you also have existing debts, it can be a good idea to use your cash to pay off your debts and extinguish loans.  However if you reduce your deposit by too much thru paying off debt you may have restricted the price of property your deposit allows you to buy.

4/ Get your mortgage first

If you are contemplating a job change and a house purchase at the same time remember most companies place you on a three month probationary period. Lenders are very hesitant to lend to any one during the probationary period.  Stability of employment is a big influence for lenders when considering your submission for finance. 

5/ Think about what you need

Think carefully about your housing needs, as apposed to your housing wants before you start house hunting.  You might want a five bedroom house with a tennis court, but if your budget doesn’t stretch that far you could be in trouble.  Sit down and write a list of everything you need in your new home….and stick to it!

Top five don’ts

1/ Don’t buy big

Don’t buy any high cost items before you buy your home.  Besides the obvious fact that it means less cash for your deposit a large purchase may mean you need to get a loan which will increase your financial commitments.

2/ Don’t forget pre-approval

Before you start house hunting it’s a good idea to be pre-approved for your home loan.  That way you’ll know exactly what you can spend and therefore what sort of houses to look at.  Pre-approval also gives some sellers a strong signal that you’re serious and ready to buy.

3/ Don’t forget ongoing expenses

Home ownership isn’t just about making mortgage repayments.  When budgeting on what size loan you should have don’t forget to take into consideration ongoing costs such as council rates, electricity and gas charges, maintenance and general household repairs.

4/ Don’t aim too high

If you are used to paying $400 a month in rent and you are about to jump to a principal and interest home loan where repayments are $1,500 a month, think carefully about how you are going to handle these payments.  When buying a property you have to make sure you’re comfortable with your level of debt.  So, if it means you have to spend less on a house purchase, so be it.

5/ Don’t neglect your home loan

These days there are many different home loan products around and growing competition in the marketplace will only mean more choice for home buyers in the future.  If you’re looking for a home loan, make sure you hunt around for the best deal (that suits your individual needs) before you lock in.  Remember to consider loan costs over the life of the loan, not just the first few years.  A loan that looks cheap in year one, may end up costing you more in later years.

For more information contact Peter Mullane on 0405 153 090 or email peter@gim.com.au

